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AITINIUX 1. 


ROYAL COMMISSR)N ON INDIAN CURRENCY AND FINANCE. 


AITENIHX I. 


Memorandum Circulated to Witnesses in India. 

'I'lio following inenioraiidiiin, iadinitiug the main ((iiestions whieli will eoine 
under the cxmai deration of the lioyal (haninission on Indian (hirreiK^y and 
Finatme under its t^rms of reference, is jaddisiied in order lo a.ssist intending 
witnesses iti the preparation of their ovnh'iice. II. is not to he regarded a.s 
exhaustive, nor is it desired that, eaeli witness sJionld neee.ssarily attempt to 
deal with all the questions raisiid: - 

(1) Is the time rijie for a solution of problems of Indian ('urnmey 
and Exchange by Jiieasures for stiibilisation of tln^ ?•up(•(^ or otherwise ? 

What is the comparative importiiiice of sUdvility in internal prices 
and in lorcign exchanges? 

What are the eft'eets of a rising and a falling rupee and of a stability 
of high or low riqiec on trade and iiulustry including agriculture and on 
national finance ? 

(2) In relation to what standard and at what rate, should th<' rupee 
Ih^ sUibilised, if at all ? 

When should any decision as to stabilisation take effect? 

(3) If the rate selecU'd differs materially from the present rate how 
should transition be achieved? 

(4) What measures shotild be a<lopted to maijitain the ru|>cc at the 
raUj selceUal ? 

Should the (lold Kxthange Standard system in force before the. war 
be Lontinned a.iid with what mod ilicat ions, if any ( 

What should Iki the com|>osition, si/.«f, hH'ation. ami ettiploynuMit of 
a (Jold Standard Hese.rve? 

(.5) Who should Ik* chargi'd with the cimtrol of the jiote is.sue and on 
wJiat principles? Should control or management be transferred to the 
Imperial liank of India, and, if so, wdiat should lu? the general terms of 
the transfer? 

What [U’ovisions should Ik* made as t4> the backing of the note issue ? 

What should be the facilities for tiie encashment <»f notes i 

What should lie the policy as bt the i.ssue of notes of small values ? 

(({) What should be the jxdicy ius !<> the minting of gold in India, and 
the use of gold as i urrency ? 

Should the obligation be underbikott to give gold for rupees? 

(7) By what niethfxl shoidd the remittance; operations of the (hjvcrn 
ment of India be t!onduetA;<l ? 

Should th(‘y bp managed by the Imperial Bank? 

(8) Are any, and. if so, what measures desirabh; to secure greater 
elasticity in meeting sca.sonal demands for curreticy ? 

Should any, and if so, what c»mditions be prescribed with regard to 
the issue of currency against hundis ? 

(9) Should any change lx; made in existing mctlHHls for the purcha.se 
of silver? 
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KiiVAI. tiiMMIxsIuX (iN INDIAN ri'KKKNDY AND KINANOE 


A I TEN 1)1 X -J. 


Memorandum (Circulated to a Number of Witnesses in India) Describing 

Certain Alternative Schemes. 

The lollowiiig outliiios o! alternative stdieiues lur (1) a. Cloltl Exchange 
Slaiidani system ter liulia and (2) a pure Uold Standard, en the iissumption 
in cases that tlie management ol‘ the I’aper Curreney and the conduct of 
tlie remittance! operations of Government are transferred to the Imperial Bank 
of India, have been brought to the notice of the Commission. It is considered 
t hat it will assist the e.xamiiiation of Avitnesses if they are in possession of these 
outlines, and this memorandum is acterdingly c^mnminicated for the personal 
information of witnesses. It shotild be understood that itsAentent^s are strictly 
conlidential and that they do not in any way emanate from the Commission. 

Gold Exciiangk Standard. 

2. A possible scheme for a real Gold Exclnuige Slandaril is as follows : 

(A) Gold coin, bank notes and silver rupees should bo uiiiimited legal 
tender. 

(11) GovernineiiL should be under a statutory obligation to give gtild 
i-oin in exchange for gold bullion at any time on payment of a seignorage 
to cover minting charges. 

(C) The Imperial Bank sJiould he under a statutory obligation to buy 
g«.>ld bullion in the same way as the Bank of Kiigland and at a piiee fixed 
on a similar basis. 

(D) All bank notes should be payable on demand in rupees, and bank 
notes of the denomination of Its. 10, ODD in rupees or foreign exihango at 
the option of the presenter, a charge being made by the Bank if foreign 
exchange is demandetl not greater tlian the cost of transporting gold to 
the foreign country on which exchange was demanded. Eoreign exchange 
would be delineil as transfers at the par of exchange on Jjoudon oj‘ on 
foreign hunks in countries outside Great Britain prescribed by the 
Governor-General in Council subject to the condition that at least one 
sHcii foreign bank situated in a country having a gold standard currency 
should be so prescribed. 

(E) The imperial Bank shouhl be under a statutory obligation to give 
silver rupees or notes in exchange for gold a)iu. 

(b) The constitution of the Currency IJeserve would be as follows : 

(i) Invested portion to be limited to hU per cent, of gross 
circulation, but Bank to have right of iinu'easing it to 70 per cent, 
on I'aymcnt of tax to Government at rate of G per cent, on excess 
over .50 per cent. 

(ii) Not more than one-half of securities to be rupee securities, 
ol' which a maximum of 40 ciDrcjs may be Government of India 
securities and the balance internal bills of cxcliangc having a 
currency of not more thim three months or other self -liquidating 
securities. 

(iii) llemainder of securities to he in form of short-term 
British or Colonial Govcrnmojit 8(!curities or securities of Govern- 
ment of any country on which foreign exchange can be demanded 
or trade bills drawn in India in sterling and having a currency of 
not moi'e than three months. 

(iv) Of metallic holding, not more than .50 crores to be in 

.orrii of rupees or silver bullion at purchase price, remainder being 
in lorm of gold coin or bullion. Entire reserve to be located in 
India except when awaiting shipment or in transit. ' 

(G) Silver rupees would be given by Government to the Bank in 
exchange lor silver bullion on payment by the Bank of the difference 
between the curren(!y value and the bullion value of the rupees. 



Ari’KNDIX 2. 


I 


(H) A separate reserve to be culled tlie reserve I'or the iiMlemjitioii 
of riUKJCs would be iiiaiiilaiiuHl t«> provide aj^aiiist the retuni of rupees 
from circiilatiou. This rescirve will be used only in th(^ event of a return 
of rupees from eireulath)u, the resjsMisihility foi‘ the maiutenaiiee of the 
exchange value of the rupee reiuaiuiug uiuler all other eoiulitious with 
the Ihnik. fu such mx event the Ihiidv would call upon tloverumeut to 
take hack silver rujxees and to pay for them in sterling. (loveriniient 
would aeeordixigly undertake to rexMiive ha.ek silver rupee's fi'om tlu^ Hank 
subject, except iu the ease of a prolongtMl return, to a charge ecjuivaleut 
to the ei»st o.f melting and retiniug the rupees and to pay t4x the Hank iu 
sterling the value <ti‘ rupees so received. 'I'he ru[)ees received will be 
placed tem[)orarily in the redempti(»n rest'rve pending a demand from the 
Bank foi- lupces. In the absciu-e of such demand in a reasoiiahle time, 
(joverumeiit would melt a.ud sell the rupees and place the .sterling reirived 
in the reserve, any los.s being lM)riie by the res(*rve. 

(I) The Bank would undertake to keep the India Ollue .su|)plied with 
funds for muiitiug the sterling charges of (loverumeut. 

The existing (institution of the (hirreuey and (.hxhl Standard Bestxrves 
and the proposed (‘xaistitution of the new Cin reiu;}' Keservo a.re as folktws, on 
the as.suinptiou that sterling and gold holdings a.re%con verted at l.s’. (k/. and that 
the metallic, percentage would he r»:j under the new scheme and that the Bank 
woidd hold the maxiinuni amount of (lOvernment of India securities and silver, 
no inland trade bills and no gold securities exce]>t sterling scrcuritios; - 

(/« croi'os of ruppe.'}.) 

Silver. 


roiiHtilutidn (as on IHI*7 
iiOMi I 

'iitni'o const ill! t ion ! ID*;*) 


iUM, 


(luvrriiiiiout of India 
i s<*c;uriti»*s. 


Stt‘rliiij' srciirilifs. 




• < 


no 


yi\ 

10 


‘J7 + .0:5 ((inld 
Stain lard Reserve)- 
f»0 


The foregoing table shows that the constitution of the new reserve should 
prestMit no dillicmlty providixd that gold could lx* readily obtained in exchange for 
sterling; an excess holding of 17 croivs of (i<f hoc Treasury bills can be cauc,elhMl 
at once, and the sale (d' the surplus silver will have to be spread (wer three yc'ars 
*ir so, so that the limit of 50 crores for the maximum holding of silver cannot 
cwme into force till after this period. 

Assuming an absorption of 21 crores of rupees before the liiiut td‘ 50 crores 
became effective, the reserve left with the (lovernment for the redemption of 
ru[)ees will (^xiisist (d‘ altout 21 e.rores <d’ sttu’ling plus the amount ivaliscd from 
the Side of the silver (‘ontent of 20 croivs of rupi't's, which at an average price of 
20(/. an ouiuje may be lakxai at 12 crores. 'I'lic reserve will thus amount to 42 
crores or 10 crores less than present (lold Standard Beserve and can be added 
to by crexliting to it [U’olits on coinage and (he interest on .sterling investments. 


Ai.tkknativf, I’ROroSAL. 


4. The foregoing scheme coutem})latos the rcU'ution of a separate r(*serve 
for the redemption of rupees. The uecassity for the sejiarate reserve arises from 
difficulties in combining the currency and (I'old Standard Kc'seiws in con.s(Mpience 
of the ini[M).ssibility of determining the precise amount of liability to be providi'd 
for in the combined reserve in respect <d’ rupees at pre.sent oubstanding with (he 
jmltlie and to be coinc'd iu the future. It has bi'cn suggested as an alternal ive that 
this liuhili(.y can roughly be assessi'd at 50 < roivs iu respect (d." rupc'es outstandiuf^ 
and 1 rupee for every 4 rupees to lx* coined in the future; cover woidd bi* provided 
to this extent iu the combined reserve, and the resiHmsibility for the maintenance 
(d‘ the e.xchange value of the rupee will then rest in all circumstances with the. 
Bank. 

(loLTi Standard. 


5. 'I'he details cd" a. scheme for a pure (lold Stiindard after its compicle 
introduction are as follows: ■ 


(A) Gold (X)in and hank notes should be unlimited legal tender and 
silver rujxees up to Rs. 50 only. 


A 1 


56696 



s 


UOYAL COMMrSSION ON INDIAN tnilKKNOy AND FINANCE: 


(li) IJovermiicjit slumlil be under a statutory obligation to give gold 
coin in uxeliange lor gold bullion at any time on payment ol a seignorage 
to iDver minting charges. 

(0) 'I’ho Imperial Hank should be under a Statutory obligatum to 
buy gold in the same way iis the Bank of England and at a pi’ice li,\cd on 
a similar liasis. 


(D) Bunk notes should be payable on demand in gold coin. 

(E) The constitution of the new reserve should be as follows: 

(i) (Jold holdings should ordinarily be not less tluin 30 per 
cent, of gross circulation, but may be reduced to 20. per cent, on 
[)ayment by Bank of a tax of (> per cent, on amount by which 
investeil portion exceeds 70 per cent. 

(ii) At least 20 per cent, of invested portion should be gold 
sci'uritics or trade bills drawn in India in sterling and having a 
currency of not more than three months. 

(iii) Uemaining investments should be (Jovcrnnicnt of' India 
securities up txi a maximum of 5)0 crores and internal trade bills 
or other self-liquidating securities. 

(I'’) The Bank should undertake to keep the India Office supplied with 
funds Ui meet the sterling cliarges of Government. 


0. 'I'lic rupee cannot be limited as legal tender as proposed unless an 
o|)portunity hi', lirst given of t;onvertiug the rupee holdings into gold. 

7. 'I’he scheme cannot be introduced at once owing to the impossibility of 
providing for the immediate umversion into gold of all silver coin that may be 
[iresented. The following stages have accordingly been suggested for the gradual 
iiitrodiiction of the scheme:— 

(i) A statutory obligation should be imposed on Government to sell 
to any person, who imdies a demand in that behalf at the Bombay Mint 
and pays the purchase price in any legal tender, gold bullion at a price 
cijuivalent to the par of exchange, but only in the form of bars containing 
a lixed minimum weight of line gold (say 400 ounces troy). A statutory 
obligation should also be imposed on Government to give, in exchange for 
gold bullion, notes or silvei- at a price equivalent to the par of exchange 
less a. small seignorage cliarge. 

(ii) A gold coin should be put into circulation aud olTered as freely 

as resources permit in exchange for notes and silver rupees at Currency 
offices, treasuries and branches of the Imperial Bank of India, without 
any delinite obligation to give gold coin for notes or silver rupees being 
inqwsed. • 

(iii) After a period lixed by statute (say five years) the liability to 
give gold win in exchange for notes or rupees and also for gold bullion on 
payment of a seignorage should be imposed. 

(iv) After a further period fixed by statute (say five years) the silver 
rupee should be made legal tender for' sums up to a small fixed amount 
only (say Ils. uO). 


S. I'o turn to the total demand for gold to introduce the scheme and its 
cost, assuming that 110 crores of rupees in all would be converted by the public 
in addition to 5)0 crores held by Government, it would be necessary to piwide 
gold or gold .seimiities of the value of about 200 crores. It is difficult to judge 
what price could be realised for silver sold; if an average of 24d. could be realised 
the recovery would be half the exchange value of the rupee on the assumption of 
an exchange rate of J.v. 6^/. 


I he gold iiltiin;itcly re(|iiired tor the reserve on the basis of a note circiila- 
lini) ot JS9-5 crores aniounts lo 5(J*9 crores, against vvliich is held at present 
29 / crores. Ihe Lolal gold required for introducing the scheme in all its stages 
wdl thus ainounl to 27 2 crores pins tlie gold required for cojivertiin** the 
no crores to be tendered hy tlie public, i.e., a total of 137-2 crorSj or 
GI03 mdhons. ’ 

The cM)st of the .scheme linally would represent the dilTerouce between the 
interest on the investments in the reserve as finally constituted and the interest 
now received fhis is estimated at 1 crorc. Duririg the transition period there 
would he a further charge on a.c.nnl ot (he currying on of metallic sWs owing 
to the gradual eonyersim, of surplus silver into gold and the interest on external 
credits winch would probably Jjavc to bo obtained to meet the sterling cl)arges 
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nF (jdvcrnmtMit wliilc the j'nltl rotHM’ves wci’o Itciiij^ huill up. It is 
tliat this extra charge would amount during tlie first live yeai's to alioiit 


«'stiiii:iled 
l;{ ernros 


a year. 


The points for consideration in connexion with this scheme are (i) the 
extra cost involved, (ii) th»^ |>ossil)ilily <»f getting the gold re«iuired and the cHVet 
of its withdrawal for the pnr|)os«' of Indian requirements, partienlarly the elTect 
U})on world gold prices, and (iii) the clTc«-t of llie scluMiie on the silver market and 
the possibility of realising a reasonable [irice for the surplus silver. 


AITENDIX :i. 

Memorandum giving the History of the Indian Currency system, submitted 
by Mr. A. C. MeWatters, C.I.E., I.C.S., Secretary to the Government oi 
of India, Finance Department. 


1. — liuliaii Currency Sxstciii iiii to l-il 

II.— Fn.in .isn:uo iuh; I 

II nijulc fnuii llUTi to l!I*20 T) II 

IV. — Kccoininendiilions of the Miijority Keport of the r»;ihin'^ton-SiniIh Ciirreiicy 

(■onimittee U) 

V. — Meiifturca liikon by tln^ (jovenimeiit of Indiu to carry out the rcfonnm inhilions 

of the CoiniiiitLcc ... 11 lt> 

VI. — Fxchan^foaml Monetiiry Policj* after the abainloniin^nt. of the alicnnpl. lo stahilizi 

the rupee at 17 IS 

VI 1. — Seatioual Currency ll> 

VIII. — The Imperial Bank of Imlia ... 21 

IX. — Special features of ivtJiml yisirn 2.') 27 


NnTK. — The object of this .Memorantlutn is lo ^ive in a .srlf-cuntaineil narnuive jni Jicconnl «>I 
Mie principjil facls relating lo Imliaii (hinvney and K.xeliange down lo the present time. KxiMlin.u 
piihlihln d m.»lt‘i'ial has lujcn freely utilised, and in [larticnlar Ihe Memoramliim ineorpor.iii s and 
brings up to date much of the iiiformation placed before the Babiiigloii-Smilh (.hiiTeiicy (.Vmimiltee 
by the late Sir liionel Abndiams. 

1. — Indian Cujiuencv System ui* td 

I! Before the 2()th June, IbUJ, India liml a silver standju'd, and the rate of 
e.xcliange between India and gold standard countries de})endcd on the price of 
silver. 'I'Jie money of the e.ountry consisted of silver rupees, subsidiary (.tuns, and 
currency notes (cncasliablo for rupees), against whii h a reserve was held, consisting 
mainly of rupees, but to some extent of Indian llovci'iimeiit .securith^s. 'i'lic 
rupee wa,s unlimited legal tender. The public was at lilierty to teinicr silvi*r 
bullion at the Mint to be coined into rupees; and this was the way iu which the 
rupee coinage was ai^tually replenished. 

2. Foi 20 years before 185)3 the general tendency of the rate of e.xehaiige 
was downwards. The average rate at which the Secretary of State for India 

.sold remittances on India in each year from 1873-74 to 185)2 5)3 is shown in 
Appendix I. 

3. Since India has large traiisfietions with gold standard countries, the 
variations in the rate of exchange with such countries, i.e., in the sterling value 
of the rupee, produced many (n-sadvantages. With eac.li fall in (he rate <»f 
exchange, the burden measured in rupees of the external ohligations of India 
payable in gold increased, while great uncertainty was introdtueil into the 
linanees of (lovernmeiit ami into foreign trade by the lluetuations of e.xcliange. 

II. — From 1893 to 1916. 

4. After many years of discussion the eorudusion was reached in 1H5)3. in 
ai^rdance with the reiximmendations of Lord Herschell’s (committee, that the 
disadvantages of the fluctuations of exchange ami more especially of its down 
ward tendency, were serious enough to render desirable a change in the Indian 
currency system. A new system, usually described as the Gold Exchange 
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Standard, was then establislied, whiiJi, as devcloiicd in aecordancc with 
('xporiciice gradually gained, linally stood as follows : — 

A. The right of the |>ul)lio to tender silver for coinage ceased to exist, 
the control of the aiiioiinl of new silver coinage being thus lelt to be 
exercised by the (Jovci'nnieiit. 

11. The rupee remained legal teiidei' without limit of amount. 

t). ITie Secretary of Stale for India, who had long been the largest 
Sillier of remitlances on India, undertook to sell bills of exchange on India 
witliout limit of ainctunt at Is. 41(/. per rupee as a maximum rate, llo also 
maintained, though without formal notiiicalion, the practice of not selling 
below Is. per rupee. 

D. The llritish sovereign and half-sovereign were made legal tender 
for 15 and 7.1 rupees, respei'tively, the rate thus establisbcci lieing the 
(^piivalent of 4r/. ]>er rupee. I he (Jitvernment undertook to issue rujiccs 
to the public in exchange for sovereigns and half-sovereigns at tlie same 
ra.te. They also issued sovereigns ainl half sovereigns to the juiblic to a 
limited extent, but undertook no obligation to give them in exchange for 
nole.s or rupees. 

E. Ordinarily there was a steady demand for the romittance.s on 
India (commoidy known as ('ouncil Drafl.s) sold by the Secretary (d Stati! 
as nu'utioned in 0 above. This demand caiiu; mainly from the Exchange 
Maiiks and was due to the faiT that, India’s exports Ijeing in most years 
more valuable than her imysirls. <aitward remittances are ordinarily more 
in request tlian homeward, and the dra fts olTercd by the Secretary of Stale 
were the cli ie f niea ns by wbi< li the Hanks eouhl obtain the 1 iidian ( hirrency 
neederl for meeting the outward demand in full. But occasionally, owing 
to temporary variations in the eiirronts of trade, there was a greater 
(Icmaud for homeward than for outward remittames. This might have 
cjiuscd the rate of e.xcliange to fall for the time considerably below the 
iniiiinmm rate of Is. ]:ku‘ rupee mentioned in C. On the few occasions 
ill! which such a demand arose, the Secretary of Stale met it by selling 
homeward remittances (commonly known as Beverse Drafts) at a fixed 
rate slightly Ih*Iow the minimum just mentioned. 

This bare statement of essentials .shows that the Secretary of State- made 
anangcineids which, so long as their continuance was not prevented hy external 
ditliculties, had tlie effect («•) of keeping India, siq^pliod with Indian currency to 
the full extent «)f the ctlVcIive demand as exjiressed hy the- tender of .sterling for 
the ])ur(hase of rupees, (h) of maintaining the rale of exchange in the neighbour 
hood of l.f. 4^. tlie rupee, the extent of possible variation being limited by the 
ma-\itmim price for (kmneil Drafts mentioned in (' and the fixed price for lleversc 
Drafts mentioned at the end of E. These variations ctirresjHuidod to the 
dilTerences which in normal times con.stantly occur lietwccn actual exchange ratc.s 
and the theoretical par of exchange in transactions lietween countries of which 
both are on a gold .standard vvitli free import and export of gold in both directions. 

.Vjipendix T1 contains statistics which throw light on the working of the 
system from 189H-J)n to l!)15-lt), the period in which it may he considered to have 
lieon fully operative. 

111. — Diiangks made from 1910 to 1920. 

5. It is obvious that the maintenance of the system described in Section II 
depended, at, times when there wsus strong demaiul for outward rcmittaiiee, on 
the existence of the two following (^mditiuns : - 

.1. That the (lovernment of India should have at their command 
adequate supplies of Indian currency, the amount required being, of 
course, proportionate to the intensity of the public demand. [(In the 
absence of .suc.li supplies tlie Secretary of State could not maintain his offer 
(see 4 D above) to sell Bills of Exchange on India without limit of amount. ) 

n That the price of silver should not lie higher than that which 
corrosponds to a. bullion value of l.f. 4cf. for the rupee. 

(5. The cireumstauoe-s of 1916-17 and subsequent years were inimical to the 
realisation of ( -ondition A. Condition B did not exist. Further particulars 
regarding the jiositiou as affecting these two conditions are as follows : — 

(A) In the years mentioned, an important restriction (see para- 
graph 7 (») Ixilow) was in force to limit the public demand for Indian 
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curivDcy. Meverlheless, as is sliowii in Appomlix III, tiu; absorpLum by 
the public ol the three I’oruis oi' lull legal teiuier Lurrriuy was except imially 
large, in eousc<iueiiee ol the unusually large excess t)l‘ exi)i)rts over imports 
leniliug to a large dispersal ol inouey up country aiul the heavy disbiirse- 
inciits by the Government ol India on beliall ol the Imperial Government 
lor the expenses ol the Mesopotamian and other expeditionary lorctis 
based on India and lor other military purposes. .\t tlie .same time, tlie 
Government ol India were, in one important respect, viz., thnnigli 
the reduction ol the imports ol gold, duo partly to restrictions 
iin()Osed by the British and y\inerican authorities, in a specially 
unlavourable ])ositiou lor meeting the large demand lor curi’ency 
in 1910-17 and the subsequent years. Consequently, atlditions to 
the legal tender currency had to be made in the loriii ol i iipees and notes. 
The issue ol rupees was limited Ijy the dilliculty ol obtaining silver. ’I’he 
issue ol notes was limited by the laet that, so lar as maile against s*H iirities 
in the absence ol sullicient supplies ol gold and silver, it involved the risk 
of inconvertibility. 

(B) Owing to large purchases ol silver by the Government ol 1 ndia ami 
other Governments, to the decrease; in tlie world production ol' silver, ami 
from 20th March, 1919, when the dollar sterling exchange was unpegged 
to the depreciation ol sterling, the price ol silver iHitwiien .\ugust, 1917, 
and December, 192U, was such that the bullion value ol the rupee e.vcecdcd 
Is. 4rf. {vide Appendix IV). 

7. Ill these circumstances it was not practicable to maintain the system 
described in Section 11. The measures taken to modily the system and to meet 
certain special dilliculties and requirements are summarised below : • 

(a) Control oj excdmmje. — h'roin December, the Council dralts 

.sold by the Secretary ol S(al.e were limited to a lixed weekly amount. From 
.lanuary, 1917, Council dralts were sold at lixed rates, the rate for imme 
diate telegraphic transfers lieing Is. until August, 1917, and thereafter 
representing prices for the rupee corresponding approximately to its bullion 
value at the prevailing ])riu; ol silver. From Septembm’, 1919, Council 
dralts were .sold by open competitive lender .subject to a minimum rati;. 
The lixed and minimum rates lor the various periods are given below 


Period. 

3rd January to 27th August, 1917 ... 

2.Sth August, 1917, to 11th April, 1918 
12tli April, 1918, to 12th May, 1919 ... 
I3th May to 11th August, 1919 
12th August to 14th September, 1919 ... 
15th September to 21st .November. 1919 
22nd November to 11th December, 1919 
From 12th Det«;mber, 1919 


I milled ill In 
'J'rlvijrnphii' 
I'ririi.'ijenf. 
i>. d. 

i '.I 
. 1 .■) 

. 1 <• 

. 1 8 

. 1 10 

. 2 0 

. 2 2 

. 2 4 


{!)) The limitation of the amount of Council «lralls at a time when 
the demand for remittamxj to India was exceptionally .strong and no 
adequate alternative method ol remittance was available led to a 
divergence between the market rate of excliange and the rate at which 
the drafts were sold. The remittance available was insullicient to finance 
the whole of the Indian export trade, and it was essential that the exports 
required for war purposes should not be inqieded. It was found 
necessary, therefore, to introduce I'crtain measures of control. From 
3rd January, 1917, the sale of Council dralts was confined to Hanks and 
linns on the “ Ajiproved List,’" which included the chief Exchange; Hanks 
and a few large purclnusers of drafts. A little laU;r these banks and linns 
were required to do business with third parties at prescribed rates and 
to apply their resources primarily to financing the export of articles 
of irnportfuico to the Allies lor the puiqKisi; ol carrying on Lhi; war, a. 
list of which was drawn up by the Secretary of Slate. Further, in order 
to encourage the Fixchange Banks to buy export bills in excess of th(;ir 
purchases of exchange in the other diretfion, the Secretary of State 
insured them against th<; risk of a ri.si; in exchange, by undertaking to 
sell to them within a year after the war exchange up to the amount of 
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tlioir overbuying jit tlie rate at wliieli their excess pnrelifujes lia<l bixsii 
mad(‘. After tJie conclusion ol‘ the armistice the necessity for reserving 
linance for particular ex^xirts ceased. I’he overbuying guarantee was 
in due course terminated, and the list of articles to which priority of 
export finance was given was abolished. 

(<;) Parchu-xe oj silner. Speiual measures were also taken to increase 
the supply of currency. In febriiary, 1910, the necos-sity for rupee 
coinage on a large scale Ixicaine apparent, and. the SeiTetary of State 
iHigan to purchase silver. In 1915-10 and subsequent years he Ixmght in 
the market the amounts .shown below. To fiu;ilitate his operations, by 
e.vcludiug from the market Indian buyers who would otherwise have 
iHiught for noii-toinage pur|X)ses. the imjmrt of silver into India on private 
account except under license was prohibited on the 11th July, 1917. This 
measure, however, removed only a few of the smaller oompt'titors for 
the worlds diminished .supply of silver, ami the world demand remained 
.so heavy that it was impossible to ssitisfy India's demand without tap[)ing 
sourc(!s of supply outside tin; ordinary market. The Government of the 
United States of America., therefore, were appnxicbeil on the subject of 
releasing a. portion of the. silver dollars held in their reserve, and on the 
2Jnl .\pril, 1918, the Uidted States Congress })assed the Pittman Act, 
which authorised the .sale to other Governments of silver not exceeding 
J50.t)00,tKK) silver dollars from the holding in tlie dollar reserve. Of 
this amount the Governinmit of India acquired 200,()t)t),000 line ounces at 
101^ cents per line ounce. The folhuving table shows the amount of 
silver purchased by the Secretary of State; — 

Vrovn the United 
Slates Dollar lie 

In open market srrre {equivahnil in 

{stanriard ounces). standard ounces). 

(915 I (i 8,«3«,0()0 

I Old 17 124,595,000 

1917-18 70,923,000 

1918 19 106,410,000 152.518,000 

1919 20 52,200,000 60.800.000 

{d) Measures jor consercalion and econoinif oj sHrer . — Th(*se s[)ccial 
measures for obtaining silver were supplemented by endeavours to 
protect the currency against depletion by exjKirt or melting. l’'rom the 
2f>th .Iiine, 1917, the use of silver or gold (»in for othei’ than curreniy 
pui’|x)S(^s was mmlc illegal, and from the 3rd September, 1917, the export 
of silver coin and bullion from India was prohibited exce])t under license. 
Ste])s were also taken to ei-onomise .silver by the issue of Hs. 2^ aud lie. I 
notes, and by^ extending the use of nickel for <^oin of .small denominations. 

(e) Acquisition and use of yold.—{i) In order to enable all imported 
gohl to Ik; made available for money purp«).ses, an Ordinance was issued 
on the 29th .lunc, 1917, requiring all gold inqjorled into India to be sold 
hi Government at a prii;e wbicli, being ba.sed on the sterling oxehauge 
value of the rupee, took no account of the premium on gold as etunpared 
with .sterling. The gold so obtained was placed in the Paper Currency 
lieserve as a backing against the issue of additional notes. 

{ii) The issue i>f sovereigns had been sUipjxjd shortly after the 
outbreak of war. To supplement the supply of silver currency, sovereigns 
to the amount of about £5,000,000 were isvsued at the beginning of 1917 
aiul sovereigns and gold niohurs amounting to nearly .£6,000,000 were 
is.sued early in 1918. Arrangements were als<.> made for minting gold 
moburs and siwereigns in llombay early in 1918, but when the supply of 
silver enabled the full demand for metallic currency to be met by rupees, 
the ix>inage of gold was discontinued after 2,110,000 gold mohurs and 
1,295,000 sovereigns had been coined. 

(m) During the war the amount of gold which could be obtained 
by India, waa limited by the restrictions on its export from belligerent 
lountries. The removal of the embargo on the export of gold by the 
United States Government on the 9th June, 1919, and the freeing of the 
market for South African aud Australian gold enabled India to obtain 
a larger supply. From the 18th July, 1919, immediate telegraphic 
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trausjfersi on India wore offored against dciwsit at the Ottawa Mint of 
gold coin or bullion ut a rate u>rrcs|xinding lo the prevailing exchange 
rate. Very little gold was obtainc<l I’roin this source, and the arrangement 
was terminated on the loth fcJcptember, 1911). From the 22nd August, 
1919, a limited aiuount of immediate telegrapliie transfers on India were 
oll'ered weekly for sale by e-ompetitive tender in New \'(>rk, the proceeds 
of the sales being remitted te India in gold. I'owards the (MkI of OctolxT 
the demand for these transfers fell olT and the sales wi'rc di.scontinued. 
Arrangements were also made for the direct purchase of gold in Ixmdon. 
the United States and Australia. Finally, on the loth September, 1919, 
the rate paid by the (lovernment of India for the aiipiisition of gold 
brought into India on private Jieeount was lived s*ji as to include the 
premium on gold over sterling as measured by the dollar sterling exchange, 
and was varie-d fr«)m time to time approxitnately in accordatict* with the 
11uctuatk)ns of this exchange. The efiect of the change in the basis of 
the {icvpiisitioii rate w'as to re-establish an elective gold ))oint, and to 
facilitate the im|X)rt of gold in payment for e\|M)rts as an alternative to 
the lairehase of Council drafts. In order to make a jM)rtion of the gold 
so obtained available for the use «)f the ])ublie, fortnightly ssdes of gr»hl 
were held by Government between September, 1919, and Sepl<‘mber. 1920. 
'Pile total quantity of gold sold wms 8.000.454 ounces fitie. 

if) liirmise in tiui Note Issue. -The diflicnlties of obtaining suMieienl. 
quantities of the precious metals for coinage pnr])nses. and as backing 
for the issue (d‘ additional notes, made it necessary ti> increase the iidnciarv 
|x>rtion of tin* note issue. I’rior to the war the invc'sted portion of tlie 
1’a.per Currency Heserve was limited by law to It evores of rupees, 
lletwoen Xoveml>er, ltll5 and December, lOlt), the legal limit of the 
invested portion of the Reserve w'as increased to 120 evoros. During this 
])eri(>d the gross cirenlatiou of notes inereasi‘d nearly threefold, while the 
percentage of metallic backing dt'ereased by niv-irlv om* half (eiifr 
ApiHMidix V). 'I'he folhaving table shows tiu' growth of the eirctdal.ion 
and the changes in the composition of tlie IlestM've; 

(/,(// //.V Ilf' ru/ur.'i.) 
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The encouragement of the use of notes by the provision of ample 
fsualities for their encaslmient had been «)ne of tluj nto.st, prominent, 
features of the eurreiicy policy of the Gowjrnnu'ut of India in the yeai's 
preticding the outbreak of the war, and this jmlicy was continued as long 
its tlie supply of rupees was adequate. From i91(>. owing to cati.s('s already 
indicated, the absorption of riqiees was abnornudly large, and the 
uewssity for txm.serviug tlieir reduced sUK’k of nqxM’s forci'd nii tlu' 
Goverumeut a reversal of llieiv previous |M>lii!y. Facilities ft)r the eiu-asb- 
meut of notes at district treasuries were in a. large degree witlnlrawn. 
'rite conveyance of specie by rail and river steamer was prohibited, and 
an embargo was placed on its transmission by [x)sl.‘ loafer, in .lannarv, 
1919, owing to tlie practical ailministrative difficiiltics of dealing in full 
with the demands for encashment at the (hirreney ofliees during the. 
busy seiison, the daily issues of rujxvs to single temlerers of notes were 
limited to a figure which nuule it practicable to satisfy large demands 


The reatrictious on tho nioveiinMit of mililwen- leinovfMl in Seplenihor. I'.tl'.l. 
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in part and small demands as a rule in full. The result of these restrictions 
wius the sill »sti tut ion (o a lar^e extent of notes for nipces as the (’ominon 
ei/riilating medium. 

R. liabiny ton- Smith Currency ('ommiUee- -On the liOth May, 1919, a 
('ommittee presided over by Sir Henry Babington Smith was appointed by the 
Seeretary of Stiite to advise in' regard to the future of Indian Curreney and 
Exchange. The terms of reference were as follows; — 

“ 1’o examine the olTect of the war on the Indian cxcha,nge and 
curreney system and practice, and u|X)n the position of the Indian note- 
i.ssue, ami lo wnsider whether, in the light of this experience and of 
])o.ssil)le future variations in the price of silver, modifications of system 
or jiriactice may he required; to make rei'oinmendatinns as to siujh modifica- 
tions, and generally as to the policy that should lie pursued with a view to 
meeting the requirements of trade, to maintaining a satisfactory monetary 
c.irnilation, and to ensuring a stable gold exchange standard.” 

9. The main facts of the position when the Babington -Smith (Committee 
reported were a,s follows; (Council Drafts were hi'ing sold by competitive tender, 
suliject b) a minimum rate, at the time 2s. sterling, the amount being fixed 
weekly by the Secretary of State. It had been announced that reverse immediate 
ti'legraphio tramsfer.q would be .sold at the rate of ‘2s. if the demand for 
them should arise. All gold im]K)rtod into India, had to be sold to Government 
at a prescribed price. The rate fixed contained an allowance to cover the premium 
on gold over sterling. With a free market for gold this import acquisition rate, 
which was varied from time to time in accordance with the mov(*ment of the 
dollar-.sterUng exchange, fixed an upper gold point which tended to prevent the 
rate bid for ('‘■ouncil Drafts from rising above the minimum rate by much more 
than the cost of shi]iping gold, except possibly for short periods when the demand 
for remittance was urgent. The rate in force for the sale of Ileverse Councils 
fixed a limit to the fall of exchange so long as the means for meeting them were 
available. 

The sovereign was .still legal tender in India for T?s. I.*) and the Government 
Ava..s under an obligation to pay Iks. 15 for sovereigns presented for encashment. 
.\s, however, the bazaar price of gold was considerably a.bovo this parity, 
sovereigns bad disappeared from circulation and were not being issued by 
Government. The import and export of silver had been yirohibited, and its price 
was at a level which yircvented purchases by the Secretary of Stale for coinage 
except at a loss The restrictions on (he ent ashment of notes referred to in 
paragrayih 7 (f) were still in force. 

IV Kecommenuations of the Majority Becort ok the B.AniNOTON'SMiTii 

(yURKENCV (klMMITTKE. 

10. 'I'lic principal recomnumdations contained in the Majority lleport of the 
Baliiiigton Smith Currency Committee were as follows ; - 

(«) That the ruyiee, unchanged in weight and fineness, should remain 
unlimited legal tender; 

(ft) That the rufice .should have a fixetl exchange value and that this 
exchange value .should be expressed in terms of gold at the rate of one rupee 
for 11 30016 grains of fine gold, i.e., one-tenth of the gold contents^ of the 
.sovereign ; 

(c) 1'hat the sovereign firevioiisly rated by law at rupees 15 should he 
made legal tender in India at the revised ratio of rupees ten to one 
sovereign ; 

(d) That the import and export of gold into and from India, should be 
freed from Government cont?-ol as .soon as th(‘ change in the statutory ratio 
had been affected, and that a Gold Mint at Bombay .should lie opened 
for (he coinage into sovereigns of gold tendered by the public; 

(f) That the notification of Government uhdertaKing to give rupees 
for sovereigns should be withdrawn ; 

(/) That the yirohibition of the private import and export of silver 
should be removed and that the imjiort duty on silver should be repealed 
unless the fi.scal position demanded its retention; 
f (</) That the constitution and location of the paper curreney reserve 

should lie as follows : - 

(i) The fiduciary portion should not exceed 60 per cent, of the 
gross circulation ; 
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(ii) Tho holding of securities issued by tbe (jovcrunicnt of India 

should not exceed 20 crores ; . 

(iii) The reniaiiuler of the fiduciary portion of the reserve 
should consist of securities of otlier (lovernineiits within the llritish 
Empire redeemable at a. fixed date, of which all except 10 (-rores 
should be short-dated securities maturing within one year ; 

(iv) The permissive maximum of 120 crores of secairities then 
existing should be retitined for a limited ]X‘rif>d ; 

(v) The metallic portioti of the re.serve should be held in India 
except for transitory pur])oses; and 

(vi) With a view to meeting tlie seasotial di'inand for additional 
furrenoy it sliould he possible to issue h t rores of’ notes over and above 
the normal fiduciary issue as loans to the I’lvsiilom y Uaid<s on the 
security of export bills ; 

and (h) That tbe Gold Standard Eeserve should contain a considerable 
])roportion of gold and the. aim .should l)e to bold the remainder of tlu* 
reserve in se<‘urities issued by Governments within tlie llritish Empire 
(other than the Government of India) matJiring within t welve months. A 
portion of the gold held in the reserve, not exeeeiling one-half, should he 
held in India. 

The recommendation to fi.\ the exchange value of the rupee at 2x. gold was 
qualified by the following remarks : — 

“ If, contrary to expectathm, a great and rapid fall in world prices 
were to take ]>lace, ami if the. costs of proihn tion in India fail to ;id just 
them.selves with equal rapidity to the lower level prices, then it might 
he neee,ssary to consider tlie problem afresh ” 


V. Mk.vsvkes taken nv the Government oe Iniua to (’arrv out tiir 

UF.COMMRNnATIONS OE THE COMMITTEE. 

11. The recommendations of the Majority Report were areepicd by the 
Secretary of Slate as expressing the goal towards which Imlian administration 
.should be directed and stejis were promptly taken to reach this goal. The 
following is a brief summary of the. measures taken : 

12. Control of ej'cliaiige. — In danuary, 1921). tlie (low' of remittance had 
changed its direction, the demand for (’onncil drafts had ceased, and a strong 
demand for Reverse drafts liad started. During January the drafts had Imhui sold 
at a rate based on the rate of 2i'. 4/f. wliieli hail been fixed for tlie .sale of Council 
drafts, but in aceordanee with the (kimmittee’s reeoiiimendations the, rate, from the 
5th Eebruary was founded on llie ratio of Rs. It) to tlu* .sovereign, allowaiu e lK*iug 
made for the depreriatiou of .sterling on the basis of the latest current rale for the 
dollar-sterling exchange. J'he rate for immediate (clegiajdiic transfers was fixed 
at 2,s. 8{fu/. on the filli Fehruary and was raised to 2s. lOiruf. on the 12th Eebruary, 
but thereafter the rate decreased as sterling apjircciated. 'Phe stimulus to reiiiil, 
tance afforded by the high rates offercil, wbieb Avere lliroiigbout. on a higher level 
than the rate for bank remittances, led to tenders largely in exce.ss of the amoniits 
offered. Ily the end of June the hnlame of t rade had iH'gnii to turn against 1 ndia, 
with the result that tJie market rates of exchange had mil merely di'parted from 
the parity of gold but had fallen below' the jiarity of 2.s. Consequently, at the 
sale of the 24th ifunc and subsequent .sales tlie rate adopted for immediate tele 
gra[)hic transfers was Is. llilV/., this representing the rate. Avhich would 
ultimately hold when slx!rling returned to parity with gold. Ajiplicatioiis st ill 
continued to he enormously in excess of the ainnunts offered, since the ever im reas 
ing balance of trade against India led to progressive reduction of tlic market 
rate for remittances. At the end of Septomber .sales of Revcr.se drafts siiKX* thi^ 
beginning of the year had totalled t‘55,3R2.000 and the note circiilatinn between 
the 1st February and the 15th Fiepteniher had been reduced from Rs. 1'^:') crores 
to'Rs, 158 crores. But even this substantial withdrawal of currency proved 
ineffective to maintain exchange in view of the abnormal activity in the imports 
of foreign goods and the absence of any support from cxpoi-ts. The Government 
of India, therefore, decided after the sale of the 28th Repternher, 1920. to withdraw 
their offer of sterling drafts on I^ondon. Ririee that date no attempt has been 
made by Government to prevent exeliange falling by the sale of Rever.se drafts. 

13. Change in the, legal tender valve of the sovereign, fi) The internal ratio 
of one sovereign for Rs. lO’could not lx? effectively introduced so long as gold bullion 
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in India continued to command the high ])rcmium over the price indicated by the 
ratio recoi.imeiidcd by tiic CVnnmittee. With the object of reducing this premium 
on gold it was afinoiincisl in I'Vhriiarv, 1920. that during the ensuing six months 
a minimum of 15 million tolas of fine gold would lie sold, but this original 
programme was extended by further sales ia August and September. 

(ii) liy Ordinance No. TIT of 2tat June, 1020. sovereigns and half sovereigns 
oea^d to be legal tender in payment or on account, but provision was made for 
their acteptance by Clover nment at the ratio of "Rs. 15 during a moratorium of 
21 days, on tlie expiry of which the restrictions on imports of British gold coin 
were also withdrawn. The sovereigns and half sovereigns tendered at the currency 
offices and treasuries in the 21 days during which the moratorium continued 
amounted to about £2|r millions. 

(iii) Finally, the Currency Committee’s recommendation that the sovereign 
should be made legal tender in India at Rs. 10. instead of Rs. 15, was given effect 
to hy the Indian Coinage (Amendment) Act, No. XXXVT of 1020. which receiveil 
the assent of the Governor Coneral on the 9th September, 1920. This Act restored 
the legal tender character of the sovereign and half sovereign which had been 
susyionded hy Ordinance No. TIT of the 21st June. 1920. The rate fixed by the new 
Act was Rs. 10 to the sovereign, and instructions wore accordingly issued to 
treasuries and currency offices that sovereigns and half sovereigns if presented 
should lie received at the rate of Rs. 10 and Rs. 5 respectively, l>nt that they should 
not 1 m' issued. .\s the market price of the sovereign has been continuously above 
Rs. 10. it has never functioned as currency at the new ratio. It was therefore 
unnecessary to oj»en a gold mint in Bombay. 

14. Abolition of War-time Restrictions. — In February, 1920, the 
prohibition on the import of silver was removed and the import duty of 4 annas 
per ounce was abolished. The notifications under the Defence »)f India Act, which 
prohibited the use of gold and silver coin otherwisr; than as currency, or dealing 
therein at a premium, were also cancelled. The fall in the price of .silver and the 
return of silver coin from circulation which commeiuod in May, 1920, rendered 
liossible the removal of the remaining war-time restrictions on the movements of 
precious metals. On the 18th June, 1920. the restrictions imposed on the transit 
of silver by rail and boat in India were removed, and on the 20tb July the 
prohibition on the export of silver bullion and coin from British India was 
cancelled. On the 21st June the restrictions on the imjiort of gold bullion and 
foreign coin were removed. Further, on the 25tb June the restrictions (which had 
only been partial) on the use of silver for making payments on Ijehalf of 
Government were withdrawn and 'rreasury OHicers were instructed that payments 
on behalf of Government should in future be made in the form of currency which 
the payee? desired. At the same time, a step was taken in the direction of renewing 
the extra legal facilities which had previously been granted of giving silver at 
treasuries in exchange for notes. The instructions to Treasury Offieers were that 
they sliould, .so far as their resources permitted, give silver in exehange for small 
value notes if presented in reasonably small quantities, and also where special 
arrangements had licen made with branches of the Presidency Banks to carry on 
exchange transactions with the public, those facilities, where they had lapsed 
during the war, should be again restored. So far, therefore, as silver is concerned, 
the recommendations of the Cnrremw Coininittee were fully given effect to before 
the end of 1 920. 

15 Reconstitution of the Pa'per Currency Reserve.- —In March, 1920, in view 
of the large sales of Reverse councils which the Secretary of State was unable lo 
meet entirely from his treasury balaiues, he was conijiclled to begin selling out the 
sterling securities in the Paper Currency Res(?rve. In the absence of special 
legislation permitting increased investments in Indian securities, it would have 
hoim necessary to cam^el notes to the full rupee equivalent of the sterling securities 
sold. As such action would have caused a severe monetary crisis in India, 
temporary legislation was ])assed in March, 1920, continuing the then existing 
figure of Rs. 120 crores as the limit of permissible investment, hut abolishing the 
restrictions as to the locale of the investments and their sterling or rupee character. 
This Act (No. XXT of 1920) remained in. force up to the Ist October, 1920, when 
it was replaced by the Indian Paper Currency Amendment Act (No. XLV of 1920), 
which practically gave effect to the reeximmendations of the Currency Committee 
regarding the eventual statutory constitution of the Paper Currency Reserve, 
while providing for a temporary transitional period of adjustment. The Act 
provided in the first place tor the issue of currency notes against sovereigns and 
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halt-soveroigns at the new rate ot‘ l?s. 10 ]um’ sovereign and against golil Imllion 
at the corresponding rate of one rn|K‘e for ll llOOKi grains tro\ of liiu* gold, in 
the second place it laid down the permanent cons! iint ion »!' tlie Reserve as 
follows 

(a) The Metallie Reserve, eonsisling of the total ainonnl represented 
hy the sovereigns, half-sovereigns, rupees, silver half rnp('es. and gold and 
silver hullinn for the tiine being held <in that aeeonnl by tht' Seengarv of 
State for India in (.’oniieil and by tlie (loveinor (leneral in Coiineil, 
provided that the gold coin and bnllion held by (he .S'crelary <d' State i’l 
the metallic re.serve .shall not excecvl Rs o crores in value 

{f)) The Securities Reserve, consist ing id' the securities for the time 
Iteing held on that account by the Secretary of State for India in Council 
and the (Jovernor-t leneral in Coniicil; provided that 

(i) the securities held by the Sc- rel.ary of State .shall imt be of 
longer maturitv than one year from the date* of pmcha.se. and 

(ii) tlie securities held on belitilf of the (lovernor-General in 
Council shall be securities of tbe ( jovcrivmeid of India and shall not 
exceed in amount Rs. 2t> crores. Not more flian Rs. 12 crores of this 
amount nia.y he in .securities created hy the (lovernment of India iind 
issued (o the Controller of the Currency. 


Further, the Act prohibited the issue of currency notes if smh issue would 
have the elTeet of raising the amount of notes in circulation to more than twice 
the amouid of the metallie reservvv This statutory constitution of tlu' l’a[x;r 
Currency Reserve was to Ik* Imniglit into force on a day appointed hv I la* (lovernnr 
General in (Vmneil as .seton as conveniently may he :if(er the relation of the amount 
of the cn nericy notes in eircniation to the ;imonn* of the Reseive had In't'ii hnmght 
int(. conformity with the provisions alcove mil lined and Ihe melallie res(>rve was 
nut less than 50 per vent, id' (he currency niites in circniaf ion. During the 
intermediate period the Act provided fora temporary consliinfion of the Reserve 
undei which the .securities of the (jovcnimenl. id' India lu'ld in the Reserve was 
limited to Rs. H5 crores, and so long as the “ ereateil seeurilies " exv'oed Rs. 12 
crores, all intcrcsl <lerived from the sev nrif ies in llit* Itc.serve was with elTccl, from 
the l.sf. ,\pi il, T921. to lie applied in rednetion of such exce.ss licldings. 1’his latter 
provision has. however, been suspended during th'* last (Iiree yi'ars hy sanction of 
the T.egislatiire in the annual Finance Rills, and such interest has been taken to 
revernie. Similarly when the hoI(ling.s in the Gold Standard Reserve exceeded 
640 millions in 1921 22. and 1922-2t{, IIk* excess was taken in dednciion of the 
created sv'eiiritics in the Paper Currency Res«*rvc. but in later years tins also has 
been taken to revenue. 


Further, the Act gave power to the Governor-General in Council to issue 
currency notes up tx) Its. 5 crores in value against. Bills of Exchange m.itnring 
within 90 days from their date of issue and under .such conditions as the Governor 
General in Council may under general or special order preserihe. 

As a result of the passing of the Act. the gold and the sterling seonritios 
held in the Pa{)er Currency Reserve were revalued on the 1st Dclolier at tlie new 
rate of R.s. 10 per sovereign, or Rs. 1 for 11 80010 grains of line gold. The 
delieieney in the Reserve residtiiig from the revabiation was made u|) by 18 
months’ Treasury Bills of the Government of India issued to the Resei-ve. 

16. Constitution of the Goid Hlnnditi'ii Rrserre. With the abandonment 
of any attempt to stabilise the rupee, and in view of (he existence of a wide 
ra.ngo Of British Government securities with a free market maturing within 10 
years, it was decided in July, 1928, that while the Gold Standard Ite.KTVi- 
aggregated £40 million, £30 million should be held in soeiirities not exceeding 
two years’ maturity and the balance of £10 million should he invested in 
.seeuritie.s whose eurroiie.y did not ex«*ecd 10 years. Later in order to suit the 
requirements of the moment and the probable eounse of markets, it wa.s decided 
that of the total reserve aggregating £40 million, €20 million slimihl be in 
. securities not exceeding 2 years’ maturity (largely 8 montlis' IVea.snry Rills) and 
£20 million in securities of longer date not exceeding 10 years, subject to tin* 
condition that of these latter, £10 million shall not. (*xceed 5 years’ maturity 
The average interest yield on the Gold Stnmiard Reserve investments during 
1923-24 and 1924-25 was between 3 and 3.J [)er cent. 
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VI — Exciiance and .Monetary Policy after the Abandonment of the 
At’I'kmi't to Stabilise the IIucke at 2s. 

17. For tlie lifst two yoar.s, aflor the failure of tlu: alLenipt txj stabilise 
the o.vcliaiigo at "Js. jjolil, the lioveriuiiciit hail ])Cj fora! to be eoiiteiit with taking 
.such actioir as was williiii tlieir iX)wer U) pievent e.vcliaiige from falling below 
(!veii Is. ‘h/. sterling. The nceessity lor iinaiieing considerable liiidgel deiieits 
and a large programme of new caiiital c.vpenditiire, (.'eiitral and l‘rovincial, 
had. as was inevitable, some iullationary elfcet on currency and credit. With 
world i»rices of cnmniodilies in terms cd' gold falling rapidly, and sterling prices 
even more rapidly o\\ iiig to (he steps taken in Kngland to bring sterling gradually 
towards parity with gold, the sterling value of the rupee was naturally driven 
downwiirds in the tihseiice of any ( iirres|)onding action to bring alxait a Fall in 
rupee prices. .Ml tlmt the liovernmeiit were able to do during this period was 
to prevent :i rise in Indian prices which would have bceu caused by any further 
inllation of the ciirreiicv, and to begin contracting the currency to an extent 
snllicieiit to bring back evclumge towards l.v. 4(7. sterling, llefercneo is invited 
here U) Appendix 111 which gives the absorption of different forms of currenc.y 
by the puldic. in difforeiil years. During the years now under consideration gold 
coin may be omitted, since gold did not function as curreney. and it may be 
as.snmod that llie gold coin shown as ahsorhod (which is mainly the net import into 
India) has hi-cn melted, or used as ornaments, or placed in hoards. Omitting 
gold from consideration, the net eoidraetion of the curreney in the year 1920-21 
w;is SJ erores oS l:ikhs. I’his eontraetion was in fael- insiidieient to ohcck tbe 
downward fall <d' the ruj)ee. whieh fell a.s low a.s l.v. (riilc .Apitendix No. VI). 
'I'he eoidraetion of the curreney was continued in 1921-22 and 1922-23 by tbe 
transfer of sterling seeurit’cs held in London to tbe Secretary of State’s cash 
balance and by the dischanre of Indian Treasury lUlls held in the lieserve. The 
net ooiitraetiim made in lliese (wo years as shown in Appendix ITT was 1.11 
lakhs and fi.Ob lakhs re.'-’pectively. Two erores of seasonal currency were added 
and withdrawn during this jieriiMl. Similar issues and withdrawals of seasonal 
curremy were made in tlie following years and are si'parately dealt wdlh in a 
later port.ion of tliis memorandum, since they do not iTprcscnt permanent 
additions to the curreney. 

ly. Since dannaiy, l‘.)2;{. by whieh time the lale of Ev. 4(7. sterling was 
praelieally restored, exchange ha.s been on the whole moving upwards. I’artly 
owing to (he cessation of the downward movement of world pi'ices in 1923 
and 1924, hut mainly owing to their eonlrol of the local liiiaiieial situation, the 
(jovornment of India, were able (with the help of good moiiMnnis) to take action 
of a kind wliich liad the natural result of improving the e.'cehaiige value of the 
rupee. Perhaps it would he truer to say tliat, owing to their success iii halaiieiug 
their Jhidget and in raising loans in the market sullieient both to meet their 
capital c\[»cnditnre and to pay ol! jmulienlly all tlicir lloatiiig debt, the Govern 
meiit Jiave been able to avoid any action temling in the dinvlion of expansion 
of curreney and credit, e.xeept to a limited cNterit w ith the ohjeet of preventing 
undue stringency in the iiioney market, ft was with (he latter objoi-t (bat a net 
addition id" (i.lo lakhs was made to the ciirrency in 1923-24, by iniTcasiiig the 
sterling investments in the Pajx'r (.hirroney llesv'rve, (he net addition to the 
eurrenev in that year, as shown in Appendix 111, being 15, .'jS lakhs. 

Exebange reached the level cf l.v (it/, steiling in OetolxT, 1924, at which 
time it was eipiivalent apjiroximately txi l.v. 4i/. gold. The action taken by the 
Government, of India, since that time has prevented the rise of tlie ni[K;e above 
l,v. 0(7. sterling (more recently alxwe tlie upper gold point of approximately 
is. In order to attain this result, the purchases id’ sterling required for 

Government remittances, and when ncee.s,sary. in excess of this, have been freely 
used. During 1924 25 a further amount of 0.00 lakhs was added to the currency 
by iiiereasing the .sterling investments in the I’aper Currency Reserve, and in 
view of (irissihje emergencies the Indian Papier Currency ,\ct was amended in 
February, 1925, so as to increase the permi.s.sib1e limit of the holding of securities 
in the llesorve from 85 to 100 erores jmtvided that the total amount of “ created ” 
securities of the Government of India shall not exceed 50 erores. It has, however, 
so far not lioon neeess,Trv to u.vc the additional powers given by this amendment. 

Between 1st April and 30lh September, 1925, purchases of sterling have 
totalled approximately €21 million, whii'h is two-thirds of the total amount of 
Government remittances required f(^r the whole financial year, as estimated 
in the Budget, and in October the policy of increasing the note issue against an 
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increase of sterling securities was again resoiled to. Two crorcs liave been added 
in this way at the time of writing. The exchatige value of the ruju'e has remained 
practically steady during the last 12 months, while the simultaneous rise in the 
sterling dollar exchange has made In. (Ul. st(?rling a|)proximalelv the siuiu' as 
In. Off. gold. 

Vir.-- Skason.at. Curukncy. 

10. Keference was ii\ade in a previous siiction to the new provision in the 
Paper (/urrency Act under which tlie (lovernor-tleneral in Coum il C4)uld issue 
currency nott's up to K-s. 5 crores against hills exchange. Wesort was not made 
to this provi.sion during the season of 1020-21 and in fact detailed regulations 
were not issued till the lOth February, 1022. 'I'hes** regulations consisted of : 

(1) statutory conditions wdiich the tlovcrnor-deneral in Council had 
to prescribe under the Act for the is.sue of Tiotes. 

(2) dctaiUxl procedure to Ix^ adoptcxl in actual practic** in that 
connection. 

The coiulitions prescribed were:— 

(i) The bills of exchange shall internal hills or Innidis drawn for 
trade purjjoscs. 

(ii) If the documents themselves do not hear any evidence of being 
drawn for such pnrposi^s, the Jin])erial Hank of India shall certify that, 
to the Imst of its knowledge, the aecoinmodation putvided for is for the 
furtherance (d trade. 

(iii) The hills shall remain in the custivdy of the Imperial Hank of 
India as securities held on behalf of the (’urrency Department and shall, 
if the (’oidroller of tin* (hirrency so recjtiires, he endorsed by the Haidc 
to the {’ontroller. 

1’he procedure laid down for the issue of notes is des(’rihed in .\i)pendix IX. 
1'he rate of interest to be charged h) the Hank was originally lixed as not Ic.^s 
thati H per cent. This condition, however, was snbscvpiently modifii'd. as .shown 
later in this Memorandum. 

20. It will 1)0 observed from these rules and regidatinns, which were laid 
down after consulting commercial opinion in the count ry. that the idea of basing 
the new procedure on export and import hills did not find fa\oiir, tlie reasons 
iK'irig : — 

(1) 'riiei'e appealed h) he no jiecessity for providing additional 

^ fai'ilities for financing o.x{)ort hills, as by the time produce is shipped it 

is usually already paid for. The ])res.sure for additional liname occurs 
more, often than not in connection witli the movement of jiroduce. from 
upconntry to the ports, before the export hills founded on such prodiu’c 
arc draw'll. When (hey are actually under export, the exchange banks are 
usually (|uitc eninpctont to arrange for linaneing them, and if I bey liiid (bat 
iiiijmrt cover is iiisiinicient, they can lay down funds in fiidia by (’onm ils. 
and no emergency currency is ncct'ssary. Hesides, there is a practii il 
dillienity in that the large majority of export hills, es])eeially in Calcnlta, 
arc sight hills and are received by the hanks in very considerable numbers 
just in time to catch the weekly mail. If they have to he ondor.scd to the 
imperial Hank before being forw’arded (o London, they would invariahlv 
miss the mail, not only entailing on the hanks (he loss of a week’s interest 
hut involving the possibility of the goods ai’riviiig at (he port of destiiia. 
tion before the hills of exchange. 

(2) As regards the extension of tin* scheme to import hills, (he hulk of 
this class of hills are drawn " l)-P ” (doenment..s on ])ayment) and mav Iw 
repaid at any time iluring their cntTomy. ft is not nneommon, for these 
bills to liecnme past due as certain (*las.ses of importers treat (lie due date 
with indifference. It would Iw impossible for the Tmt>ori;il H.-mk to deal 
with a number of such dnenments. the payment of which is .so luiccrtain. 

fS) Practically all external hills, whether export or import hills, would 
be exf)ressed in sterling or other foreign currencies, and the aeeeptance of 
such hills will complicate the proceilnre hv the introduction unncce.ssarily 
of the fluctuations of excliange and the risks (hereof. 

The Babin gton- Smith Committee, though recommend insr that the notes should 
be issued only against exfiort hills on the ineeption of the scheme, did not definitely 
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[irououuce aj^ainst tlie use (if internal bills as eollatcral proviflecl that it proved 
p(»ssi))le to distiiif^uisli betwetMi internal bills reprosentino genuine cominorcial 
transactions aial bills created I’nr purposes of finance or speiulative operations. 
After consnilino represental ive iMxlies in India, the Government of India came to 
the conclusion lliat as the names u|>on inlernal bills were well known to the 
discounlino banlo'r. rl would not be (linicult to dilfereutiate between these classes 
of bills, and it was. tliercfore. provided llutt if the. douiments did not Ixmr any 
evid(‘nc(> cl bc'fio' drawn for trade purpo.ses, they should Ik> einlorsed by th(‘ 
Inifierial Kank who shouhl certify that, to the liest of their knowledge, tin? 
ac(!onimod;i( iofi provided was for the furtherance of trade. 

•As regards the rate* of interest, the Government of India carefully considered 
the arouiiK Ills ayainst lixino a liiofi rale and those in favour of leaving' the rate 
to be fixed at tbe discrt'tion of the* authorities at the lime the loans were a])plied 
for. 'riiev felt tli.il it was necessary to n'strict the issue of the seasonal currency 
to eases of proved and actual sli iinjfi'ncv, ami that loans should not be {^ranted 
at a lower rale than 8 jyr rmt. 

21. Appendix \‘Ill }j;ives the loans taken by the Tm])erial Bank from the 
beoinnine up to dale and also shows the Hank rate and the lash jxisition of the 
Bank at the time when the loans were taken or repaid. 'I’he exjierience of the first 
two yeais' working and the rapidity with which the Hank rate rose at the b»'}<in- 
ninjr of the busy season in (‘acli of thes(‘ years showed that tlie objects of the new 
provisions, which were to introduce a much needed elasticity into the Indian 
currency sy.stiMii. were not heiiyo fully achieved, and that, in order to anticipate 
and prevent monetary stringency, facilities should h(‘ afforded for making 
additional currency available when there was a genuine trade demand of a 
seasonal and temporary characti'r and for automatically retiring it when that 
demand ceased. The ,\ct w'as accordingly ameiuh'd during 11)211-24 raising the 
maximum limit of .seasonal issue from 5 io 12 crores. ,\ modification was also 
introduced in the procedure in regard to the issue of the currency notes so as to 
provide that loans shall be admi.'^sible as .soon as the Bank rale rises to (5 /n-r rent. 
and that the entire .iniount of loansoutstamling at any lime should bear interest at 
current Bank rale subject to the following minimum rates 

({ por cnil. for the (ir.st 4 crores. 

7 7 >c/’ cent, for the si'coud 4 crores, and 

8 'per cent, for the last 4 crores. 

22. The events of Ihebu.sy sea.soii 19211 24 proveil that the ftiregoing changes 
wxu-e very timely. The latter [lart of the year witne.ssed exceptionally stringent 
conditions in the money market. The demand for financing the cotton crop set in 
in November and tlu‘ outilow of cash necessitated the raising of the Bank rate to 
r> //</■ ce.ht. on the loth November, ti pt'c rent, on the 29th Novemlier, 7 per cent, on 
the 20th December, and 8 /utr ct nl. on the 3rd tianuarv, while special additions to 
the Bank’s cash balances w'crc made during this jieriod of 8 crores against loans 
from the t.’iirrcmy Depiirlment and a further 12 crores in the form (d‘ currency 
notes issued against British Treasury Bills depositeil in the Paper Currency 
Beserve in London. Owing to a goo«l crop and' high prices for raw cotton, 
combined with a brisk demand for financing the rice and other crops, the drain 
on the cask resmines of the Bank continued to be heavy and the Bank rate w'as 
raised to 9 prc cent, from the 14th Vebruary. From then till the end of the year 
the rale for call money stood at no less than 9 per cent, and further loans wore 
obl.iiiied from eiirreiuy to the extent of four crores in .lanuarv and February, 
thus ('.xhaiisl ing the assistance available from this .source, 'riiere was no material 
irnprovemciit in tin* money position until after tlu' i-lose of the financial year. The 
I'cturn (d‘ cash to the Bank was very slow and the withdrawal of 12 crores of 
seasonal enneney issued during the busy season proved to be a slow and difficult 
process and was not completed until the 21st dune. 

23. In view' of the severe stringeney of money which prevailed during the 
busy season of 1923 24, it was necessary to consider whetlier the existing maehinerv 
for the provision of eurroricv to meet the demands of trade was adequate ami, if 
not, in what directions it should Ik* improved. The important point which the 
working of the enliaiiced limit for .sea.sonal enrremy (luring the season of 1923-24 
hronght out was that the pre.seiit system of giving loans to the Imperial Bank 
again.st inland bills of exchange was nn.satisfaetory. Most of the internal trade 
of India is finamed by a system of <‘a.sh eredits or by the advanee of money on 
demand promissory notes signed by tw'o or more persons unconnected in geiicral 
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partnership, witli collatenil somrily, vvIumv ii('ci’ss.iit. and llu* c'xliMii (o which 
hundisoi' internal hills of exdiaiiffe are used is very liiiiiU'd. Nonii:dl \ I he aiiionut 
of genuino huvdis which the Imperial Bank has ontstandiiig during the Imsy 
season is 4 to 5 erores only. In order to obtain tlie lull aniounl of loans fintti 
currency, the Bank has had to ijicrease its liolding of hills hy indneing lirnis and 
individuals, who would ordinarily have cash credits, to take tlK'ir loans on hill;, 
and the Tin|Jorial Bank have themselves been constrained to jiay the stain]) dntv 
on such bills. These hills are, in elTecf. inanu fact ii red hills .-ind <lo not in anv wav 
corres])ond to the self retiring hills which form the basis of the Federal hVserve 
note syst^^in of America on the analogy of which the provisions in rt'gard lo 
seasonal currency have been introduced in India. Besides, theie were furl lur 
difficulties in renewing thes(‘ created hills as they fell due. and the Imperial Bank 
had to renuest the firms to rencAV them in order that they might, obtain a snilieient 
holding or bills. 


The Imperial Bank therefore pointed out that in reg.-ird to the lo.tns !Mk(‘ti 
during the busy season of 24 the rates of interest eliargeil by the (lovernment 
aetually rcsnlted in a loss to them. a'< they had to hear tin* stamp dntv on the hills. 
Also as a residtof the ehange in procedure fixing varying rates of intere;.l on the 
loans from curreney, if the Bank, for examjile, took 4 erores wlien the i tie was 


d per rent, and 4 erores wlien the rate was / per mil. the entire s erores would hear 
interest at 7 per cent, from the date on which the B.iiik rate was raisial to tli.al 


figure. Tf it w'as fonml ex|HMlient to lower the Bank rale to t! per mil . when, sa\, 
5 erores were ontstamling, tlie liank woiihl h.ave to pay intere.sl on 4 • rorcs ai 
0 per rent, and on 1 erore at 7 per rent, wliere.is Ihev would hi' ri'.ilising no more 
than d per cent, on the entire amount. 


Pending review of the whole ijiie.stion of the seasonal cinrencv by the 
(hirreney ('ommission, the (Jovernment of India lo. |; the following steps to ;dl;iv 
the apprehensions in business circles as to the possibility of ext reiiie slringemy iii 
the busy season of 1‘424 25 : — 


They announced in Hcplcmher, lf)24. that as far a,” migh* he iiccessarv. thev 
would n.se their powers issue curreney against Treasniy Bill.'^ defiosiled in the 
iPaper (yurreney Resi'ive in London, ami would, if necessary, inlrndiice legislation 
to increase the legal limit of (he holding of securities in the Paper Curreney 
Besorve. 'I'liis, as already stated in the preceding seel ion, was done in I Vhrnarv, 
1025. A fnrllH'r aiiiiouiicement wasalso madeearh in Sepleiiiher. 1021. eliaiigiiig 
the rules under whieli loans were made to (he Impel iai Bank from Curreney .so as 
to make it po.ssihlc for the Bank to borrow I eroies when the I’.iii! r.ite is at 
d per cent, and S erores when the Bank rate is at 7 per eenl. instead of 4 erores 
at each rate from d to H per rent. .\s regards the loss entailed on the Bank, the 
Government of India agreed, as a temporary im'asnre. to repay the B;ink (lii'ir 
out-of-pocket expenses in respect of sl:imj> duty 


VIII. 'I’llK ImI’KKIM. B.\X!< !\I)1.\. 

24r. This historical skcUli would he incomptete wiiliont a rei'ereiiee to one 
event of great iinportauee in reeenl years, n.iinely. the loimation m the Imperial 
Bank of India on the 27(h .lannary. Il»21. I nder the Impel ial Bank of India 
Aet(XLVIIof lfJ20) the three I’lvsideiicv Banks of Bengal, Bomhjiy and Madias 
were amalgamated. The Act also provided for an agreemenl heiween the Bank 
and the Secretary of Stale and this agreemi'nl. which was signed on the 
27tli .January, 15)21, and is for a period of It) yenrs in the lirst in..taiice, provided 
inter alia for the following iiujioilant matters from the point of view of Indian 
Currency and finauiro : — 

(i) All the general hanking husines. ol the Government of India was 
to lie carried out by the Imperial Bank, all the rreasiiiy balances at Head 
qufirters and at its hr.am lies being held by the Bank. It will he remembered 
' that the Chamberlain Commission held that the slringene\ which oeciirred 
annually in the Indian iiiouey market was partly «lue to the independent 
Treasury system of the Government of India and tliey in I'acI recominended 
the closing of the Reserve Treasuries, if possible. flu: transfer of the 
tre3sury business to the Bank at all places wdii’iv there are hranehes of the 
Imperial Bank led firstly to the abolition of the Reserve Ireasnrii's and 
.secondly to a larger proportion of Government balances being placed at the 
disposal of the Bank for assistance to the money market. 
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(ii) Within five years of its iiiauguratiuii, the Traperial Bankundei|took 
to i)|H‘n 100 new hriliiehes. In view of the extensive use in India of the 

ions niclals. as a store of value, due largely to the inadequacy of the 
facilities for the disposal of savings in a manner which will enable them to 
be used productively, the Habington-Smith Committee recommended the 
exlension of tlie activities of (he newly amalgamated Bank by the active 
pursuit of tli(‘ policy of ojiening new branches. Up to the 81st NIarch, 1025, 
80 new braiiclies had lieen opened and arrangements have lieen made to 
comjdcte the programme by tlie due date. With the object of spreading 
the. use of banking facilities and of bringing in money which has hitherto 
lain dormant, the Think allows 4 per cent, on ordinary savings bank deposits 
and 4o per cent, on savings bank deposits of Us. iO.OOO and above, fixed 
for 3 nionths. As a result there has been a remarkable increa^ in the 
amount of the savings bank deposits, from Rs. 412 lakhs at the inception 
of the Hank to Rs. 10,70 laklis on the 31st March, 1925. 

(iii) 'The Bank also undertook to give the public every facility for 
the transfer of money between its laical Ih'adipiarters anil brandies at 
rates not exceeding certain maximum rates fixecl by the (.'ontroller of the 
Uurrency. 'These rates were originally fixed at 1 anna per cent, for 
transfers of amounts of Rs. 10.000 and over, and 2 annas per cent, for 
amounts of Us. 1,000 and over but less than Us. 10,000. For amounts less 
than Its. 1,000, the rates were left at the discretion of the Bank. Recently 
in order to assist other banks and to encourage them to effect their transfers 
through the Imjierial Hank, the rale for Banks for amounts over Rs. 10,000 
has lieen reduced to lialf anna jier cent. Ap[). XT gives the amount of 
demand drafts ])urclia.scd and drafts and telegraphic transfers paid in 
each circle of the Bank from 1020 onwards. 'J'hc figures show a large 
])rogressive increase in (he use by the |mblic of (he facilities offered by the 
Baid;. 


L\. — Sl’ECIAI. FUATUURS OK HKCKNT YE \H.S. 

25. (unuirntnent remittnnees. Pnrcknxe.'^ of .Hlerling in India. An import- 
ant chaiigo has been introduced with effect from 1023-24 in the mechanism 
by which remittances of funds are effected by tjovernment from India to meet 
(heir disbursements in London, which hask'di made possible largely owing to the 
existence ot a Central Bank. 'The normal method had till then been the sale by 
tender in London once a week by (he Secretary of State in Council of i-upee bills 
or telcgrajihic transfers on the Coverninent of India, supplemented by .sales of 
intermediates at higher rates between the weekly .sales. While the weekly. sales 
in London continucil as hitlim-to, the purchase of sterling in India from Kxchang»> 
Banks and recognised firms through the agency of the imperial Bank was 
substituted in 1023-24 for sales of intermediates by the Sccrelary of State. 'This 
system was further extended last, year when purchase of sterling was the main 
niethod of icmittance, the weekly sales of Councils being started only when a steady 
coiitinuons demand for rupees appeared. The object underlying the change was 
that the factors induencing the immediate course of exchange could be gauged 
more accurately and more promptly in India and by regulating the purchases 
with re ference to the varying conditions of the market, the operations of Govern- 
ment could be conducted so as to avoid violent flm tiiations in rates with benefit 
both to trade and to the country generally. App. XT shows clearly the operation 
of the new system. As will be seen from that, in the. early part of 1924-25 the 
upward rise of exchange was only steadied by Government purcha.ses at each 
successive rate and from Oc(.ober 1024 onwards when exchange had reached Is. 6fl?. 
the readiness of Government to purchase large sums near this rate has kept 
exchange comjiaralively stable. 

20. iUdance. of Trade: Imports of liidlion. Attention is also invited to 
the figures given in App. 11 which show for each year since 1808-00 the exports 
and imports of merchandise from and into India and the net imports of gold and 
silver. 'The large favourable balances during and immediately after the war, 
which readied their maximum in 1919-20, were abrujitly reversed in 1020-21. The 
balance of trade (so far as revealed by these figures) lontinued against India ini 
1921-22, but since that time there have been large and increasing favourable 
balances, offset however by large imports of the ])recious metals. 'The not imports 
of gold in 1924-25 were no less than 73,78 lakhs and the imports of silver coin and 
bullion (viz., 20,00 lakhs) were also the largest on record. Of the gold imported 



APPKNUrX 8 


28 

14,50 lakhs represent imports of min. lint siiu’o j^old is not rmictioning as 
currency, tJiis represents no addition to the currency in t irculatinn. The ^old 
coin as well as the gold and silver bullion has probably to a large extent l)een 
substituted for rupees as a store of value with the result that a large (|uantily of 
rupees must have been released from hoards and added to tlie circidalion. 'hiis 
to some extent may aci-onnt for the fact that the net absorption ot rnpees by the 
public in 1024-25 (as shown hy Af)pendix Til) was 8.(i5 lakhs only, in s|)i!e of the 
fact that the abolition of the one rupee note, which was carried out in aec(n-dance 
with the recommendation of the Iiiclicape (lommittee, the stocic heiiig praelically 
exhausted by Septemher, 1925, might have been ex])eele«1 to lead t-o an increase 
in the absorption of coin. 

27. Course of Pr/zic.s.- -The eonrse of gold, sterling and rupee prices is 
shown in the Appendix No. VII, whieh also gives the exchange v.ihie of the rupee 
expressed in sterling and in gold at the corresponding dates from .laiinary, 1020, 
up to Octolier. 1925. From the heginning of the year 1022 till ilie end of 1tl2l, 
Indian prices remained remarkably .steady. Since January. It)25. bowevi-r. tbere 
has been a downward movement, which is in fairlj^ close harmony ivitb the renewed 
downward movetiumt in sterling jn-ices. 
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1. 

11 .- 


III. - 

IV. - 


V.- 


VI. 


VII. 


VIII. 


I\. 


X, 


XI 


. I vr rntjv. 


Yrnr. 


1S734 . 

1874 5 . 

1875 G . 
187G-7 . 

1877- 8 . 

1878- 9 . 

1879- SO 
1880 1 . 
1881-2 . 
1882-3 . 


AprKNOTCKs. 

— Av»*rii^r riilfH <»f will' nf Cninunl Drafts. JS7I*» 71 to 18112 

-Kxportsancl liiiportsof MtMvhaiidlsi* : Not liiipni-twof (iolil ainl Silvor : SaloHof C'ouncil 
Drafts ami KN.'Virsr Jlraltn from liSlIS-lMI to 11121-20. 

-Absorpiion of Durivnr^y hy tin* Diiblic, !81)S-9lJ to l‘.)21-2r). 

Iliiflu staml lowest prices in J^omlon <»f Standard Silver ])er standard ounce annually 
fnnii LSltil to I'.lla, niontlily from Juniiary iltit) to December 1921, and auiiiially from 
1922 to 192;“). 

( uinpositinn of Indian l*aj)er (biiTency llesiTve on the last day of oacli month from 
.March 1911 to Octob«*r 1925. 

-Statement of hijrln si and l4)\vest market priceb of Tcle^n*aphic Transfers in Calcutta on 
LondoT), fi'nin .lanuary 1920. 

— SiateiiKMit compariiiijjt nioveim ids of |;rold, storlin.u: and riiptu^ prices and course of 
exchange since .hmiiar} 192('. 

-Staieiiient showing loans taken l»y tlie Imperial I’>ank from (Currency and the Dank 
rate and casli position of the liaiik when th>‘ loans were taki'n and repaid. 

Aleinorandiim of proeedun' now in force for the issno of currency notes against hills of 
exchange. 

Statement giving the amount of dcniaml ilrafts purchased amt drafts and telegraphic 
transfers pai»l in each circle of the Imperial Dank friuii 1920. 

Statement giving daily ligun'S of sterling purchases in India from 192i5-21 together with 
ligures of (^juncil sales. 


AIM’ENDIX T. 


lull- ii( ir/i it’ll tin’ Siriclt/rii of State for lin/in rohl Itilh and T deyraphic 
Traiiferr on India in each year from 18711 4 to 


. 1 reraye Hate 
obtained. 

d. 

1 10-351 
1 10150 
1 0-0-20 
1 !^-508 

1 8-701 
1 7-794 

1 7901 

1 7-950 

1 7-895 

1 7-525 


Year. 


1883- 4 ... 

1884- 5 ... 

1885- 0 ... 
1880-7 ... 

1887- S ... 

1888- 9 ... 

1889- 90 

1890- 1 ... 
lSOl-2 ... 
1892 3 ... 


J mrayti Rate 
obtained, 
d. 

1 7530 
I 7-308 
I 0247 
1 5-441 

1 4-898 
1 4379 
1 4506 
1 6-099 
1 4-733 
1 2-982 
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Al'PKXDlX II. 

lirfioH^ luul ImimrlK of MercIniiuH.'ic ; Sol Imii'uis nf <!oU aod Silrir : Suh.^ iif i'lHHhH 
Dmjts and Harm- !>ra/h ISi»S !)!) lo Ilt2l-2:>. 


Km-oUI'm AM) LMI'OIMS ni' Nkt ImI'OUTS OP TltKAMMSI'. 
MKIiOHANDISK ON I’UIVATK ON' 




ArcoiNT 


IMuvatk Accocnt 

(iovrriiiiioiit 


Salr.- Ilf 



(IN LAKHS OF KCPblKS). 

(IX LAKHS OF llUl'KIiS). 

1(1111 it laiurs 

A vrriim 

A VI niije 

Year. 



•W'l 

Kxiiorlv 

(jfiM f'oin 

Silver Coin 


to 

Ijiiniloi), 

Kates. 

lleverse 

Itrifls. 

I.Kle.'. 


Exports. 

l)n])orts. ' 

ilTUl 

niillioii. 

anil 

, Hullioi). 

Total. 

£ 

if. 

£ 



isys-'.)'.! 

1,12,72 

OS, 38 

1 1,31 

0,05 

3,97 

10,02 

18,883,9(K) 




ISiKt (H) 

I,08,'J8 

70,71 

38,2(1 

9,41 

3,57 

13,01 

18,703,800 

■cr.il 



I'.KMM)! 

1,07,37 

7(1,28 

11,59 

7,57 

1,42 

8,99 

12.821..5()0 

•lisi 



oa 

l,21,ir. 

81,.52 

12,95 

5,01 

6,25 

11.29 

I8..535,8(K) 

•:i.S‘> 



11)02-0:*. 

1,28,82 

78,71) 

50,03 

9,47 

6,98 

16,15 

1S,721,())0 

■IIIW 



i!)o:i-oi 

1,5,2,01'. 

81.82 

68,18 

16,33 

7.46 

2:1.79 

23,781.5IH) 

•047 



11)01 or. 

1, .57,50 

0tl,(18 ' 

(10,82 

18.11 

(1,91 

25,05 

21.15(),(KHl 

■01(1 



IDOr. (M) 

1,01,71 

1,03,08 

58,6'S 

9,15 

5,02 

1 1,17 

:tl.SS(l,0()() 

•oil 



IDOC 07 

l,7fi.57 

1,08,31 

68,26 

14,94 

(1,69 

21.63 

31 ,))( 19 . 4 ()() 

•081 



11)07 OS 

1,77,3(1 

1,29,90 

47,16 

17,35 

10,03 

27,38 

i:..716,71H) 

•('31 

70.01 H) 

IViiCi') 

IDOS-Ol) 

1,53,03 

1,21.27 i 

31,76 

■1,71 

11,96 

16,67 

13,323.313 

•932 

7.988,000 

3 '.Hit; 

11)01) 10 

1,87,88 

1,17.06 , 

70,82 

21,68 

9,37 

31,05 

27,866,600 

•037 

I56,(H)() 

3- 906 

11)10 !1 

2,00,88 

1,29,35 

8(),.53 

23,98 

8,61 

32,59 

2(1,389,800 

•061 



ID I 12 

2,27,81 

1,38,57 i 

89,27 

37,77 

5,29 

13,0(1 

26,917,500 

■081 



11)12 la 

2,iii,r.;. 

1,61,02 

85,53 

37,35 

6.57 

13,92 

25.983,500 

•059 



IDl.l-ll 

2.-l8,88 

1,83,25 i 

65,63 

23,32 

6,24 

29,56 

31,2(H.).757 

•070 




Av(»nigo 
of f) i)re- 
war yoars 


13-M 

2,21,21 

1,4,5,85 

78,3(1 

28.82 

7 22 

3(1.01 •‘7.1171,(131 

■iitl 

14-15 

l,8l,.-.9 

17,93 

43,6(1 

8,45 

loidi 

18,1(1 7,198,205 

8.707,000 1 3 -878 

1915-1(1 

1,97,38 

,99 

65,39 

1.90 

5,58 

l([,48 2().8l().257 

083 , l,S93,(HKI 1 ;!-9(l(l 

1916-17 

2,1.5,15 

19,62 

95,53 

4,20 

-2,1(1 

•2.01 31,(171.577 

1117 - 

1917-18 

2,12,.5(1 

.50,12 

92,14 

21,16 

1,4(1 

22,92 3l.8(i;i.798 

197 

1918-19 

2,;.3,85 

1,69,03 

84,82 

2 

6 

8 22, .539. 138 

499 .5.31.5, 0(H) 1 il-OKl 

1919 20 

3,;;6,79 

2,(KI,80 

1,2.5,99 

10.97 

-15 

10,82 31,2-2(1,219 1 

(191 •.'4,5I1,(HKI ' 2 7- 708 

1920-21 

1 2,58,05 

3,.35,6() 

-77,55 

-8,88 

7,59 

1,29 

'30,9S8,(HH) 1 2 2-()l2 

1921 22 

i 2,45.11 

2,66,34 

-20,90 

-2,79 

14, 

12,1(1 


1922-23 

3,14,32 

2,24,31 

90,01 

41,18 

IS, 

59,35 2.570, ((-‘O 1 

mis' - - 

19-23 21 

3,61,91 

2,17,03 

1,44,88 

29,19 

18. 

47,57 2I.838.7()5{ 1 

I•.53l i - , - 

1921 25 

, 3,98,36 

2,i:i.l8 

1,. 5.5, 18 

73,78 

20,06 

93,81 4(1,770,1(125 1 

6 •027 ' - - 


J lorliulos .till, UK), 001) ill an avorago rato of Is. \JM, on iiccouiit of purciham*. of storrMij;. 
§ Includes £315,191,000 at an average rate of Is. .V.W. on account of puroliasc of Htcrling. 
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2r, 


Ari’ENUix III. 

of iUnrcncy by the Public, liSUS-Di) to 1921 2.'), 
(7?* lakhs of rupees.) 


Year. 

IfiD.S DD 

AnsolU’TiON Cois. 

Sovereigns 

II 11 pees. aud Half- 

Sovereigns.} 

—1,67 I — ’ 

Total. 

—1,61 

.Absorption of 
(hirreuey 
NotCK. 

(IratMl To 

91 

18UD rj(K) 

13,93 

4,05 

17,98 

1,72 

19,70 

1900 01 

S,tl2 

3,05 

11,67 

—IS 

11.19 

1901 02 ... 

—(18 

1,47 

79 

30 

1,09 

190203 

2 

3,23 

3,25 

2,59 

5,84 

1903 04 

10,97 

4.92 

15,89 

3,28 

19,17 

1904 O."* 

7,43 

4,41 

11,84 

37 

12,21 

IDO.'i-Ot; 

14,50 

5,70 

20,20 

4,16 

24,.36 

190(1 07 

18.00 

7,70 

25,70 

3,83 

29,.53 

1907 (IS 

3,92 

11,08 

]5,(H) 

—3,85 

11,15 

1908 09 

—14,88 

.5,15 

—0,78 

2,35 

—3,78 

1909-10 

13,22 

4,31 

17,.53 

5,03 

2 ',56 

1910 11 

3,34 

2,15 

5,49 

19 

r .,68 

1911-12 

11, .50 

i:},33 

24,83 

1,1 1 

27 

191213 

10,49 

16,(15 

27,14 

2,71 

29,85 

1913 M 

.5,32 

18,11 

23,43 

2,65 

26,08 

1914 I.') , 

—6.70 

8,43 

1,73 

—6,01 

—4.89 

IDlfi ](i 

10,40 

29 

10,(19 

9,23 

20,92 

191(1 17 

33.81 

3,18 

36,99 

13,89 

.50,88 

1917 18 ... 

27,8(1 

14,2(1 

42,12 

17,22 

59,34 

1918 19 

1.5,02 

5.21t 

.50,23 

49,29 

99,-52 

1919-20 

20,09 

•• •>.» 

16,77 

20,20 

:{6.97 

1920 21 ... 

—;j5,r,8 

; -4,68 

—SO, 06 

—5,90 

-35,06 

1921 22 

—10,46 ! 

2,78 

—7,68 

9,35 

1,67 

1922 23 

—0,66 

9,43 

—13 

3,87 

3,74 

1923 21 

7,(12 

6,71 

14,3(1 

7,96 

22,32 

1924 25 

;l,(15 

14,53 

18,18 

—S,51 

1.5,67 


" bovoiuiyiiH were not legal teinlor tliis year. 

t 111 iidilhioi) gold inolinrH to tlj« value of Cl) lakhs wore ahsorhed during IDl)! ID. 
f Sovereigns have hei'ii valued at Us. l.')--tl iu the above table. 
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AlTENDlX IV. 

IliijheM and lofi'eM priirs in Liindmi of sttiiidiii'd siln r per ounce (tnnunlhi from 18UH to JOli) and 
monthbj from .Imnnrp 10 Hi to Ihwemhcr 1021 and anniiidlii from 1022 to I02<'). 



rillCIi; IN l*K.VCB. 1 



l‘KlCli IX Pknck. 



I’UICE IN I’KXCK. 


: I’llICK IN I'lCNCK. 

Voiir. 



Yciir. 

Muiilh. 



Yrar. 

.Uonth. 



Year. 




IjOWisI. j 


LiuuhI. 

IliKlit'sl. 

liHWml. 

i lliffhesl. 

Lowfinr. 







1S113 

38:i 

301 

; \m 

.Ian. 

; ‘^7 

2t!ll 

: Dili) 

Jan. 

48, V. 

48)',; 

1'.I22 

’HI 

m 

tS'.ll 

•m 

27 


I'VI). 

■ 071 . 

2fii;: 

11 

Fob. 

48,', 

477 

192:5 

33i;, 

301 

LS'.I.") 

31J 

27,1, 

■» 

.Vurch 

; 281;; 

2)51;; 

«1 

Mai’cli 

.50 

47] 

1-921 

:’>6,‘,. 

:5i 

l.S!)6 

31,",, 

291 

• \ 

.Vlifil 

35,1 

29 

11 

April 

•19, 

58 

48,', 

l'.i-25 

JJl'o 

31, 

181)7 

: 291;! 

231 


May 

: 375 

32‘ 

11 

May 

48,".. 




181)8 

1 li 

2.'’) 


.lillir 

; 325 

30 

11 

June 

.54 i 

5:5 




181)1) 

. 285 

2<!i 


! .Inly 

■ 31 

28;: 

>1 

July 

35,"., 

.5:5 




IIKM) 

1 30, 

27 

•1 

; A' 18 . 

- 32 

30.1 

11 

Ault. 

oil 

55:1 




1901 

■ 29, 

211;; 


1 Hepl. 

; 321 ^ 

325 

'1 

HcpI. 

64 

.59 




11)02 

205 

211,1 


i Out. 

i 32i 

321 

• 1 

Oct. 

66), 

62] 

651 




1903 

28.1 

215 

1 

n 

; Nov. 

! 351 i; 

32, ■, 

11 

Nov. 

76 




11)01 

; 28,",. 

21,'. 


‘ Dec. 

- 37 

351,1 

11 

Dee. 

795 

73' 




11)0."> 


i) r 7 

1 t. 

1917 

i .Ian. 

i 37,-, 

3(! 

1920 

Jan. 

85 

755 




11)0(1 

: 331 

21) 

M 

: bVl). 

; 3,s,;., 

37 

11 

Kel>. 

89.1 

82 




1907 

32 ’ 

-ii 1, 

11 

1 March 

37 

3511 

11 

March 

84 ‘ 

65] 




11)08 

27 

03 

1? 

1 Ai>ril 

. 371;; 

38,"., 

11 

April 

725 

64 .J 




1901) 

21.1 

23,',. 

11 

; May 

i 381 

37-i 

38 

11 

May 

65). 

57S 




1910 

2(:i 

23,- 

v 

i June 

i 391 

11 

June 

bVi 

44 




1911 

281 

1 2311 

11 

July 

i 

:-wi 

11 

July 

56i; 

515 




1912 

291,1 

' ‘)M 

j '-'Vs 

•1 

An^. 

Sept. 

1 -It, 

105 

11 

Auk. 

83:{ 

57 




1913 

29ij 


»1 

i 55 

46 

11 

Sopl. 

60i 

57S 




1911 

27j 

! 221 

11 

I Oel. 

i isi 

Hi 

11 

Oci. 

.59 

50i 




IDlf) 

27.1 

1 22 /'. 

1 

11 

; Nov. 

1 ISi- 

121 

1» 

Xov. 

5 IS 

435 








j Dec. 

, -13.1 

421 

11 

Dec. 

Ilf 

385 , 

1 






IIH.S 

Jan. 

1 -151 

4:51 

1921 

Jan. 

■I2t 

355 







„ 

' Vi^h. 

131 

12.', 

11 

Keb. 

37'i 

31;- 







11 

j Mairli 

. 4(1 

421 

11 

March 

3U 

30S 







11 

. April 

1 191 

45] 

11 

April 

36), 

:52.i 







11 

' May 

•191 


>1 

May 

35* 

33' 







,, 

June 

■ 481 

485 

11 

June 

35;j 

’AH 







'1 

1 J”b' 

131,1 

181 ;; 

11 

July 

39), 

35] 

36.| 







»1 

Aui,^ 

' 49.1 

481. i 

11 

Auk. 

.38' 







11 


: ll).i 

191 ' 

11 

Sepl. 

■m 

' :57'| 







11 

Oct. 

i 49!. 

49i 

M 

Del. 

12' 

3-9.5 







1« 

.\ov. 

; 19.' 

18] 

«1 

Nov. 

10). 

375 







11 

1 Dec. 

: 'iKi 

•18, V. 

11 

Dec. 

:57:: 

31), 






XOTK Cllit't LATLON'. f V»3Ipn-riTio.V ni' REsKKVK. 
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OC-- in o 

^ S k -w el 

o' Z 
(^■g b 

5''0 O B 

sS 3.0.2 

P2 

6P^ ^ o 


c r T-t :: “ i.'t ?• <m -h cr, •/: 


— • C' X •-< rr c^t 

'N f?» Tl r-( Cl Cl Cl 


X I- o o I-- X Ci »-i CM 


/:' X r. “ f-. -/: rr m- -r 

I* i, X X I'- I - I « I'- I'- 


ci o I- f ^ i.c ^ r. c 


:■? CO Cl CO Cl .-i -H Cl Cl Cl Cl 
Cl Cl Cl Cl Cl Cl CJ Cl C» Cl Cl Cl 


X r. -t ic I - ro 


X r. Cl Cl 

Cl Cl Cl :o ?*: 


Cl iH »o ro i'« 


O 1-H O l- I-- 
I- 1 • I- rr: 


; r- C*. rH ?o 


^ ?0 1'- rH i-C I - I ^ rc o ■/.' 

CO ro rc »c »r: ic i.o -t 


r" -t »*: rH -r: I - C rH Cl Cl i-H 


r Cl Cl »H Cl i.c X o n I'- !>• 
t.C »0 »-0 *0 »0 »0 »C *-2 »*0 i.O lO ^ 


I- ^ c 

•t ro rc CO Cl ?o 


Ui 2 •— * 'W ^ 

2 « o S 

i '-5 £!.tj 

Cl4 O 


X o »o c » 


I-. ic Cl X 'i: -H c; TO I- 1- 

-f CO ?0 Cl -H Cl Cl c* 


I* 1 -^ X ‘lO X Cl lO X r- X ^0 ?o 


•* -H -f 1.0 -H :o O X X C CO O 
Cl Cl Cl Cl Cl Cl Cl rH i-( Cl Cl ro 


I.O X 0‘- CO Cl 


?0 CO ».0 *x -t< 
CO CO CO ?0 CO CO' 


: ^ ^ ^ ^ . 


-rf •f ^ tH -t 


X c; ^ 

-M »0 O Cl O O 


£ § ^ H * € ■ '5 5 S S ? S 

o o r' cT c" o‘o d' d o cT 


"d d d o d c d d • 


i-dod^C; 
d d d d 2^ 


ro • ” ^*1 »H X lO ‘T’* X I-* 

‘"v ' ' O-*'". * V 

d d‘-il‘d di-T cr d'd 

Cl Cl Cl Cl CO CO CO CO CO Cl 


C r. -H D r- *£■ r. Cl lO r. 2 '-M 

CO >— I CO - i »0 O C. CTk I - CO -M 

d -d Cl d c" 1 -T d :■ r » ' d CO d 

CO ^0 CO CO C-O CO C-O CO CO CO C I 


Cl * I - Cl C 
o 5' ‘O c Cl c. 
'£ -f CO ddr CO 
Cl Cl Cl Cl tH Cl 


I I I I I I I I I I I M I I I M M M 


r-i I - CO I - 
>0 ‘0 


CO I'- »H -t X- ‘O Ci X l>- 

d »-h‘ - f dco i-^-iTcTd d 

Cl Cl Cl Cl CO CO CO CO CO Cl 


D C'* -M c. rw r* Cl »o r> ^ t 

co^ rH CO r.^ » -0 ' 0 V. 

^"ci d ci iC d cri* 'd CO o:r 

CO CO CO CO CO CO CO CO CO CO Cl 


Cl 'Z 'r »o X CO 

o d c.^*o 'r -t 
d -M CO x' I - cf 

Cl Cl C> rH r-t Cl 


C. cc. lO r-« pH I'- C- r-l 'jD 

»o -t* < Zr ^ iO x »o^ r. lO z , 

r^'zl x> !•» r- co' ^ C-O d d 

CO Cl Cl Cl Cl pH -H pH pH rl 


C. *11 C Cl I- CTj Z‘^ Z 
c. CO Cl CO “11 r. -t C; r* 
•o' -h'io d li id co' cf Cl CO -H^'x' 


Cl Cl Cl Cl Cl Cl 


»0 lO ‘O »0 »0 lO ‘fO »o ».o »0 

rH ^ tH pH CO '= 1 ? '-0 

Ci d d z * (d I - i.-''i - d 


kO »0 iO »0 *.0 »0 »0 iO ‘O »0 iO »0 

• jC *Jr "S CC r-H rH r -1 

I « di-J' ddi-Td dd dco 


X CO Cl Cl Cl Cl 

rH Cj C.^C-. C-^Ci 
XX rH r-I rH r - 1 


■f -t< iH c VD rc Cl -t »H 

co^cv : : rH CO co x co 
71 dx' x' X d CO dx d 

M Cl r-l ^ »-l . 


rH rH Oi lO I - Cl rH O iH O 

CO I - '• o “O^ r - X CO Tj O CO 
d d »•- td l-T t - 1 I *{ I* X Cl 


X lO Cl rH 
I -^if^Cl rH^O 

crcrcrcicTcf 


r- !’■ 'X» Ito 'C ’■ Z ’ CO lO ^ 


O 3"- 1'- T. 
XCOiH^OXtO 
d rH CO CO rH cf 
»0 lO lO O iC 


Cl rH 'o '-o QO Zi r. Cl X 
I'* CO w rH Cl i‘ 0 1 '^ x^ If; 

x' d d rH^d rH x' d d x" 

lO »0 i -.0 CO X CO O O lO »o 


X lO 1.0 l>- rH Cl CO X rH rH rH a. 
C I rH 'O^ CO O X^ X^ ' \ 

d dio' d d Cl' d rH x' d d d 

uO 1-0 lO O lO CO CO CO lO >0 CO CD 


«0 X CO »0 H< H< 
rH CO rH KTC lO cc 

crrHH< cO-M'r- 
•O CO CO ?0 CO CO 


Cl CO I- 'o »o Dv Cl X re, CO 
rH -H I-- Cl -+ i- r^X/ 

d lO 'O d ».o i-o d d 

CD CO CO !>• I- CO CO 'O CO ‘O 


*0 1-0 CO HH re X 'O r- rH -r- CO HI 
Cl MO CO Cl -H X^»fO^ 

d d r^' o' — r d x' dco" co' ePef 

CO lO CO ^O 'O CO CO CO CO CO CO CO 


Cl rH CO !'• rH re, 

Cl H< r-- »o CO rH 
CO CO CO CO CO 


: : s a| a a 
I § 


III 


s 



AP 1 *EN»IX 3 , 


29 




O 'C W r-i rrj C. I-- I.-; lx 


Cl -H 'w r-( «-fi I c- 

1.1 O i 1 ».1 *1 *1 


lx. 

1 . 1 1.1 


I'- -i< ro M n r: -H ii ; 


'K :r- ^ ii VL X x 11 -t< cc rH *i 

•1 ii no no no no no *o no no o *0 


r-t C C I - . i 1 ‘-C C r-l Oi X -f 

“‘I '-1 rt ^ '-C' ‘Z '"S ‘p; 


»1 Ci 00 -t Oi fH 

C. X) l> X t'- c 

no no no no i 1 11 


W -t X -r. i-i no ».1 'O Cl 
X il d x »i -H no ^ M no 1.1 c I 


Cl -o •f I- ii I- 

F— I “ V »-H 

•^4 -H ^ CC “I 


■o no X 
Cl rs d cQ 


Os O X X i -1 1-1 *0 rH .71 -O no 

^ l1 l1 O no O. r-. r-( Cl :■: -t '1 

d r* CO Cl c“ Cl -*i -Ii -Ii 


-t< C X' O rH rH 


I - »H <71 'O X 


/: 


—I I- O :r. 


r- i>. lO O no p -4 
d d Cl d Cl Cl 


O i-H C) X» X 1 -i 'O I- I- ii r -1 I- 
Cl Cl Cl fH rH Cl Cl Cl Cl Cl Cl »H 


-i< Cl r Cl - 1 * d ».i oi o i-i — • 

rH fH r— I rH »— I f— I rH pH Cl Cl Cl Cl 


r-< Cl - 1 < --f ii X 
Cl Cl Cl Cl Cl Cl 


»H c.> O x O d c: no 


O C- X Ci I - 




— ' F -1 -t* -ti -fi Ci -f 


Cl I • 


Cl fH Cl d r-l 0 > I - -fi r-A C- I - Cl -i -|4 'O “ d -f 

d d d d d Cl Cl Cl Cl Cl r-i pH r-i fH .-4 Cl Cl Cl 


no X r-- pH i- X- n 

Cl Cl Cl Cl iH p 


Cl pH r~! rH 1 . »H — Cl -Ii f. 

^ ^ ^ ^ ^ r-i ^ 7» 


s 


888 


C C C r • - 'O Cl Cl Cl 'O *0 'O 
'lO '» 'O XX no no *-0 d d 7 C 


no *0 'O *0 r -1 o* 1.1 »1 I - I - X X 

d d d d o- 1- no o;. ii ci ci ci 


-t -r -t -M 


d d Cl Cl ci F — 1 F -4 fH fH iH 


X X iX X X X -X X 
Cl Cl Cl Cl Cl Cl Cl Cl 



fH Cl 


X Cl T. X O pH nc ’O d Cl Cl Cl 

V*t.‘ 1 1 

c-I d' -ti" -o d I - 1 - I J I J -/:' . 4 -/ 
Clddd* 1 i'^'-t'“ti'Ci-t'*^-^ 



Cl d ii •— c o re Cl Cl 
i-i^ X C I no C C -t I - I - 
X* 11 f-T i.i C* -H h?' -^i' -I? 
Ii 11 no no I- I'* I'- I- I- 


CI 

Cl 


Cl Cl Cl Cl Cl Cl Cl 71 O O C C 

C I Cl^ Cl Cl C ( Cl Cl Cl^ »1 11 »1 1.1 

fH f — 1 f— I r— t F — 1 f~f i—H •— 1 C I C I ci ci 

X X- X X X X /. X X X X X 


SSE 5 B 

■oocTocT 




X X X -X 'X 'X X X d re ce ce 

c^o o r c c c c. c; c 
no** 'o no no no ’o no no I '• I - I - I - 


pH I - X -f' O I - 
Cl d ii 'O Ct 7\ 
a I - Ii ii z\ t-^ 
Cl Cl Cl Cl <-1 fH 


C -r ,H !■- d. X c. I - no C no 
-ti^d ci^ce ii Cl d^O *1 -r ii 
I •'C or 1 . 1 1.1 no zl z'. 7 - 

pH fH pH iH pH Cl Cl Cl Cl Cl Cl «-( 


r-l rH Oi Cl no ii Cl *0 X r-, -Op d 

IH O- I '• !■• *1 Cv O. X Ci pH f-i 

»i d o d »i x*^ I - rl -ii Cl 

pH pH fH pH rH f— ( rH Cl Cl Cl d d 


Cl ii 7 . c. c. jp : 
r-' 'O d 1.1 Ci -ti ' 
erW I - I - x* no ; 


C. I - 7 1 d I >• 


/. 'O -fi I *• c. •/. 

d *1 d no 'X 7 . 


'-H Cl d w i-l d X ii 7 . /- 7 . c. 

*1 ^ I X no -7 -*i no 1.1 --i i'* 

Cl Cl Cl' F-i' 


r. ii 7 . 'o Cl cp o 'X o Cl r - 1 - 
r-i ^ d •t; J ’IJ ' - ‘d 

no c" C^ d ii cC 1.1 PH 
I— I rH pH pH iH Cl Cl 


■Hi o d ■/. X -Hi *— r.. 71 re 7 re 

i .1 r- 1 ^ I- *1 d •-'5 '>^,.d v 

O PH C 7 ^ crci C* 'o' ii T '-ti* 

Cl 71 Cl ' r -1 Cl Cl fH r- 1 1 — 1 r-i fH 


d fh ‘•i' I • I — c» 

X X c[ c^^c d 
nono-fdX'i? 
Cl Cl Cl Cl fH rH 


-H Cl X I - X i-H o ii X X F^ I-- 

O c * no Cp .1 X^ X_^ C Cl 

•■1 ii I - d -Ii cr Ii X X K -7 ■/;’ 

rH rH iH fH r -1 rH Cl Cl Cl Cl Cl rH 


Cl *0 :: *o -ii 'o ci x x 7 . x *o 

C. ii -Ii 71 ^ no C '"I ^ ‘ ^ 

-ii cF cf I - ii Ii x' ri' cF c" X o 


y. o 'O r -1 r-H 11 C. X ‘1 7- -ti -Hi 

Ii le no C *0 ii "Hi -r re 11 X 

rH d •‘oT ■/.' cl d x' *H -fi 1.1 Cl cF 

pHrHrHr-irHClClddddCI 


rH X' f-H X' 0 : -Hi 
Cl Ii Cp -Hi 71 X' 

-iidcF-r' -Hd 

Cl Cl Cl Cl Cl Cl 


Ci 7 v r-- '•o iH r-- il i-- */_■ d *1 i- 

7- 'O il F-t X' -ti no d X 7 . 1 - 

cF rH y: •£ 1 1 r-I r-T -h i - d' no i - 

C I C I rH fH f— i F-^ F — 1 r-i fH C i C I C I 


d I'p C! 7 . 1— Cp d lO c d I— te d 'O -Cp ».e r-i j, d Fe r- -h o ► 

c I Ci 11 r il -i^ d .Hi 1 1 1.1 1.1 x^ c Cl -fi^ • 1 '.r *o . fh d re x^ i - i 

/i‘ x' I - 71 cF rH -z c' r; c' c' Cp x' i -* i - 1 - i - .rl cl f-T hF c i : 

Cl Cl Cl Cl fH Cl Cl Cl CJ 71 Cl fH r -1 rH I— rH f-i r-M r-i rH Cl Cl M r 


Cl Cl .Cl Cl Cl Cl 
Oi 7i c- Ci Cr Ci 


Cl e» I - I - r- “ 71 <1 Cl Cl c 
Hi 7 . no pH r- /; Hi il ii 7 . re “ 
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71 Cl Cl “ r 7. Cl 7. 'O “■ 
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cF rH c cFcf pH 
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ir 
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r-^ fH f-H fH pH f-H f — 1 ?— i r— ■ C I Cl 
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Cl d d - r ' ^ 'nii 3 3 ’O 7 . d 71 

•X 7 .' Hi' no 3 ' cF *0 d’ 7 - I - 1.1 
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Ci QC I- c<5 no JO 1-- O O a* O QO O Cl C. Ci O CO O lO r-l r/0 a; 'D lO 

ID no no no ■’O t'- I-- no Cl Cl t-i JO C' co -1< ko co i i c- O <N 

cojococo cojocojocojojoro^^jojort< 


no Cl CO »o JO c- CM - 
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I//) Includes Rb. S crores of Internal Dills of Exchitnt'e. (0) Includes Hr*. I’i cniros of Iiitorniil Bills of Exchunue. ci Includes Ra. crores of Iiit^*rn;iJ P>ills of Exchiinije. 

(f/ 1 Includes Rs. 4 crores of Internal Bills of Exchange. (c) Includes Ks. 2 cron-s of Interuiil Bills of Exchang»\ (/") Includes Ks. C) croiN s <jf Iiit* pnal Dills of Exchange. 



Suihrnetit hlyhei^t and io^ct.d inarkH prices of Ttleijraphic Transfers in Calcutta on London, 
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llATli: OP KX(MIAN0K from 
I'kicr Indkx Numijer. Calcutta on London on 

TliK IST OF TUB MONTH. 
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(//) KfonoinisI hulox iniiiiluM*. 

(h) riiitoil Stales l>\ireiiuof Lnlumr Index iniinLor. 

(r) hulex nninbor of wliob-siile prices in of followin^^ coniMioditios : — 

Cereals, Tnlses, Sn^'ar, 'rea, otlier food articles. Oil seeds, Oil (mustard), (raw), .Into 
f man u fact uri's), (^)tton (raw), Ooltoii (fivuiu fact u res), Ollier textiles (Wool and Silk), 
Hides and Skins, Metals, Other raw and maniifactured arliides ami Bnildin^^ materials 
('Ik'ak w«jod). 
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Api’kxuix VIH. 

SlaknwHi slivirhij) loans taken Inj the Inijicrial Hank I'roin ('iirremn aiul tin lUtnh 
ami rash /toslfioa of the Hank trhrii the loans irnr fakvn or rr[•ai'/. 
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(r<) 'WJuTt* till' of tliH \vot>kl,v of IliP all'aii'S of tlio IiM|>iTi:il Ikmk an- iliHi-i-i-iii 

from tliow! ill (loliuim 1, tho cash liahiiici! :ui<l perccnlagc liguri's of the ii«‘Xt weekly ^.t•ilt•Illl•nl 
are ffi'eii. 


Appendix L\. 

Mevioranihiin of proreduir noir in force for thr issue, of rnnrnry i.otrs ayainst 

bills of nrhanijr. 

(1) Thfi Managing; (.Joveriiors of tin* rmperial Bank of India will ialorin tin* 
Controller of the Ctirreney to wliiit extent they desire notes to he issued, and 
when. 

{tl) No loan shall he made until the Bank rate rises to h per rent. '1 In* entire 
amount, outstanding at tiny time shall hear interest at Hank rate subject to a 
minimum limit of (5 per rent, for the first lour erores and of 7 per cent, lor the 
subsecjuent eight crores. The Bank shall he entitled to deduct from theamounl yl 
interest payable any amounts proved to the satisfaction of tlx* Controller ot the 
Currciiey to have Ixjen paid by them on account of stamp duty on hills hehl by 
the- Bank on behalf of the (hirreiu-y Department. 

(3) The Local Head Office of the Imperial Bank at (Calcutta will ])rcsent to 
the (k)ntroller a demand promissmy note for the whole amount, or for sm h port ion 
of it as may be required from time to time not exceeding such amount in tim 
aggregate, with a certificate to the effect that internal hills or hundis which sal isly 
the coiulitions prescribed in and under the provisions of section *20 of .\ct X of 
1923 and whose discounte<l value docs not fall short of the amount of the loan 
required, are held by the Bank on behalf of the Currency Dejiartment. 
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(4) The shjill ho at lil»oi’f}' to vary the hills f’roni time to time so long as 
the above oonditioiis are satisfied. 

(5) 'I'lie Bank is autliori.stMl to discharge and deal with hills as they fall due 
or are retired under rehatc, provided always that no bills held against the issue 
(d‘ eiirreticy notes shall l)e withdrawn froii] the (Joverninent of India |H)rtfolio or 
discliarge/l without a. torrospomling reduction in the amount of the loan or a 
deposit of fresh hills for an equal amount. I’he Bank will be entitled to withdraw 
hills without specijd .sanction equal in amount to any repayments made by them. 

((}) The loan will be made from Currency at Calcutta to the l.(x:al Head Oflice 
of the finperial Bank under the orders of tlie Controller to the amount stated in 
till* demaml promisory note on reeeipt of the documents prescribed in (3) alxwe 
which shall Ix' surrendered on the Bank’s repaying the loan with interest. 


Arruxnix X, 

Sffiti nienl ijii'iDg the mnnunt (if deimmi dnifh purchased and drafts and telcpraphk 
Iran.fcrs paid In each circle of the Imperird Banh from 1920. 

DkMANU DuAKTS PujK'IIA.SEn. 
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192(1 

1921. 

1922. 

192:5. 

1924. 


2ti(l 

Isl 

2ti.l 

lat 


ut 

2iia 

IhI 

2iid 


Hair 

Half 

Malt: 

Half 

Hair 

Half 

Half 

Half 

Half 


Year. 

Year. 


Ytar. 

Year. 

Yi-'ar. 

Y«'ar. 

Yi'ar. 

Year. 


Ds. 

Ks. 

Rh. 

I?H. ! 

its. 

its. 

Hrt. 

Hs. 

Kh. 

Ilt'iif'al ( 'irch* 

li,21 

TOO 


9, (if) ! 

18,1>S 

lG,i:', 

27,07 

23, GG 

;5:5,r)i 

l5oinbay (.^irclt 

4,:59 

4,7s 

9,72 

i>,r)0 i 

11,00 

IS, 92 

IS, 91 

2S,GG 

17,S4 

Mai Iran (9r(il<* 

i2,r)S 

1(1, :;i 

1 

13,29 j 

11,75 

1G,:«) 

10,.5() 

18.:U) 

i2,5ri 

Tinwii 

:5j,is 

2(1,19 

.•w,o;{ 

.32,11 j 

41,73 

.51, .35 

5G,4S 

70,G2 

(5:5, 9:5 


DitAFTS 

AND 'I'F.l.KOKAI’nie 

Tuansfkrs 

Paid. 



Dcngal Dirclo 

12, M 

j(;,9r) 

1 17,'t2 1 

1 22,1:1 

24,53 

22,:u 

; 22,SO 

2G,99 

:54,:5i 

Bniubay (Tircl 

.'vis 

. i(;,7i 

7,15 1 

1 21, SO 

20,02 1 

2G,:w 

i 25, 0:1 

30,94 

27,10 

Madras Circle 

7,0:} 

. 9,:5i 

8,s:> 

iu,ii; 

7,17 

9,:{9 

i 9,:’.o 

12 , 1 :$ 

9,9(5 

roTAb 

! 21, G.'-. 

12,97 

1 

.51, GO 

52,03 1 

.5S,11 

1 57,l;5 

70, .3G ! 

71,:57 


Aei’K.NDi.’c XI. 


Statement ijiviiiij daihi fiipircs of stcrlinif purchases in India from 1923 21, together 

with figures of t’oiincil Sales. 


Untf. 



Coiiiidl 

Sterling' 




sale 

pnrohaHes 



Flai.c. 

(in thon- 

(ill tlion- ! 

Dafcf*. 

Ilafce. 


.^aiiils ot 

.<4ands of 




rupee.H). 

poiiiidR). 




Council 

Halo 

(in thoii- 


j Storlinff 
I pnrcliaHOfl 
(in thou- 


Handa of aanda of 
ni]>ccfl), ponnda). 


Jst May, 1112:5 . 

J)c. 

2iul May, 192:5 . 
4tli May, 192:1 . 
SI h May, 192:1 . 
Do. 

IMh May, 192:5 . 
Do. 

22I1.I Mav, 192:5. 
Do. 

29th May, 192:5 . 
Do. 

Tith June, 192:5 . 
Do. 


; 1 

l| 


50 

9tb Juno, 1923 ... 

1 

4i 

-- - 

25 

i 1 



50 

12th .Iiino, 1923... 

1 

ii'.- 

20,20 

— 

i 1 



105 

Do. 

1 

4i 

9,80 



! 1 

4,'., 

i 

50 

16th Juno, 1923... 

1 

4A 


25 

1 

4i 

4,29 


. IHth June, 192.1... 

1 

4jiif 


125 

1 

4f'« 

2.5,71 

— 

19lh June, 1923... 

1 

4i‘, 

19,10 


1 

4 A 

1.5,00 

— 

ii 

1 

4i 

20,90 

— 

1 


15,00 

— 

!{ 26th June, 1923... 

1 

4il 

7.35 


1 

4,'., 1 

I 1G,(M) 

— 

Do. 

1 

4/s 1 

32,65 

— 

1 

4.;'., ! 

.5,(K) 

— 

! 3rd July, 1923 ... 

I 

4rf‘, ! 

21,79 

— 

1 

4',’; ' 

; 25,39 

— 

1 Do. 

1 

4i 1 

15,21 

— 

1 

4:i'9 

: 4,61 

1 

1 

1 Do. 

1 

4,''s- 

3,00 


1 

4.‘« 

22,1 G 


j; 5lh July, 192.3 ... 

1 

ili 

1 

25 

1 

1 

4;;'2 j 

7,84 

1 

1 6th July, 1923 ... 

1 

A A 

1 

1 

250 



APPENDIX 3 . 


Date. 


7t.h.liily, . 
lOUiJuIy, 

Do. 

17th July, litas . 
Do. 

24th July, litas . 
Do. 

Slst July, litas . 
7th Aug., Iii2:i . 
Mth Aug., isas. 
4th Sopt., litas . 

Do. 

«th sopt., litas . 
10th Sopt., litas. 
Do. 

iith Sopt., litas. 

I7tli Sopt., 192S. 
18th Sopt., 1923. 
20th Sopt., litas. 
aiHt Soi.t., 1923 . 
Do. 

Do. 

aaiui Sopt., litas. 
aSthSept, 1923. 
Do. 

acth Sept., 1923. 
2iid Oct., 1923 . 
Slh Oct., 1923 . 
itth Oct., lita-S . 
nth Oct., litas . ' 

ir.th Oct., 1923 . I 

U)tli Ool., 1923 . i 

Do. I 

17th Oct., 1923 . ' 

20th Oct., 1923 . 
aSnd Oct., 1923 . I 
Do. 

Do. 

asni o<-.t., litas . 

Do. 

24th Oct., 1923 . 
26th Oct., *1923 . i 
Do. 

Do. 

27th Oct., litas . 
2ittli Oct., 1923 . 
SlBt Oct., 1923 . 
6th Nov., 1923 . 
Ktth Nov., 1923 . 
Do. 

12th 1,’ov., 1923 . 
13th Nov., 1923 . 
Do. 

16th Nov., 1923 . 
17th Nov., 1923 . 
Do. 

19th Nov., 1923 . 
2()th Nov., 1923 . 
Do. 

24th Nov., 1923 . 
Do. 

26th Nov., 1923 . 
27th Nov., 1923. 
Do. 

29th Nov., 192:5. 
30th Nov., 1923. 
Do. 

4th Dec., 192.3 . 
Do. 

27th Doc., 1923 . 
Do. 

iBt Jan., 1924 . 
12th Jan., 1924 . 


3V 



(•uiiuril 

Sterling 

1 

1 

(joiliicil SliTliiii;; 


Hulr 

puruliasoH 


j 

Sitlo piircli;».-i'S 

Kale. 

On tliou- 

(.ill Ihou- 

Dah*. 


On OiDii- 


hiiTuls of 

WTiiis of 



Sill Ills of souls uf 


nip4*eH). 

poundeiV 


i 

rupePH'). pttunil-*). 

.S-. if. 




.<f r/. 


1 4:,^ 

— 

L»r) 

22iiil Jim., 1921 ... 

I 

:i5,oo — 

1 41 

27,3(1 

— 

23r.l Jim., 11124 ... 

1 

— 50 

1 

12,7(t 

— 

21th Jan.. 1921 ... 

1 5 

— 115 

1 4,', 

18,89 

— 

2.31 h. Ian., 1921 ... 

I 5 

‘*5 

1 H' 

21,11 

— 

.3th l-'ch., 1921 ... 

1 5 •; 

1,50 — 

1 4 ' 

^ ’ll. 

27,2(1 

— 

Ilth I'Vh., 1921 ... 

1 5:'; 

NO 

1 4,', 

1. 2,8(1 

— 

Do. 


— 75 

1 4,'„ 

il,(l(1 

— 

lath I'Vb., 19 '1 ... 

1 

i:io 

1 li'o 

;'),(Kt 

— 

ICth hch., litai ... 

5 

275 

1 -I.,', 

2.3,(M) 

— 

18lh l-VI)., 1921 ... 

1 •> I'li 

— ;io 

1 I.V 

(:,(;7 

— 

12th Mar., 1921 ... 

1 4,;:. 

S5 

1 4,^-, 

i:i,33 


1 24tli .Mar., 1924... 

1 4;| 

150 

1 41 

— 

2r)0 

2.3th .Mar., 1924 ... 

1 

— 51)0 

1 li 

— 

:\i)h 

9th April, 1924 ... 

1 li 

255 

1 i-A 

— 

25 

Kith .April, 1921... 

1 4.i 

515 

1 4,', 

:20,n(i 

— 

; 11th April, 1924 . 

1 i;ij 

.25 

1 !■', 

— 

j:;o 

1 12th Ai.ril, 1924... 

1 4- 

170 

1 4,- 


— 

1 14 III April, 

1 i:v; 

r»25 

1 4j 

— 

:;sr) 

15th April, 

1 4|;: 

— 200 

1 4:-', 

— 

:2r)0 

Kith April, 1024... 

1 I’.- 

— 55 

1 4| 

— 

I >5 

Do. 

1 I!,! 

21M) 

1 4,;. 

— 

275 

i I7lh April, 11)21... 

1 4:;i 

150 

1 4,;. 

— 


April, 11)21... 

1 4-;.i 

ir»(i 

1 4,’, 

1,(H) 


2:5nl April, 11)21... 

1 1 

:(.3() 

1 4,', 



Do. 

1 if 

•1 1:3 

1 1| 

— 

215 

24tli April, 11124... 

1 1; 

575 

1 4i 

;uvH) 

— 

Do. 

J i;i 

1120 

1 4,;, 

— 

no 

Do. 

1 i|;: 

250 

1 111 


. .. 

.251 h April, 1 1^2 1... 

1 11;: 

— 175 

1 4i;i 


10 

nth Muy, 11)21 ... 

1 ii;: 

ISO 

1 4i:i 


KM) 

Do. 

1 4.:'; 

21)5 

1 i',-' 


— 

21)lJi May, 11)21 ... 

1 11;: 

150 

1 41:; 


— 

:50fh Ma\, r.)24 ... 

1 i|;; 

175 

1 4.1 

— : 

1*25 

7 til .111 Ilf, 11)21 ... 

J M;: 

:;uo 

1 1'.;; 

— 1 

:i7o 

l)th .Tiiiif, 11)21 ... 

1 'ii;. 

— so 

1 4li 

— 1 

105 

loth .Iiino, 11)24 ... 

1 1-11 

1 75 

1 1 " 

— 

500 

i:i(h .111110,11)21... 

1 1 I'ii 

250 

1 ii:: 


;)oo 

l ull .liino, r.)2 1 ... 1 

1 1 i:;,i 

— loo 

1 4|i 

40,(H) j 


1 )o. 

1 1 .3 

2(M> 

1 41,' 

10,00 : 

— 

Kith .Iiino, r.)21 ... 

i 1 .3 

51 Ml 

1 4^i 

1 

m) 

Do. 1 

1 1 h,'. 

75 

1 Vi 

■ ■ 1 

l L*O0 

17lh .111110,11)21 ... 


; 100 

.1 4“;j 

■ — 

1 r>50 

Do, 

' ' 3,', 

! ;*,05 

1 l{;l 

1 — 

1 J50 

nih .hilv, 11)24 ... 

1 3,;, 

' -- I'.OO 

1 1' ‘ 

' ' 1 i; 



1 loo 

15lh .July, 11)21 ... 

1 3; 

150 

1 li;l 

i j 

” I 

1 155 

Do. 

1 3:.3 

— 50 

1 41‘ 

1 i 

.‘*50 

Do. 

1 

loo 

1 «f : 

1,(K(,(I(I 1 

1 — 

JTth.JuIv, 11)21 ... 

: 1 3,‘: 

— 15(1 

1 J|;l ' 


115 

Do! 

1 1 3,\ 

.... ^ 1(1(1 

1 4i'.l i 

j 

150 , 

Do. 

' 1 3,i, 

200 

1 411 

— i 

250 ; 

iMh .July, 11)24 ... 

1 .3} 

— . 5oo 

1 4:-|:j 

: iwo I 



Do. 

1 3..’, 

150 

1 4i 

MViO 

— 

21st .Julv, 11)21 ... 

1 r.i 

75 

1 4|;1 

1 — 

:*5o 

J)n. 

J 3,v', 

200 

1 41;] 

1 _ 

1 

250 ; 

; 22ihI. I nly, 11)24... 

1 .3',:i 

— 250 

1 i:|,l 


5(M) 

Do. 

1 .3'.] 

— 25 

1 .V 

— 

;5oo 

2;ir.l .Tilly, 11)21 ... 

1 5'.j 

25< ) 

I Jil'i 

12,86 

1 

2Sth,luly, 11)21 ... 

1 3.\i 

— 505 

1 h 

.37,1 1 

— 

nil Auf;., 11)21 ... 

1 3ii 

:5oo 

1 .3,', 

— 

5<M) 

20t.li Aii^c., 11)21 ... 

1 

— 1120 

1 it.'ii 1 

! 

200 i 

Do. 

1 3'C 

200 

1 

— 

UK) ; 

21 st Ang., 11)24 ... 

1 .3:',J 

175 

1 

10,00 

— 1 

, 4th Sopt., 11)21 ... 

1 h,'. 

275 

1 


— 

i iSth Sopt., Il)2t ... 

> 3,', 

250 

1 oi 

— 

100 

9lh Sept., 1921 ... 

1 31 ;J 

175 

1 5,'. 

— 

400 

Ilth Sept., 1924... 

1 3,15 

250 

1 hi 

— 

400 

12th Sept., 1921 ... 

1 31:; 

! -- 75 

1 5,'.. 

2«,00 

— 

l.'tt.h Sept., 1921 ... 

1 51." 

— 50 

1 i)i' 

1,00 

— 

1.3tliSept., 1924... 

1 m 

— 50 

1 5i 

— 

5(K) 

16th Sept., 1921 ... 

1 3.i 

145 


— 

175 

17th Sept., 1924 ... 

1 5.^ 

550 

1 5A 

50,00 

— 

Do. 

4 3,1 J 

— 1 fiOO 

1 A 

A *>1(! 

— 

100 

18th Sept., 1924 ... 

1 5,“. 

1 

— (I(K) 


0 8 


6W98 



ItOYAL (COMMISSION ON INDIAN CUUUKNC.Y AND I’lNANOE 







('(jiiJieii 

.Sterliiijr 1 


1 


('(iiincil 

■ SU>rlin{|r 




Hale. 

piirchafti:H.i 


1 


Half. 

' ]iiircba.«e: 

half. 

Ilttte. 

(T)i tlimi- i 

(111 ttlOll- 

Date 

hate*. 

(In thou- 

(Jii thou< 




NniidH of 

HanilH of 1 




S MllldH of 

huikIh of 





})(juii(1h). 1 




j rupees). 

1 

pounds). 


j 

j s. 

(L 



' 

; 

s. 

(L 



r.Mli Srj)i., 

1 

r 1 :• 

- 


lOtli Feb., 11)27) ... 

1 


2;'>,(MI 

— 

Do. 

1 


- 

;»)() 

1 17th Kel)., lllSf) .. 

1 

t; 

i;i,.’)() 

- 

... 

1 


— ■ 

7)77) 

21th Feb., 11)27) ... 

1 

() 

l.(Mi,(MI 

— 

•'•-’ii.l IDcil... 

J 


— 

200 

; .‘>ni 1^1 511*., 11)2') ... 

1 

t; 

I,(.MI,(M) 

— 

Do. 

1 

.-.1 1 

1 i: 

- 

7)0 

! lOtli Miir., J‘12.') ... 

I 

i; 

•J,(MI 


J.Mlh Srpt., r.>2l... 

1 


— 

IT.'i 

lath Miiv, 11)2.') ... 

l 

{) 


477) 

Do. 

1 

f>:iy 

... 

400 

: 21)1 h May, 11)27) ... 

1 

r» 


4(M) 

ijTth Si'pi., ... 

1 

•’■*;! 

— 

iKKI 

.‘loth Milv, .1'I2^ ... 

1 

5 


10 

oiiiii Sfj.t., i;tr2i... 

i 1 


2(MM) 

— 

2ml June, 11)27) .. 

J 

t; 


70 

Do. 

I 


21, (It) 

— 

Ith .Inm*, 11)27) . 

1 

i) 

j 

105 

1 )o. 

1 


r),D4 


7)1 h June, 11)27) ... 

I 

{] 

i 

77)0 

■•'ll.l Ocl., J'.tx’l ... 

1 

r.!;! 

— 

()(K) 

tUh June, 11)27) ... 

1 

I'l 

• 

i,:i:$() 

J>o. 

1 


- 

:m 

i Do. 

J 

li.Vi 


17)7) 

Do. 

1 

•Vi 

... 

i:i7) 

i Sth June, 11)27) ... 

1 

*I:»'- 


:17() 

Del., im .. 

I 

•"»i 

- 

7)(‘)i) 

l»th June, 11127) ... 

1 



925 

Do. 

1 

iiai; 


TtH) 

Do. 

1 

*I,'.l 


37), S 

Do. 

J 

•'> 1 ii 

- 

427) 

lOtb June, 11)27) .. 

1 

‘Il'.l 


5t;s 

iih O. I., i:t2i ... 

I 

r.ii 

— 

207) 

Do. 

1 

•i^y 


205^ 

(Uh Od., ... 

I 


— 

12.') 

22ii<l June, 11)27)... 

1 

li;.: 


127) 

Till Od.. liH'l ... 

1 


itvo 


.2Jril .Inne, 11)27).. 

1 

*Il'd 

... 

nco 

J)o. 

I 




21th June, 11)27) ... 

1 




1,317) 

Do. 

1 


M,()7 



27»th June, 11)27) ... 

1 

'i.A 


;i;{,i 

Sill Oct.. I'.I-.M ... 

1 


— 

.’it Ml 

ItJi July, 11)27) ... 

J 

'il 

' 

115 

Do. 

1 


— 

TilM) 

6th .July. i:»2r) ... 

1 

til 

- 

717) 

Do. 

1 



.')(MI 

nth .July, 1112;') ... 

J 

<u 

— 

50 

J)o. 

I 

'■•i 

- 

.')(H) 

Kill) .Inly, 1112.') ... 

1 

'ii 


r.Ki 

\h\\ (ui., vm ... 

1 

'■•1 

— 

(KM) 

mil .Inly. 1112.') . 

J 


-- 

75 

Do. 

1 

(> '{'rt 

— 

1 :’.2() 

2S(h .Inly, 1112;) ... 

.1 

'iA 


125 

Do. 

1 

'in; 


;i.s() 

21llh .inly, 1112.^) ... 

J 

m 


SO 

1 Kti Oct., ... 

1 




:40tli Julv, 11)27) ... 

J 

)i.'. 


‘jr> 

1 )o. 

1 

ti 

2;Vt)t) 



.•’.nl .Vu},'.. 1112.’) ... 

J 

lii 


CO 

ITili Oct., r.i;.M ... 

1 



ISO 

otli Ault., 11)27) ... 

1 

Hi 


10 

I >o. 

1 

'iA 


2i:> 

: lUh Au;l,^, l'.)2r) ... 

J 

‘i; 


50 

ISih Orr., ... 

1 

'i.A 


:')(M) 

7lh AujLs^, 11)27) ... 

1 



lao 

I'lUh Del., ... 

1 


1 

1 (Km) 

Sill Au^,^, 11)27) ... 

J 

'!A 


lid 

Oet., rj-ii ... 

1 

i) 

r)i-,oo ; 

1 

loth Aufr., 11)27)... 

1 

ti; 

' 


Do. 

1 


«,()0 . 

1 

Jltb Auk., 11)27)... 

J 

'ii 


ii.'^l 

Do. ... I 

J 


10,00 

- 

ISib Auk-, 11)27) .. 

1 

'ii 


20 

‘j.sih Del., lii-Jl ... : 

1 

fi 

7)7,: )2 

- 

20tli Auk., J1)-»’» •• 

1 



i:5() 

Do. 

1 


ll,l»s 


21 si Auk., 11)2."» ... 

1 

(i; 


no 

Do. 

1 

i’mV. 

],00 

i - 

22ml Ai»k., 1‘J27)... 

1 

•'i 

j 

no 

:;oi]i Oct., iiw-i .. 

1 



1 'M> 

24lh Auk., l'J20 .. 

1 

•ii 

! ■■ 1 

(if.r> 

■Ith Nov.. .. 

1 

0 

:),oi) 

, 

27)1 b Auk > t •• 

1 

(i.; 


.'ino 

Do. 

J 


17,00 


2<)lh Auk., 1920 .. 

1 

•il 

' 

r)4o 

Nov., r.>2i... 

' 1 

til'd 

..V 

:no 

27t.h Auk., 19i27) ... 

J 



to:* 

‘-Mill Nov., i'.cM ... 

■ 1 

ti.v. 

— 

117) 

Do. 

J 

'i;.\ 

.... 

70 

Nov., \\m ... 

1 


S,00 ! 

i — 

2Stb Aug., 1927).. 

J 


— 

020 

rjr>ih Nov., ... 

1 

til'd 

! 

; 217) 

2l)tb Aug., 1927)... 

1 

'■'..I. 


2,2no 

27lli Nov., I1»2I ... 

I 

til'd ' 

- i 

1 20 

Jlsl .Aug., J92o ... 

J 

'ill; 


175 

2Sth Nov., I'.»24 ... 

1 

»I.*d 

1 

JO 

1st Sept., 1927) ... 

1 

'in; 


.'10 

riiMii Nov., ... 

1 

tl Id 

! 

(io 

i 7)lli 8ept., 1927> ... 

1 

; 

-- 

30 

Ui Doe., 11)24 ... 

I 

til'd 

— 

:hm) 

7th Sept., 1927) ... 

1 

'i I f. : 


175 

2iul Dee., r.»21 ... 

1 

tV/l; 

2,1 H) 

— 

(Slh Sept., 1927) .. 

1 

'i^’f, : 

1 

50 

Do. 

1 

(i 1 

i: 

:i:uii . 


lOlli Sept., 1927) ... 

1 

'5r>, ■ 

, — ^ 

2 no 

Do. 

1 

tl;.',. : 

cijii) ! 


Ilth Sept. , 1927)... 

1 

'i I'c ' 

1 

4«.j 

;ir.l Dee., 11)21 .. 

1 

tl.'a 

1 

10 

12ili S'*pt., 19.25 ... 

1 

li|''., 

— 1 

430 

ICth Dee., VM ... 

I 

i; 

:;o,uo ; 


Mill Sept., 1925... 

1 

0,'V 


1,080 

l(SUi Doe., 11)21 ... 

1 

t>i'.; 

— 

277) 

I7)th Sept., 1927) ... 

I 

'il''J 


4C3 

VMh Dee., Il»:>l ... 

1 

•I,'.; 

i 

(')0() 

Hhh Sept., 1927)... 

1 

'itV, : 

— 

42.') 

Do. 

1 

tial 

! 

22i\ : 

2Sth Sept., 1927).. . 

1 

'iiAf : 

— 

200 

201 h Dee., 1024 ... 

1 

r» jii 

^ j 

;ioo ‘ 

, 29th Se.pt., LIW)... 

1 

'ir''.i ! 

— 

150 

D(». 

1 

t)i‘ 

— i 

oO i 

i 30tli Sept., 1925... 

1 

•■'i"f. ! 


KM) 

22ml Dec., 11)21... 

J 

tii ■ 

— 

17)0 1 

3ra Oct., 1927) ... 

1 

.4 
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Memorandum on “ Stabilisation of Exchange ” submitted by Mr. A. C. 
McWatters, C.I.E., I.C.S., Secretary to the Government of India, Finance 
Department. 

(Iliis M(*iii()raii(linn n‘|)rescnts tin* result ol' (listiissimis In'twocu Sir Hasil 
Hlaekett, Mr. Deiiiiiii^ and mysoll', and is iml. pul forward as an expression of the 
tile views of the (loverimient of India.) 

Ih'sirnhi/tji/ oj nmf miuislfr lor sluhl/isuti'rii. It may he aeeepted 

witlioiii (jue.sliou that tliere is a oem'ral desire, both on the Mart of tlu* puldii’ and 
oil the jiai’t ()l (joveriuuent tliat t he o.xehauj^e value of I la* rupee shonld Im* st ahiliM'd 
as early as praeticable and nnido, so t.ar as possible, independent of ( loverninent 
eoiitrol. , So long as the woi-ld's eiirreiieies <^enerally were in a .-jlale of di.sorder. 
any attempt to stabilise the inpee exehan<;e would have exposed India to the 
.serious da nj>er of larj'o inoveinents in internal prieosand to »on.se<(U('nl dislocation 
of trade on account id' the necessary read JustimMits. So lonj^, moreover, as slerliii!,' 
continued to lluctuate in terms td" ijjold, one jj:r<‘al obstach* remained in tin* wav of 
siidiilisation since stabilisation in t»*rm.s id' eold would have meant continued 
lllicluation in terms of slerlinu; and the orealer part (d‘ India's foreie;n tr.adc i ; 
conducted with sterlinjf i onidries oi‘ throuffh the meilinm <d‘ slerlim,'. ( 'onsiderablc 
progress has been made in restoring tlie world’s currencies and the primarv 
obstaele hasyow heen removed by the reversion <d‘ the I'nitetl Kingdom to the golil 
standard. A.s.suming that there can be eonlideme in the aliility of the United 
Kingdom to remain on the gold standard, stabilisation (d‘ the Indian nirrencv in 
terms both of gol«l and sterling has within the last few months beioine a praclic.-d 
possibilit y. The lixalic.n of the ru pee exeha nge in terms i>f gold ni'ci'ssarilv means 
that Avorld changes ii' the value of gold and in particular the nionelarv policy 
in the United States of Aineric.i will ivact on internal prices in India. Itiil .■.^ncii 
risk as is involved in this is worth taking in view of the great advantages of 
stabilisation, and the main probhmi involved in stabili.sal ion b(‘comes the lixation 
of a rate which wi/1 be in the best interests of Imlia as a whole :ind which can lx* 
maintained effectively. 

2. Prf'.sriil PoKitinn of hlrrhainji'. Tn a separate Memorandum a historical 
revioAV has been attem|)ted <if the measures adopted by (jovcrnment in connection 
with exchange and currency, e.specially during the last six* years since the 
Habington Smith Committee [iresented its Weport. 'I'he original policy which 
aimed at maintaining the rupee at 2.s. gold afid snb.seijuenlly at 2.'-. .sterling having 
failed, the policy during tlu- years immediately following may be said to have been 
to check the. dowinvard movement of the rupee .and to raise it to the h'vel <d‘ the 
pre. war rate. These measures involved the contraction of. or rather the avoidance 
of additions to, the l urrencv. The level of l.s. Ail. sterling was reached elTeclividy 
by .lanuary 11)2^, though the l.s. Ad. gold level was not reachetl until .about October 
11)24. .At t hat time the sterling exchange was approxim.ately at I.'-, (k/. but iluring 
the Aviider and spring of ll)24-2o sterling w.as steadily .appreciating in 
terms of gold and the tw'o have, been a|)proxim.ately on a par since April 11)25, 
The measures taken in India since Octoln'r, 11)24. h.ave included considerabh' 
additions to the curreuiy and have re.sulted in preventing the ri.se of the ru[)e(' 
above I.’''. {\d. sterling (more recently alxive t he upper g<ild poiid of .a|>]>roximalely 

di’ioA), but the simultaneous ri.se in the sterling dollar exchange has m.adc 
l.s. (k/. sterling approximately the same as l.s. tW. gold. 

• 

3. Since the result of fixation cd' an exchange level alxivc the present 
rate may be assumed to be a, lowering of internal jirices in India and conversely 
the fixatioti of a lower rate will mean an increase of internal prices, .ittention is 
.invited to the comparative staiemeut of prices included in the scp.irate historical 
Memorandum which has been itresenteil to the (’ommission. '1 lu' gmn'ral level 
of prices, which remained remarkably sternly ihronghont the yc'ars 11)22, 11)24 
and 11)24. Ims in the current year shown a downward tendem y in harmony with 
sterling prices, and is now in the neighbourhood of (It) per cent, above the pre war 
level. The dilTerencc lietween dilTerent elmsses of articles is, however, considerable 
as shown by the following table, which is taken from the Indian 'I’rade .lournal of 
24th September, 1925. 
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I In; lor iliily, 11 ) 14 , aio rcj)n‘st'nU;(l by llic ligurc 100 . 


W liiilf.anlc iir'n'v.a in Aitfinsl 

('-.\i.ci;tta : 


JAumI ijrains. 

Siit/iir. 

Ten. , 

Ollu^r food 

Cr,rul.'<. 

/‘ill SIS. 


artideii. 

i;ts 

lis 

l.M) 

l.TS 

171 


Oil sfii’ih. 


MS 


Jn/i‘ 


nnr. 


i:il 


l.'olliin nnr. 

ai.j 


Jutr nunnijiif/iirt.'i. 
177 


Col/on vKiunfnrtnnis. 

ar»o’ 


.1// t'ltminotlilicK. 
157 


•Making diu; allowaiuv i'ur the iiievitulile margin ol‘ iiuiiriinuy in all siieli 
ligiiifs, it may at any rale be said that the level oi' food grain prices is apjireeiably 
lielow I he general level, in this eoiineetion the unusual si'ijaeiiee of four good 
monsoons has to be taken into account. Certain I'lasses of other agricultural 
jiroduci!, however, c.j/., raw cotton, arc .staudiiig at a muih higlier level. 

>:\s in all other countries thei’o has been a geiu'ral break away from the price, 
levels current before the war, though the maximum divergence iu India has been 
.somevvJiat less than in most c.ountries. 

In respeit of long term contracts expressed in rupees which are not alterable 
with changes of prices, the result of this rise in prices, broadly speaking, has been 
to beiielit the debtor at the expensci of the creditor, especially in so far as the former 
is a producer and the bulk of the debtor cla.ss in India an; agriculturists. Tiie 
agi’icultiirist, in so' far as his money debts are cxuiceriied, has benelited by the rise 
in prices, since, agricultural jiroduce will bring in more rupees now than in 11114 . 
The lowering of exebange to .l.v. 4 r/. would give him a further mlditional advantage. 
The rise to the l.s. (5^/. rate is, broadly speaking, at the expcii.se of the debtor class, 
but for the reason given alKivo it may lx=; considered to some extent a readjustment 
of the inc(juality caused by the rise in prices. A particular class of such debts is 
repri'senled by the laml revenue which is ortlinarily settled for a period of lit) ycar.s. 
I'is it- ris (ioveriiment therefore the payer of land revenue (in so far as he is eil her 
himself an agriculturist or is able to get the benefit of higher jirices throngh 
iiu reasing rents) is at an advantage since the real burden of Ids land revenue has 
lieeii reduced. This advantage remains until the land revenue is readjusted at 
reset t lement. 

'file liabington Smith Committee, in paragraplis 44 to 54 of their Itejiort, 
attempted an elaborate analy.sis of the elTccts of higher and lower priies upon 
dilTercnt cla.sses id' the population and on different interests, 'fids analysis sliviws 
that the effect upon different classes, even among producers, as well as upon wage 
eainers and those engaged in industry, is e.x'cectliiigly comjilex. So far as tin; 
prodnciT is concerned- and it is in his interests that higher prices are usually 
advocated- there remains one important consideration that if he has a surjilus 
available for expenditure, this can only Ik; id’ value to him if he purchases somi! 
thing with it, and as the assum})tion is that general ])riccs will have risim. Ids 
surplus for expenditure will go no further than a smaller amount, at a. lower level 
of prices. 1 1 is doubt ful therefore i f the real |)uri hasing power of the agriculturist 
would be much affected by a difference in the level of exchange after the inevitable 
price adjnslments had taken [dace. 

'fhe pre.sent. reluctance of the agricidturist to buy as much cloth as he u.sed 
to do in normal times is not a definite proof that his purchasing [xnver has been 
reduced, fhe main cause seems to Ik* the dispi’o|K)rtionately high level of cloth 
prices. Tb.cre is«evidence that he has lieeii buying gold in large quantities and 
the attraction here seems to be its relative (hea))ness. The jirice of gold has 
recciitly been even below [ire war ratios, while the prices of cotton [liei'c giKids are 
certainly not less than 100 [ler cent. alMive the pre-war level. 'I'hei’e would 81*1*111 
to be a level of [irices at which the cultivator will buy cloth freely, and if prices 
riiv above that figure he will do no more, than satisfy his most urgent requirements 

80 far as the external trade of the country is concerned, the conclusion which 
it is desii'i-d to suggest is that the efi'eit of a higher or lower level of exchange is 
in the long run not of very great inqiortarice. Kx[)orts and inqiorts (in the widest 
.serifK') must eventually balance if the country is to continue to pay its way and 
it is impossible indefinitely to stimulate one at the expense of the other. So far 
as particular classes of tlie community are concerned, the effects in the long run 
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are nut largo except in so lar as those on fixed salaries and wages are concerned 
who may iind dilliculty in eliecting a readjustment Lommensurate with a higher 
level ol jirices. 'I'hese conclusions must, of course, bo qualilied by I he stateiiieiit 
that the larger the alteration in the level of excJiange attempted, llie more dillieult 
becomes the process of readjustment. The immediate elfeet until readjustment 
has taken place may, however, Ije considerable, since wages lend to lag behind 
jiriees, and long term contracts are not susceptil)le of speeily readjustment. The 
producer liierctore, so fai- as be is not handicapped by any special conditions of 
his po.silion or lemire will, if exchungo is lowered, tend to gain in the period of 
readjustment. Similarly, the raising of exchange to a higlier level than !.<. (k/. 
would during the period of readjust ment ojierate to the disailvantage of producers 
and those engageil in industry, and there is no reason to expect that this temporary 
disadvantage would Ik* olTset, as it was when exi hange was rising during 1!)21, by 
any corresjtonding rise in sterling iirices or in world prices generally. It is 
largely for this reason and in consideration particularly of the sjiecial <lilliculties 
with which industries in certain jiarts of India are taceil, that the (.lovernment 
(d‘ India took the view that a in’se in exchange alKive l.v. (w/. was undesirable. 'I'his 
view has received added strength in recent months in lonseiiueuce of the downward 
tendciu-y of Indian prices, since the ILvation of exchange above Is. (ic/. would have 
tiu result of a further lowering of prices and might necessitate a further reailjust 
ment of wages. 

4. I'j/jcct OIL (Juctinimeiit t'lnauoofi. -The Budget of the tlovernment of 
India for the current year was basiul upon a ligurc of l.s. (k/. to the Knpee 
for their slcjling expendiUne. The nett sterling expenditure of the Central 
Uo\ eminent charged lo revenue in the current year s Budget (e.xcluding Uailway 
cxiMMiditure whicli under the .scheme of separation of Ibid way linanccs does not 
enter directly into the general Budget) was .£1H, 5)41,1 00, and the increase in 
Central expenditure it exchange were taken at l.s. 4(/. would be 51,10 lakhs. In 
the liailway Budget- the increase which would similarly have to be allowed for 
in tiieir sterling expenditure would be Ks. 1,01 lakhs, f'lirtlier, the expenditure 
charged to capital would have ijicreased by Iks. 1,08 lakhs under Uailways, 
'2!, liikhs under I’o.sts and Telegraphs and Iks. 05.1,000 under New Delhi. 'I'he 
increase in the liailway capital expenditure wouhl all'cct lK)lh the provision for 
depreciation and tlu? ordinary working expenses on maijitenance for which st-ores 
are issued from capital. 'I'he elfeet on the Uailway Budget might well be such 
as to rccpiirc either an increase <d.’ rates and fares or a revision of the terms on 
whiih the Uailways contribute to general revenues, thus increasing llu* lo.ss to 
general revenues beyond the 3,10 lakhs mentioned above, .\ssnming further that 
prici's in India rose, there would be some extra cxjienditnre on stdres purchased 
III India, and some readjustment of salaries of (lovernment servants, who would 
be alfected by the increased cost, of living, might be iiievitahh'. 

The immediate elfeet on the (loveriimeut of India’s linanies (and to a- le.s.s«>r 
extent on those ol local (loverniiient.s) would be i:onsiderable, and so far as the 
i iirreiit year is coiicm'ned, tJic lixation of e.xchango at l.v. 4f/. would cmtaiiily have 
prevented the reduction which was made of the I’rovincial contributions. 

When however the ullJinatc elfeet on (lovernment linanccs is coiisidm-eil, the 
jHi.s'tion is dillci'ent. hxporimice does not show that an alteration in e.xehaiige 
lias muili permanent elfeet on the external trade, and ultimately some portion of 
the loss might be made up from iiu-.reased customs revenue oil such articles as are 
assesseil on an nd raloicvi basis. Thesr', however are little more than one-half of 
the total, the remainder being tarilfed at specifa; rates of duty. No estimate can 
be framed of any inerea.se wdiieh might result under taxi's on income, such iiicrease 
being in any ease jirobleinal ieal. 'I'he proeeeds id' land revenue (wbieli is 
rriiviiieial) eoiild jiot, as siiowii above, be augmented ixeept over a prolonged 
period. But it is at any rate safe to say tliat while the immediate loss wmild 
be eoiisiderable and would jirobably reipiire fo be made iij> by iiierea.ses in laxa 
tion, if the Budget were to he haliiiieed, and still more if further reductions in 
the rvovineial eontribiitioiis or in existing hirms of taxation wi'iv lontemplated. 
the idtimate loss after readjustment would prohably be eonsideiably less. 

'I'lie same remarks a])])ly, viutuiis mutavdis, to the immediate and nll.imati' 
gain to (lovernment revenues from the lixation of a higher rate than l.s. (id. 

5. Attainincnt and MainleiiaiiVH of the. Neir Ra.tio.—-H‘ any rate other 
than the existing rati? is selected for stabilisation, (be question arises as to the 
means to be ado])ted for reaeliing the new rate and for making it elTei tive. If 
the movement is to be upward, a (xjusiderable period of instability of exchange 
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tiecms likely Lo follow before the I'aLe selected is reached. Allhongh conditions 
at present appear lo point towards strength in tJie e-Vchauge during the coming 
busy scasijn, a policy oi allowing the rule to move upwards would inevitably 
involve tlovernmeut standing out ()f the sterling exchange market for a time and 
might resnlt in tJieir having to meet the iSecrelary of iSlale's I'cipiireinents by 
drawing on the (lold (Standard lieserver or by borrowing in Lomlon. 'J'he 
experience of the years 1921 lo 1923 illustrates how much was required in order 
to raise exchange from about l.v. 3</. even to the pre-war level. For a jtrolouged 
period Couiu il Hills were not ollered and in spite of (ho largo sterling jiayments 
still ctuil inning mainly on War OHice account, sterling loans of large amounts 
were raised during this period. It might well be that the establisliment of a 
higher rate than I.**’. (>//. would again involve borrowing in England or drawing 
on the sterling reserves. A j)eriiMl (or succession of periods) of exceedingly 
tight money in India would (crtainly result and a sc'rions dislocation of trade 
could scarcely be avoided. 

Another l actor which wonid begin to opmate would be the increased induce- 
ment olTered to import gold owing to t he cheapening of its ])rice and this factor 
would add to the dilliculty of supporting exchange at the new level. Taking a 
longer view, we have also to envisage tlie possibility of c.onditions the opposite 
of those whii'h exist lo day which are the result of four g(Mid monsoons. ;\ 
fa’lnie of the mou.s(M)ii next year might at <incc ri'(|nirc bringing into play the 
sterling resouries of (jovernment with the object of sujiporting exi-hangc at Iht! 
higher level. If the level selccDd were unduly high, llu-re might he a serious 
risk of (jovernment’s resources being iusuHiciimt to maintain e.vchangc, if there 
W'cre a series of bad seasons. 

The movement to a rate below l.'>’. <m/. wouhl probably oicur vmy rapiilly. 
riiere is always a considerable amount itf lali-nt demand for remittance to 
Kngland and if the decision to adojit a lower rate were annoniu'cd remitters 
would at once endeavour to obtain the best price for riijiees which they could 
get until the rate announced was teached. The lide would then turn the other 
way and there would be a very large demand for rupees at the new rale. 'I'his 
would have to be met by additiiais to the ciirreiicy. The amount of this may 
jierhaps be judged from the fact (hat in the lir.st six months of (his year, since 
1st .\pril, 1925, even at the slack season id' trade, purclia.-^es of sterling by 
(lovernment aggregating b2l millions, /.e., iwo-t birds of (be lol.il (Jovernment 
rmnitlanees rcquiri'd during the whole yi'ar, were re(|uired to prevent the rate 
from rising above Ofi.r/, We cannot afford to overlook the dangers of the 
position, which would hi* occasioned by such a rapid fail, to importers who bad 
not lived their exchange. The troubles in this res|M’ct oi I92D 21 are a warning 
which it would be f<io1ish to ignore, allhougli the fall in exchange id' tlii.s. period 
wa.s, of course, much gn'ater than any change now contemplated. 

Oiiie the lower level wore reached, (here waaild probably be no dilliculty 
in maintaining it, except in the comlitions I'eferred to in (he next paragra])h. 

(». linllioii, I (tlna of the Uupee and the Ihuiaer of Afeltiiiy. One danger 
which is greater at :i lower rate of exchange is the danger arising from lluetna 
(ions in the price of silver. The ru]tee is a coin of ISO grains,,' fine, and with 
(‘xebange at !.'■•. b/. the melting point of the rupee is I'eached approximately 
when silver prices ri.<c above 4th/. per standard (iUiice in bondon. With 
exchange at bs. Oi/. (he melting point is 48^/. and at I.'-. Hd., ob/. 

'I'be price id' silver before' the war from IS93 lo 1911 varied between 38jj^/. 
(the highest in IS93). and 21 j.'. (the lowest in 1902). and for the greater part of 
the period was below 3(W. During the war and afterwards the lluctuations 
were extreme, the liighe.'^t price being ^9b/. in Eebiuary, 1920, while bv the 
5th March in the following year it hail fallen to tlOjj^/. Tn the last linaneial 
year the lluctuations were between 3(>iV.r/. (in October, 1924) and 31b/. (in 
December, 1921) and tlie latest prices have been in the neigbbourhiKid of 33^/. 

It is not likely that the extreme lincluations of the war will recur except 
in the event of a vorld calamity of a similar magnitude, but it has to be ri'alised 
lhat as long as the ru[»ee is an oveivalued token coin and I'elains its full legal 
lender character, (his danger to the Indian currency system, which w'as the 
principal cau<e ol its breakdown during tbi' war, remains. It is lu'cessary, 
therefore, to U' certain that the rale selected should be one which allow's a. 
sulllcieiit margin of safety. 'I'his margin can only be estimated by those who 
can form a judgment ns to the probable limits of Huetuatinn of silver prices, 
but it is open to quest ion whether a melting jioint of 437. which is less than 77. 
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iibovo tho price rcnclurd l)y silver only l:isl yeiir. allows !i siillicicul m:u‘gin. 
'i'lie margin which was siilliciciil iu the ct)M(lil ions hcioio llic war miglii. well 
prove insulluaeiil now. 

7. Co/irliisioti- I'lie coiulnsioii to wliidi iliis iiienioraiuliiiii iMiiiils is that 
there a|)pear to he disliiict, advantages in ai-ei-pling tlu“ present position and 
retaining the iMte wliich h;is been made ell'eitive lor the last twelve months. 

I ’rices may he said to have adjusted thenis<'lvi’s to this levi'l and no snhslaiitial 
read jnstnnmts \\onhl he rciiuiri'd. In the e\ent »)! stahilisation at a ralt“ 
siihsiajitially higher or lower, readjnstments woidd inevitahly he necessary, in 
the former e\(*nt, such readjustment i-oidd hanilx he i-lleited without a suli 
stantial tightening ot' the money market ami dangers (which are not. negligible) 
to Indian industries (partieulai ly in Hondiay) and to tin' export trade. If a 
lower rate, is selected, it would, for reasons given in paragraph o above, he 
dilVuiilt to avoid considerable disturicanees, especially in the import trade', and 
lor somic time* to come,! the re'aelion eni Iheverniiu'iit s llnancial position would 
he siM'ious. I'iXtra taxatieen, or, at. the least, thee |)e)sl])oin‘me'nl of re'dinlienis of 
taxation and of i-elief to the l‘reivine.e‘.s, would bee inevitable. Kinally, it may he 
said that in view of the e*hange*s in the jirice level since Ihll. lhe*re can 1 h* 
nothing siterosanet about the pre w'ar level of e'Xclmnge, since the change in 
tlm price leve*l has already upset the basis of all preexisting contracts hi‘twe'e*n 
debtor and I'reditor. 
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Memorandum on a Gold Standard for India subniitted by Mr. H. Denning, 

I.O.S., Controller of the Cuirency. 

I iitrodiiclinij. I'his memorjindnm reeprese'iits the* re'sult. of discussions 
Ijctween Sir llasil IllacUetl, Mr. MeWatters and myse'lf. :inel is not put forward 
itsiiii e.xpressioii o.i the views of the (Jovermnent oi' lneli;i. It e.xa mini's the delVcts 
in Ihc pre war svstein ol currenc} and exeluinge. ami ihe* iiitssihle' methods of 
re'medyiiig these' defects. I hi'euigheuil the memoraiiehim it is .i.ssniiu'd llml the 
i tipee w ill he stiiliilised, and for llie purpose of conve'i l iiig gold and ste'i ling values 
itilo rnieee.'^ it is jissiimed llmt sterling renmins :\t parily and that the rate of 
exchange at whic h lIic' iii})e'c is sl;d)ili.se*d is tlie juese'iit rale. Is'. <»^/. 

'2. Main /)e//'cls of the I’re-W ai ('innKici/ aial hirhaiiar Sy.'^fri/t. 'I’he 
main defects of tlie jirewar ctti re'iicy and cxcluinge* sy.sle'm. tisnally desc'rik'd eis 
llie tJold Exclmiige Stiindard, were as follows: 

. (A) 'I'he* maintenance of the system w:is elcpendcnt on the price of 

silver re'iiiaining at suc h a ligiire I hat the hiilliou value* of the* rupee was not 
higher than its c'xe hange value. 

(11) 'I'he rujicH* W'as in reality linhed to stei ling oidy, and the* .system 
ceased to lx* a gold exchange' .standard as soon as ste'i ling dcpree ialed. 

(V.) 'I'he systc'm did not jirovide for the* autoimitie' stabilisation of the 
rnpe'c*. 'I’he legal obligation to give rupee's in exchange* for sovereigns 
W'cudd have prevented the rate of exchange* rising aleove the upper gold 
peeinl, e’vi'ii if (joveriime-nt had not he'c'ii pie'paie'd [o meet fully the'de'inand 
for Conneil hills at I.''. hut lliere wjis no steihitory safegiiarel against 
a fall in the* rate of exc-hange liehiw the* lower gold point. In practice, sue h 
a fall in the rateofexe hange* was pi'e've nte'd In Ihe* .sale of Reve'rse ('oiiiie ils. 
blit (jovi'rnment were* under no slatiilory obligation to lake siie li ae'lioii, 

(I)) Although it was possible for Ihe* public to obtain as miicb addi- 
tional e iirreiu'y as (hey reejiiire'd by huying (’oniicil hills or importing 
sovereigns, there was no aiitomatie- provision for e'onl rae ling (lu* cnri'cncy. 
In so far as llu^ slerling value of He*ve‘rse Coiiiie ils sold w;\s ol)l;iiiie*d hy 
realising sterling seeiirilic's in (he Ibipe*!* ('lerre'juy l^escne. the* ciiri'eiicy 
, was conlraete'd. lint (lovernment could arrange liy l.'orrow iiig from the (Johl 
Staiielare! Ifeserve to nie'c'l sterling payme*iits on ae e'oiiiil of h’e'ver.se* Coiiiicils 
witlioiit ai'TeH'ting the amount of ciirreii(*y in cire idaf ion. In othe*r words, 
when exc'liaiige drtipped to (lie lower gold point. Ihe're* was no aiitomatie' 
dee'i'case in the ciirrcrie y tending to strengthen e'xchange, Imt sncli de*e'i'e*ase* 
depended on the ae*lloii of (ien’eriinu'iit. 

(K) .\s the I'lirre'iK V reserve.^ w’ere divorced from the banking reserves, 
effec'tive* regulation of tJic money market was impossible. 
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3. MHhodx of llitiiivfhfiiHj these Defects.- -In theory, tlic danger of’ a break- 
<lowji of the .system on a( (Miimt of defect (A) (“ould Ije decreased either hv raising 
the par of tlie rupee exchange or by deerca.sing tlie weight or fineness of the ruptH!. 
Recent history has shown conclusively that tliere are insuperable practical dilli- 
culties in raising the par of tluj ru])ee exchange to such an extent that the danger 
of break<lown can be neglected. The alternative of reducing the weight or fineness 
of the rupee was examined fully by the Babington Smith (-urreney Committee, 
and. for the reasons stated in paragrapli 3S of the Report of that Committee, may 
1x1 rejected as imprai tieable as long as the ru|xie is full legal tender. The oidy 
method of remedying defcit (A) completely is to make the silver rujuse a subsidiary 
coin of limit<*(l legal tender and to .substitute foi‘ it other lorms of full legal tender 
currency, either notes or gold. 

4. Defects (B) and (C) could he reme<lied without departing from the gold 
exchange standard, e.ii., it would be possible to jirescrilx' by statute that currency 
notes .should lie payable on demand in ru|»tx*s or in foreign exchange at the option 
of tlu! prc.setiler. ilrovided that, if payment were demanded in foreign exchange, 
a charge might l*e made not greater than the cost of transporting gold to the 
foreign country on which exchange was demanded. Foreign exchange might be 
delined as transfers at the par of exchange on r.ondon or on prescribed foreign 
banks in ccaintries outside Croat Britain, and the (lovernor Cencral in Council 
might be authorised to ]ire.scribe by iiotifieatioji from time to time the foreign banks 
on wliicli t»‘ansf(‘rs would he i.ssued. .subject to the condition that at least one such 
foreign hank situated in a country having a gold stamlard currency must 1x5 so 
|)r<*.scrilK'd. Such a sy.stem would be a real gold exchange .standard, as it would 
involve a statutory obligation to give in exebangi* foi- rupees a foreign currency 
which would be the ccjuivalent of gold, and it would ju'obably be as satisfactory a 
method of remedying defects (B) and (C) as a gold standard with a gold currency 
in circulation. 

fi. With a g«ild exchange standanl. such as lias lx>en sketched above, it would 
ther)relically Ix' possible to remedy defect (D) by amalgamating the Uohl Standard 
Reserve and the Taper (hiiTcncy Ihiserve into a single Currency Reserve. Suih 
an amalgamation, however, presents eonsidc'rable practical difliculties. T'he 
currency of the country would consist of 

(n) overvalued silver rupees I'onvertible into foreign e.xchangc whiih 
W(mld lx* the equivalent of gold, and 

(li) n(»tes convertible into silver rupees or foreign exihange as alxtve. 

The Currency Restuve would, therefore, have to be .so con.stitutcd as to provide 
('•►r (1) the convertibility of notes into ru|x5es, ami (:J) the convertibility of ruj^ecs 
and notes into foreign exchange. Tt would have to consist of silver coin (and, 
possibly, silver bullion). ru|x‘e securities, sterling or other gold securities?, and gi)ld. 
'I’he amount of silver coin and bullion necessary would lx* eompai’atively easy to 
determine, as it would depend entirely on the volume of the note issue, but the 
amount of gold and gold scenrities would have to l)ear a. relation to the volume of 
the note issue plus the dilTorence between the e.xehange and bullion value of the 
rupees in circulation and in hoards. Owing to the fact that at various times very 
large (jnaiititiesof rupees havi* Ix'cn melted and exported, it is imjxissible to frame 
a niasonably accurate estimate of the amount of ru|X5es in circulation. Tt would 
be ])o.s.sible to get over this dillieulty by a.ssnming an outside figure lor the amount 
of rupees now in circulation, but such an a.ssumption would involve a larger 
re.sc'fve in gold and gold .securities than would lx> really neee.s.sary. Even if such an 
assiimptiot) were made, it would he inqx)ssible to fix the difi'erenee between the 
exchange and bullion value, not only of the rupees already in circulation and in 
hoards, Init also of rupees to be issued hereafter, Ixicause the price of silver varies 
J’rom day to day. It would, therefore, be jmietically inqK)Ssible to fix a figure for 
the amount of gold .securities and gold which would lx*ar a delinite relation to the 
liabilities outstanding in the form of tmtes plus the difference Ixitween the 
(5xchange and bullion value of the rujmes in circulation and in hoards. It follows 
that with a g{)ld exchange standard it is almost essential that a separate reserve 
should be maintained to imwide against a return of nipees from eireulation. As 
long as a. separate reserve is maintained it will rest with the authority controlling 
the T'eserves to contract the currency or not at times when exishange falls to the 
lower gold ]K)int. It is, therefore, ])ractic;ally impo.ssible b) remedy defect (D) 
without taking away the full legal tender character of the rupee. 

6. As long as the banking reserves of the country were divided among the 
three Presidency Banks it was im|X)ssib1e to remedy def^t (E), but the amalgama- 
tion of the Presidency Banks into the Imperial Bank of India has paved the way 
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for the conccMitratioii of all the money rost'rves of the eounlry in the liaiuls of one 
central eontrolliii}; authority. The question of’hamliuf’’ over to the lm|H‘rial llank 
of India the control of the note issue will Ik' disi-ussed folly in andther 
Tncrnoranduni, hut as the nature of the currency system adopted materially alTccts 
the problem, it is necessary to refer briefly to the subjec t here. In para. if has 
been shown that it is practically imjmssible to constitute a sin}»1e currency reserve 
as long as the silver rupee is full legal tender, ff, therefore, a bank note issne 
were substituted for a (Government note issue, the Hank's reserve against this nolt* 
issue would be so eon.stituted as to provifle delinitely for meeting the liability to 
redeem notes in silver rupees or foreign exchange, and the liability to redeem silver 
rupees outstanding Avould have to be provi<led for by a separate reserve. Coinage 
is obviously a function of Government, and (Jovernment would eonlinue, as in the 
past, to take the profit on a,ny addilion:il rupees which might be coined in the 
future. It would lx* necessary, therefore, for Government to retain the liability 
to redeem silver ru])ees outstanding, and to control the reserve maintained to meet 
this liability, and some defiiiito arrangements would have to bo mad(' bctweiMi 
Government and I he Tmjierial Hank b_v which the re.serve would K' used to 
strengthen the Hank’s .sterling reserves in the event of a retiirn (d‘ rupees from 
circulation. An attempt will be imnle in the memorandum dealing with the 
question of handing »)ver the note issue to the lm[)erial Hank to suggest workable 
arrangements of this nature, but it will be seen that they would be rather lumbrous 
and would, in effect, divide the res|K)nsibility for the maiiitcnaiue of the exchange 
value of the ru])ec lx>twecn Government and the Imperial Hank. If the full legal 
tender character of the silver rupee were taken away, (he dilliculties in constituting 
a single bank reserve against the tiote issue would disappear. aTid it would be 
possible to ve.st the management of all the reserves of (he conidry in the hands of 
the Imperial Hank of India. 

7. To sum up, two (d‘ the. main defects of the pre-war currency and 
e.xehange .system can be remedied completely, and a. third partially by modifying 
tln^ system .s(> as to make it a genuine gold exchange standard, Imt the other 
two defects, one of which is of special importance as it was mainly re.<poiisil)le 
for the breakdown of the system during the war. cam\ot he remedii'd nidt^ss 
the silver rujxje is made a subsidiary coin of limited legal tender and is replaced, 
except in .so far as it is reqiiii'ed for small change, by other forms of full legal 
tc'iider currency, cither notes or g<fid. 

8. C'onclmioii Ihal a (Hold Sfiiiidunl is thv only Mvthnd of comidctply 
RemedyUuj Dejects irithin if llcitsoimhlc /*(7/W.-- 1 indoubt cdly, the ideal to 
be aimed at is the system now in force in (Great Hritain undi'r which the note is 
the sole full legal tender in circidation, and the gold value of .sterling is stabilisctl 
by rile .statutory obligation impo.scd on the Hank of Kngland to laiy and sell 
gold at ratiis cornvsponding roughly to (he par of exchange. It is impo.ssihie, 
however, to hope that conditions in India will for gencrati<tns he such that a full 
legal tender metallic; curre.ncy will he no longer neiessjiry. If, therefore, a gold 
currency is not intrcHluccd. defects in the Indian currency and exchange sy.stcm 
must remain imh'linitely. There i.s, moreover, reason to .sup)X)se thai. the 
introduction of a. gold currency would ha.stcn the attainment of the. ideal 
system, as the fact that notes were convertible into gold, and not merely into an 
overvalued silver coin would temd to iiuirease confidence in the note issne and 
to decrease the demand for metallic currency. The (‘onclusion is that the oidy 
way of remedying all the defects in the system within a reasonable p(>riod is 
by estahli.shing a gold standard with a gold enrrem^y in circulation. 

{). Mtiiii Obstacle to the hitmhietUm of a. Gold Standard- ThQ chief 
obstacle in the way of introdiuiing a real gold standard is the fact that it would 
involve a liability H) give' gold (min in exchange for rupees. The magnitude 
of this liability is indeterminate, because it is im|M>ssihle to e.stimati; with any 
rea-stmable degree of accuracy either (he amount of rupees in circulation and 
in hixmls, or the amount of rupi'cs whi<*h would lx* retained in circulation for 
small change. There is no doubt, however, that it woidd not lx; .safe to under- 
take at once this liability without accumulating a very largo .store (d‘ gold coin, a. 
exmrse which presents such serious dilliculties as to be almost impracticable. 
It wouhl, therefore, b(' new^ssary to proccxxl by stages. 

10. Introfluction of Gold Standard by Stages . — 'fhe following stages are 
suggested : — 

(I) A statutory oldigation should lx; imposed on Government to sell 
to any person, who makes a d(;mand in that lx;lialf at tin; Hombay Mint 
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and pays the puivhaso price in any legal temier, gold bidlion at a price 
equivalent to tin; par of exchange, but only in the forms of bars cojitaining 
a lixt'd inininnim weight of line gold (say 400 ounces troy). A statutory 
obligation sliould also be impose*! on G^wertiment t*) give, in exchange 
for gold bullion, notes or silver at a price ecpii valent to the par of exchange 
h‘ss a small seigniorage chai'ge. 

(I I) A g<»ld i-oin slaadd be put into circulation and olTercd as freely 
as resources permit in exi-hange for notes and silver ru])oes at Currency 
oHiccs, treasuries, atid branches of the Imperial Hank of India, without 
any definite obligation to give g«>ld coin for notes or silver rupi'cs being 
imposed. 

(III) After a period fixed by statute (.say five years) the lia))ility to 
giv(^ gold coin in exchange for notes i>r rupees and also for gold bullion 
• 111 payment of a seigniorage should be im})osed. 

(IV) .\fler further perio<l fixed by statute (say five years) the 
silver ru{)ee sluaild be made h'gal tender for sums up to a. small fixed 
amount only (say lis. 50). 


11. Kvfcnl of Dciiionfl for It is now’^ m'cessary to consider the 

])rohable extent of the demand for gold at the.se ,succes.sive stages and the methods 
of meeting this d(‘mand. For this pur])osi' the following assnnqdions, all of 
which are on the safe side, are made : - 


(o) That tht‘ total atnount of rupees presmitcd by tlu^ public for 
conversion into gold would not a])preciably exi'eed 100 crores. As Ihere 
are about 90 crores of silver rupees and silver bullion (valued at Ke. 1 
per standard tola) in the Paper Currency Rest'rvi', it would be necessary 
to provide gohl or gold securities of the value, of about “200 crores. 

(h) 'Phat the sale of the silver in the Paper (hirreticy Peservo and 
additional silver obtaitied by melting ru]>ees ndurned from circulation 
wcaild be spread over a, f)eriod of ten years and the average' price obtained 
by (lovernment would not be less than “il pt'Uce per slandanl ounce (as 
against the pn'sent price id" ‘.19 pence), /.e., that half th(' i-xchange value 
of the rn])ees Avould be realised. 

(r) 'Phat until the demand for gold invoha'd by the introduction of 
stage (T) had been satisfied, and possibly longer, llu' legal cottslitulion 
of tlu* Paper Currency Heserve wotdd ruft demand a larger holding of 
gold and sterling securities than \v<add be essential for dealing with a 
crisis. That gold and sterling securities w<adil be considered as inter- 
changeable and that (lovei-nment wtadd be jn'ejjared to allow the holding 
of gold and sterling securities to go as low as 90 per cent, (tf the gross 
note circulation, the remainder of the reserve being held in ru|H'es and 
ru])eo securities, with jxissibly a limit to tlie rniK'e securities «d' 50 ]>or 
iriit. of th(! gross note circidation. 

{(/) That when the ru|)ee is finally made a subsidiary coin of limited 
legal tender, the permanent cotistitntion of the Paper Currency Peserve 
Avould be : 

(i) A miniminn of gold and sterling securities equal to 50 per 
c<'nt. of the gross *'irculati(»n. 

(ii) A mitiimnm of gold which shoiihi finlinarily be equal to 
9t) per cent, of the gro.-s note circulation, but might be reduced 
under certain conditions |)roviding fr»)' a seasonal exr)ansion of the 
I'll rreney. 


(iii) The remainder should Ih' rupee .socnritie,s of w'hich not 
nmre t-han a (ixed amount, .say' 90 c.roi'es, should be Clovernment 
securities and the remaitider shoidil be i)ills of exchan<>'e or other 
st'lf liquidat ing securities. 


T’aper Cnrrenev Ih^serve is considi'red more 

iully in another memorandum.) 


On the above as.sumptions, taking the note issue at 18!f5 crores the figure at 
winch It stood on the :l0th September, 1925. the anuainl of gold’ and sterling 
.securities reipiired for the Paper ( 'iirrciicy J{e.seive would be— ^ 

(i) During stage (f) tlold and .sterling .securities OO t) crore.s. 

(ii) Eventually — Gold 5(p9 

Sterling 37-9. 
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On tlie 30th Septiniihor, 1925. 29'7 crori'.s of gohl jiiid 80 crorrs 
securities were lield in the Paper Currency Keserve and llie liold Standard 
Reserve. 

iV./i . — The aiiimmt of sterling reserves will prnbaldy iiieri'ase t (nisidcral)l\ 
during the next lew nionths, lait this [iossihilily is not taken into aenmnt. 

12. Method oj Meethuj the Dewaiid for (lold. On ilie ini rndiut ion of 
stage. (I), no demand on (iovermnent 1'or gohl to repkn e t ni rency in ciivul.tl ion 
could 1)0 made Jis gold eiirrencv would jiui be available, and tin- drain <in ibe 
(luvorjiiiient reserves would arise only I’roiii llu* subslilulion ol' gold lor rupee.s 
already in hoards, and the demand lor gold for I'resh hoards .and for indnstri.d 
purposes. Cold lor these |»uipo.ses is now being supplied by the private imports 
of gold at ap[)ro.\iinately the same price as it would be obtainable rrom (ioverii 
incut, and the only new factor alTecling the extent )d‘ this (hanand would be the 
psychologieal elTeet of the declared intention of (lovernmeiil to reduce the ruptaf 
to the level of a subsidiary coin in bringing out ailditional boards of inpees bir 
(^inversion into gold bullion. Apart from the large boards of rupees held by 
Indian States, the coiivt'ision of which it .should be possible' to postpone by special 
arrangements, comijaratively few hoards would be large eraaigh to buy the 
mininuiin quantity of gold sold by (Jovernineiit. even if it were convenient for 
the holders to pre.senl their rupees in llombay. ;ind practically all the demand for 
gold woidd continue to be mot through the bullion mcichani as it is at presi'ul. 
The bullion merchant, however, would obtain his gold, from (Iovermnent insle:nl 
of importing it. 'I'Ik' immedijite effect, therefore, of the ini rodin lion of stage 
(1) would be that (b)V<'rnmen|. would have to snp])ly to the bullion market (he 
gold imported under |)resenl conditions and the gohl requin'd to convt'rt addi 
tional hoards of ruj tees brought out tor conversion. 1 lic.'^e loauls would not all 
be brouglit out suddiady. but the bullion merchants :dl over the country would 
probably lay in considerable stocks of gohl in anticipation of the increased 
demand. Thus, there would jnob.ably be a first rush on the reseives of (Jovern 
ment equal to the .amount of the' slocks the* bullion meiehanis wen' prepari'd 
to hold ])lns the small amount of rupees pre.-enled dired from hoards \s the 
holding of slocks is expensive, .and it weuld be possible to obtain further su])i)lies 
quickly, the aggrogJite amount, of the first demand would not 1 h> yerv large and a 
stock of 50 crores of gold in nombay would almo.st c('rlaiiilv be .sn(Iici(>iil. 

13. As .soon as the obligation to buy and .sell gold was undertaken, it waadd 
be uiuiecessarv for ({overnment. to enter the exchange market, except for the 
purpose of remitting the Home charges, as exchange would .intom.at ically Im- 
k(*pl within the gold points by the movements of gold. ,\saiining that stage. (1) 
w(*rn introduced at a. lime when there was a. considerable b.al.ince of trade' in 
India’s favour, and (lovernment made no remittances at .-ill, but met the Home 
charges from the sterling re.serves. the rale of exchang'e would promptly go to the 
upper gold point and the Exchange liauks would have to import ge.ld to i-ovcr 
their ])urchasos of .sterling. The amount of gold imported by them would bi' 
appro-ximately equal to the privali' impirts of gold under the jiresent systi'in 
plus the amount of the normal (lovernment remittances. It would not matter 
from the point of view of the drain on the (lovernment resc'ives whi'lhi'r this 
gold imported by the Exelninge Hanks wi'iv sold to (lovernme)it or to tin' bullion 
merchants. In either ease the lu't ri'snll would b(' that the private imports of 
gold would, shortly after the introduction of the lU'W' sysli'in. be at least as l.'irge 
as under the present system, and could be increase'll to tin' I'xteiit of the normal 
Government remittances, by (lovernment meeting its sti'rling expi'iiditnn' fivnn 
its sterling reserves. Taking the sterling exiH'udiluro as C35 millions, or 4(5 
crores, annually, and negleeling remittance' by Government in excess of (he 
sterling expenditure. Government could force an increase in the ])rivatc imports 
of gold of a])proxinialely 4(5 erorcs annually. After thi' first rush, it is unlikelv 
that the increase in the demand for gold would exi'i'cd or even reai'h this figure 
and the Government gold reserves would probably remain intact and might 
increase. The sterling i'e.s(M'ves. iKrtvever. would hi' used up in meeting the' 
Home eharges. 

14. Rroeeeding on the assumptions in paragraph II above, the. amount of 
gold and sterling jivailable from the present I'cserves w'onid be (l()9-7-- 5(i'9) 
52‘8 erorcs, of which 29-7 erore.s would he gold. It .si'cms probable, therefori'. 
that it Avould l)e possible to provide the gold neeessary for the introduction of 
.stage ([) by converting aliout 20 crores. or €15 millions, of the sterling ri'serves 
into gold to meet the first demand. The gold and sterling reserves available for 
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the mlomption of rupees would then be praetically exhausted, and it would he 
necessary to meet the drain on the sterlinjif reserves mentioned in the last sentence 
of paraf^raph J8 Ity ohtaininji^ cxlornal cre<li(s, excejit in so far as it wbuld be 
possible to oldain stcrliiif^ by sellin^f silver. Assuming that the sale of silver were 
spread over ten years, tlie annual receipts on this ac»(»unt would be 10 crores, 
or C7T) millions. 

ir>. 'Pile pt'rifxl which would clapsi? between the introiluction of stages (1) 
and (11) would depend on the extent to which the (lovcriiment gold and sterling 
rest'rves were depleted by the introduction of stage (1). hut stage (TT) w'onld be 
entered upon as soon as the (lovernment reserves of gold had accumulated to an 
extent snlliciiMit to enable ;^<vl<l coin to be jnit into circnlation and to enable the 
supply of such coin to be ki'pt up continuously. During this stage it would be 
possible to n'gulato the drain on the gold reserves, and no special measures for 
sn|)fK)rting tlu'se ix'Si'rves in order to meet a tempoi-ary rush for gold would be 
rc(|uired. A su])ply of 10 crores Avorth of gold ))er annum would he obtained 
i>y tile sale of silver, but this might not he suiricicnt to meet the demand without 
unduly d('|)l(‘ting the Taper (hirrency l{es«;rve, and it might become necessary 
to snp])lemcnt the su|)ply by I'xternal iMUTowing. 

10. .\s.suming that during stage (11) gold ciirrenc.y had been made freely 
available, the introduction of .stage till) Avonld not. lead to any great increase 
in the demand for gold coin. The public waadd for some time have been able to 
obtain gold coin in exchange for rupees, and the fact that, an obligation was 
imposed to give an exchange Avhich hail already been given in pracli<e for some 
t ime would probably make littl(^ difference in the demand. 

17. Before the introduction of stage (IV), (lovernment would have to 
notify some time in advance their intention to declare the rupee limited legal 
tender, and in fairness to the less advanced secti«>ns of the public the notifua- 
tion would have to be jmblishcd as widely as possible throughout the country. 
'Phe publi(‘ation of this notification would ])robably bring out a few more rupees 
from hoards, hut the additional demand for gold wmild not come with a rush ami 
would ])robably not be very large, as the greater |)art of tin* hoards of rupees 
would have been replaced by gold during the earlier stages. 

18. Total Aviovnt of Gold Reqinred . — .\s the demand for gold during the 
various stages after stage (I) would be spread over a ('onsidcrahle penaod and 
would probaldy not be large at any given tinux it is unnccc'ssary to atti'm])t an 
estimate of the amount of gold re(|uired at each stage. T( is nci-cs.sary, however, 
to attempt to obtain an idea of the total amount of gohl r('(|uired. Proceeding 
on the assumptions in para. 11, the amount of gold recpiircfl would be the gohl 
eipiivalent of the 110 crores of rujHH's converted by the public plus •27’2 crores, 
the difTereuce InMAveen the amount of gold in the Tajier (’uircncy Beserve as 
Pinally constituted atid the amount of gold at present held iti the Taper ( -urrcncy 
Itt'scrvc, i.e., 1872 crores, or about CI08 millions. Pif this amount prohably 
.C15 millions would be reipiired at the tina* of the initiation of stage (1). a further 
CSi”) millions within a year, and the remaimhir over a [X'l iod of 10 years. This 
large drain of gold to Tndia. in addition to imports on the present scale, might, 
if it w'ere not regnlalt'*! seriously alTect gold prices, and it would [U'obably be 
necessary to enter into arrangements with the Bank of Kngland and the Federal 
Reserve' Bank of tlie T.S..\. in order to reduce the disturbance in w’orhl prices 
to a minimum. 


19. Effect on. Silver Market.- The disturbance in the silver market which 


would be caiLsed by the sale of silva'r equal in amount to the world ])rodnctiou of 
nearly three years also requires very serious consideration (the amount of fine 
silver in 200 cron's of rupees is (187,500,000 fine ounces, while the world’s 


p'*oduction of silver in 1928 W'as 24-2.4l8,4l0 fine ounces), ft would be necessary 
to spread the sales over a long period, not only with a view to obtaining a bettiiV 
pria; but also with the object of diminishing the disturbance in countries having 
a silver standard currency and the adverse effect on the prospeu-ity of the silver 
mining industry throughout the world. If the sales of silver were spread, as 
proposed, over a jicriod of ten years, the amount of the annual sales wouhl lie 
apyiroximately eiyual to the average net import of silver in recent years. It would 
be worth considering whether the imjiort duty of 4 annas an ounce (with no 
corresjionding drawback) should not be reimposed. This w'ould have th(! effect of 
reducing the lass involved in the sale of silver. 
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‘iO. dost (pf InlrodvcipKj Gold Stmidopd. Finally, tlioro. is llu* tnu'slinn nl' 
the t!OSt of the scheme winch may be <lealt with under t'lu* fnllowiti^ lusids ; 

(a) The net cost of concei t nuj silver rupees into paid. 'I'lie n-al assets 
held in tlic (lovernment ros(M ves at present are : 

( 'I'ort s. 

Gold and sterliiiff secnrilies in the I’ajK'r Cnrreiuy 


Reserve . ntid 

Sterling securities in tlie Gold Standard IJescrvc* ... o'A'A 

Value of silver in the Vaper (■nrreiuy Reserve (at *24 ]>cn(c 
per standard ounce) do 

Total Io4-7 


Assuming that *.)t) crores of (lovernment rupee seenrities \vo\d<l Im* 
held in (he reserve as linally const itnted. (Mlo crores of the above as'<*l.' 
W(ndd be used for the new reserve, leaving oo-g crores available for the (usi 
of redemption of lit) i-rores (d' rnp(‘es prestMilcd by the public 'I'lie r<'al 
assets in the resenwe, therefore, are. just snllicient to cover the actual 
casli cost, but (lovernment would have to issue about 1111 crores of 
securities to the Paper ('iirrency Rc.s(*rve or create a book debt of thi.-. 
amount. The final recurring cost would be tlu* difl'erenec* between tbe 
interest now received on sterling seenrities in tbe ra])er (hirrency Reserve 
and the (jold Standard Reserve and the interest which would 1 h' received 
on the sterling securities in the reserve as linally constituted, i.e., the 
interest on (80-42 ({) - 37'4 crores, which at 11 per cent, amounts to 112 lakhs 
per annum. 

(b) I'he cost dnriiKj the trnusition period. During (he transition 
[joriod a jiart of the Government assets would be lo»ked up in silver, the 
gold value of which could not be realised immediattdy owing to the necessity 
of spreading the sale of surplus silver over a pi'riod of years. On the other 
hand, on the a.ssiimption made in paragraph 1 1 (r) it would lie nnneees.sary 
for Government to hold more gold and gold securities in the reserves than 
would be necessary to meet a sudden large demand. 'I’he loss involved in 
holding a large store (d‘ ru])ees wctuld thus to some extent be met by draw 
ing on the present reserves of gold and gold securities at the ince])lion of 
the scheme and replacing the amount re(iuired to tiiake up the reserve as 
finally constituted at a later stage from the gold assets obtained from the 
.sale (d‘ silver. Tn paragraph 14 it ise.stimated that it would Ik> nece.s,sary 
to convert 20 crores of gold securities into gold before the introiluction of 
stfige I. Initially, therefore, there would be a loss (d‘ interest on 20 crores 
*of gold seturities which at 3 jxu* cent, amounts to 00 lakhs |)er annum. 
Assuming that the whole of (he shs-k of gold would Ik* uw'd on the intro 
duct ion of stage 1 and that Government woidd have to hold a stock id’ 

10 crores of gold contimioiisly during the transition period, a further 
10 crores of gold seenrities would have to be converted into gold shortly 
afbr the introduction of the scheme, involving a further loss of intcre.st 
of 30 lakhs. 'I'lie loss of interest throughout the transition period would 
thus he 90 lakhs jier annum. In paragraph 14 it ha,s been stated that 52'8 
erorcs of gold or gold .securities would Ik* available from the jiresent re.serves 
for n*deeming silver rujiees ])re.s('nled by the public, and it is estimated 
that the amount of rujiees pro.sented for conversion into gold on the 
introduction of stage I would not exceed this figure. 'I'herea fter, external 
credits would have to lie obtained, the amount of which would depend on the 
amount of silver converted by the public less the amount realised by the 
sale of silver. Tt .seems unlikely that the maximum amount of the external 
credit would exceed 30 erorcs. and by the end of five years the (*xtcrnal 
creilit would jirobably have lK»en repaid com])letely from the proceeds of 
the sale of silver. As.suming that the average amount of the external credit 
would be 15 crores, the average recurring cost at 5 per cent, wonhl be 
' 75 lakhs. During the first five years, therefore, the average recurring cost 
would lie 90 + 75 = 165 lakhs. Thereafter, the annual cost would de|iend 
on the extent to which the gold held in the reserve was increa.sed. ft, would 
lie jiossible to keep the cost down to 90 lakhs per annum by limiting tbe 
increase in the reserve of gold to the amount realised by the sale of silver 
in the reserve, i.e., 10 crores [ler annum, hut it would probably be advisable 
to eonvert the exce.ss gold securities into gohl gradually, ff tins W(*re done, 
the annual cost during the .sot;ond five years would gradually rise fro’n / 
90 lakhs to 112 lakhs, the final retuirring cost. / 
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21. Aiiliirr of the Gold Gout . — A subsuiinry iiucstioii IW coiisiikiratioii is the 
iiiiture of tlie f'ohl coin to Ije introduced. From the point of view of the, working 
of the system it is of little importance whether the sovereign or a new distinctive 
coin representing so many rupees lie adopted, and the <juesti<m can be decided 
uiainly on grounds of e.vpediency, due defcrmu'e being paid to indinii opinhm. 
The main arguments in favour of the sovereign are (to quote the report of the 
Habington Smith Currency CommitttH^) that “ it will be more advantageous to 
India to conlinue to use the form of gold cairrency to which she has lieeii accus- 
tomed and which, on account of its wide circulation, is a universally recognised 
medium for the settlement of external obligations.” 

The arguments in favour of a distinct gold coin for India are as follows 

(«) The coinage of a distinct c'oin <‘ould lie undertaken by the (Jovern- 
ment of Iiulia at their own Mint, whereas the coinage of the sovereign in 
India would necxissitate the establishment of a Branch (»f the Koyal Mint 
in India, with all its incidental disadvantages. 

(/») The putting of the sovereign into circnlatit)n almost necessarily 
im| lics that the rate of cxdiange would 1 h‘ lixed so that there would be an 
even numlH'r of rupees to a .sovereign, whereas the rale of exchange is 
immaterial if India has a separate gold coin. 

{(•) 'I’he balance of Indian ojiinion on the subject is probably in favour 
of a separate gohl coin. 

(d) At first, at any rate, a separate gold coin would probably not 1 m^ 
used to such a large extent as the sovereign for ornaments and hoarding. 


It is submitted that the balance of a<lvantage appears to be decidedly on the 
side ot a .separate gold coin for India. If so, the coin might be of the same line- 
nes.s as the sovereign, and it is suggested that its denomination might be Us. 2tl. 
as a smaller «'oin than this would be subject to very rapid wastage from wear ami 
teal. (I f exchange were fixed at l.s. (k/. the new coin would then Ik? the equivalent 
of £1 Itl.v.). if the ilecision be in favour of a distinct Indian gold coin’ it would 
jmobably be advi.sable to take away the legal tender character of the sovereign. 
Phis could lie done without notice, as an opportunity w'as given in 1920 to holders 
of soviTeigns to exchange them into ruiK'es at Us.‘ IT) to the .sovereign, and the 
new legal tender rat io of 11s. TO to the sovereign has never been effective. Tf such 
action were taken, it would probably lie advi.sable to modify the obligation to lx* 
imjiosed on (Jovernment at stage (I) (riV/e paragraph 10 (J) “above) .so as to enable 
(xovernment to give at their o]Hion instead of gold bars of TOO ounces troy 
sovereigns containing an equivalent amount of gold. 'Phis modification of the 
obligation would enable (bjvernment to u.se its present store of .soverei'Uis, 
amounting to nearly tl7J millions, without the expense of melting and rl'Pinmo, 
and would also enable the public to obtain gold in a form which is very popular."' 

follows • ^ ^ t’onclusions arrived at may lie summarised as 


(o) Ihe only way to remeily umipletelv the defects in the pre-war 
currency and exchange .sy.steni within a rea.4onable period is by the intro- 
duct mn ot a gold standard with gold coin and notes as the only forms of full 
legal tender currency, siuli a sy.steni being regarded as a stage on the road 
to a more, jierleet .system in which notes would in practice, at any rate, be 
the mam torin ot unlimited legal tender. ^ 

(ft) It IS possible to introduce such a system by stages, extending over 
a period of about ten years. ■ h • o-i umg over 

(e) ^0 recurring cost to India would be about lbs. 1 65 lakhs iier annum 
Junng tho first five years, „,„f aUnit f 12 lakiis la-r auiiim, tlieria fter 
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APPENDIX n 

Memorandum on “ Transfer of the Management of the Paper Currency to the 
Imperial Bank of India ’* submitted by Mr. H. Denning, I.C.S., Controller 
of the Currency. 

1. Ivtrnductoiy . — This meinoraiuiuin re])r(‘stMits tlip resull of (lisoiissiniis 
hotwwn Sir liasil Illackelt, Mr. M(;WalttM\s, and tnysoll', and is tiol |)ut forward 
a.s an expression of the views of tlio (joverninent of India, ft attoTii])ts t() hrinj^ 
together all the main points which will arise in considering the cpiestion of (he 
transfer of the management of tlie J'aper (hirrein y to llie Tmjierial Hank of 
India, exce])t the nature and extent of the (Jovernment control over the Hank 
and the adequacy <d‘ the Hank’s capital, fn writing it. the material recorded in 
the papers of the Royal Commission on linlian Kinance and Currency, lt)HM4, 
regarding the establishment of a. Central Hank, has been drawn n|)on freely. 

2. India is practically alone among (he great trading countries of (lie world 
in |)osscs.sing a. system by which CovernimMit is directly responsible for (he 
contr<il of (he. note issue and other important banking business. Until 15)21, there 
was no Central Hank (o which the banking business of (lov»*rnnient could be 
entrn.stp<l, but tin* amalgamation of the three Pi-csidcm y Hanks into the Imperial 
Hank of India has opened the way for fnilia to follow the example of other 
countries. 

If. A ff pun toy m of inunuijnint’nt of \olc Issmthy Inijniriut Hunk. ’I'he chief 
advantages to 1m? derived from the management of the note-issue by the Imperial 
Hank of J ndia are as follows 

{u) As the currency and l*auking re.scrves would Im* iiiuler the control 
of the same authority, the m(»ney market couhl 1m? regulated more effectively, 
and, in particular, tlie wide Ihictiiations in money rates due to (he s<‘a.son;d 
<iemaud for currency could be moderateil. 

{b) The rcsiionsibility of (lovernment olliiuals for banking busine.ss 
would be greatly reduced. 

{(•) Though Government would lUMessarily retain a measure of cmitrol 
of p<ilicy, the day-to day management of the monetary resoiiries of the 
country would be conducted more closely in aciMirdauce with conmieri'ial 
riMpiirements. 

4. li.vtoHt of Bunk'.s Control omr thr Pu/>rr Curronrij Hi.-rirr. In order 
that these advantages may be derived the Imperial Haidi must clearly Im* given full 
control within statutory limits of the note issue and of the reserves maintained 
to back it. If the fmjMirial Hank were to manage (he note-issue merely as tin- 
agents of Government without any real control over the Paper Currency Reserve, 
the result woidd probably be an increase in the cost (d‘ administration without anv 
('orresponding advantage. Pull control of the not('-issue and of the Paper 
P-urrency Reserve necessarily involves the sub.stitulion of bank tiotcs for Govern 
inent eurreucy notes, as Government t<»uld hardly agree to the issue by the Hank 
of Government ju’oniissory notes t)avableon demand unless they retained control 
of the re.st'rve maintained to pay them. There is little reason to aj)prehend that 
the sulwtitutifin of bank notes for Government »iirreucy notes would affect 
appreciably the i)opidarity of paper money. 'Phe educate<l [)ortion of the popula 
tion would know that the “ ])romise to pay " of the lm|M‘rial Hank was prai-tically 
IS go<Ml as the “ promise to y)ay ” of (Jovernment, while the uneducated portion 
of the population, if they aj)preciated the i-haiige in the legend on the noR?. wouhl 
be qxiite willing to accept bank notes, as (he general idea among them is that (he 
Imperial Hank is a Government bank. Moreover, the .substitution of bank Jioles 
for Government currency notes w'oidd Im? gradual ami any doubts which might 
arise at the start woidd be resolved in the process of substituti<m. 

5. TrunJ^fer to Hank of HrsponsibUity for Maintrnunrr of H.ichunyr Vutm- 
of thr Ituprr. — The conc.lusion that the TmfM*rial Hank should have ftdl control of 
the.,Paj)er Currency Reserve leads U) a consideration of other banking fum'.tions 
at present exercised by the Government of India, viz. : 

(а) The maintenance of the exchange vabte of the rujiee by the .sale 
of (Jonneilsor purcha.se of .sterling and by (he sale of Reserve councihs, and 
the management of the Gold Standard Reserve. 

(б) The remittance of money to Lomlon to meet their sterling obliga- 
tions by direct operations on the exchange market. 
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'l'li(!se lunctions necessarily overlap one another, and the tuition of inanag 
ing the note issue, (jovernnient s ability to control ex.chaiige is largely duetto 
the magnitude of their sterling purclmses to meet their sterling obligations. 1 he 
I'onstitution of the Paper Currency Uesi'rve from time to time is dependent ()n 
the exchange operations of (joverument, and the amount ol the note circulation 
is regulated witli a view not only (o Ihe nuaiolary requirements of the country, 
but ;ris<i lo Ibc maintenance (»f the exchange value of the rupee and to the remit- 
tance of money to London lo meet the (lovernment’s sterling obligations. 

(!. If, therefore, the Imperial Hank is to be given control of the note-issue 
and the Paper t'urrency Pcserve, it must take, at any rate, a [)art of the respon- 
iibility for the maintenance of exchange and for the remittance to London of the 
sterling re(piirements of (b)vernmenl. fn another memorandum the ditliculties 
nf constituting a single Currency Peserve iirnkn* a Cold Exchange Standard 
system have been discussed, and the conclusion has been reached that it would be. 
necessary for (jovernment to maintain a separate reserve for tlu‘ redemption ot 
silver rupees, but that there would be no dilliculty in constituting a single Hank 
reserve if Ihe full legal teinler character of the ru])ec were taken away. 'I’he 
‘xtent of the Hank’s responsibility would, therefore, de}H'nd on (he currency ami 
exchange system adopted. An attempt is made in the lollowing paragraphs to 
outline po.ssible schemes .showing the res|M)nsibilities which Hie Hank might 
undertake, and the constitution of its reserve 

(a) With a. gold exchange standard. 

{})) With a gold stamlard under which gold coin and notes would be 
the only forms of unlimited legal lender ('urnmey. 

7. .1 (told h'.vciianya StoiKlord trit/i on Imi/eriol Hank of hiilia \ole-lssiif. 

A gold coin in circulation is not. a necessary feature of a gold exchange standard, 
but it is assumed that the recouunendatious of the Habington-Smith Currency 
Ikimmilteo that a gold coin should be put into circulation will be acccptiHl. (The 
nature of the gold coin to bo adopted is dealt with in another nicmoraudum.) 
With this assumption, a {xissiblo system ap|)ears to be the following : 

(A) Cold coin, bank notes and silver rupees should be unlimited legal 
tender. 

(H) Covernment should Ix^ under a statutory obligation to give* gold 
coin in exchange for gold bullion at any time on iiaymentof a seigniorage 
to cover minting charges. 

(C) The Imptfrial Hank should be under a statutory obligation to buy 
gold bullion in the same way as the Hank of England and at a price fixed 
on a similar ba.sis. 

(D) All bank notes shbuld be payable on demand in rupees, and bank 
not(\s ol the denorninatiiHi of Ps. 10,000 should be jiayable on demand in 
t u|)ees or in foreign exchange at the option of the presenter, provided that, 
if payment were demanded in foreign exchange, the Hank might make a 
charge not greater than the cost of transporting gold to the foreign country 
ifi) which exchange was demanded. Eoreign excbaiige would be defined 
as translers at tlu^ par ol exchange on London or on prescribed foreign 
banks in eouulri(‘s outside (Ireat Hritain, and the lloveruor-Ceneral in 
Council should be autborist'd to prescribe by notification from time to time 
t lie. foreign banks on which transfeTs would lx issued, subject to the con- 
ilition that at least one .such foreign bank situated in a country having a 
gold standard cuiTciicy must be so prescribed. 

'V P- The Hank might bi* given the. option of substituting gold coin 
for silver rujiecs. 

(E) 'Phe Imperial Hank should be under a. statutory obligation to give 
silver rujax's or notes fin demand iy exchange for gold coin. 

(b) As in the Hank ol England, the note issiu* departments and the 
banking departments of the fmiierial Hank should be kept separate and 
(he reserve to be held against the note-issue should be regulated by statute 
as follow's 

(a) Pile invested |Kirtion of the reserve should ordinarily be 
imited to 50 per cent, of the gross (drculation. but the Bank should 
have tlie right of increasing the invested portion to 70 per cent on 
payment of a tax to Ciovernment at the rate of 6 tier cent on any 
excess over 50 per cent. 
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(b) (jr the sooui'il ifs to In* hold in liosoixo, iiui mort' llcui oiu- 
half should ho ruj)oo sooiirilios. 'I'hoso soiuritios inijiht Ito oithor 
(.{ovtjniniciil orjndia soourilics or inloruid hills of oNohan^o havin^f 
a ourreiicy ol‘ not more than tlirce months, or othor soil' li(juidatin5;- 
soouritios, hut the amount of the (lovornmout of India sooiirilios 
should not o\o(*od 40 ororos 

(c) TJie roinainder of the seourities should he in the rorin i-l' 
short term British or Colonial (iovorninonl soouritios, or soouritios. 
of tho (lovornmout of any oountry in whioh a foroioii hank noliliod 
hy tho tlovornor (lonorai in Counoil in aooordanoi' with (1)) ahoio 
is situat.od, or trade hills drawn in India in storlint' and havin>^ a 
ourrenoy of not more than three months. 

(f/) Of tho metallio holding, not more than oO ororos .should ho 
in till- form of silver riijMH's, or silver hidlion valued at |)iirohas«> 
{iriop, the remainder hoiiig in the form td' gold ooin or gold hidlion. 
The metallio. re.seives should he looated ontiroly in India, oxoepl that 
gold or silver piirohasod outside India might he held outside India 
for a jioriod siillioiently long to allow for .shipment. 

N.fi. .\s the existing power (d‘ tho (lovernor (loneral to i.ssiio 
Ordinanoos would remain, tho slaliitorv reserve oould ho varied in 
exceptionally grave emergeiuies. 

((1) (lovernmont should maintain a separate rosiMvo, mainly in gold 
and sterling seourities, to jiroviilc against a. return <»f rupees from oiri ii 
latioii. The const itiition of this reserve, whioh might he called the Reserve 
for the redemption of ru])ees to distinguish it from thi' (lohl Standard 
Reserve, and the, method in whioh it should he used, are dealt with Indow 
paragraphs {( and 10 ('2) and (5) 

(Jl) Silver rupee.s should ordinarily he given hy (lovernmont on demand 
to the Bank in exchange for silver hiillion, without seigniorage, on pay- 
ment to (lovernment hy the Bank of the dilTereiioe hi'tween the ourrenoy 
value and the hidlion value ot the rupees, (lovornnient should also under 
take to receive hack silver rupees from the Bank suhjeot (except in the oa.se 
of a prolonged continuous return of rupees from ei'renlation). to a charge 
equivalent to the cost of melting and relining thj; rupee.s and to pay tiie 
Bank in sterling (he exchange value id the rupees so received, (lovornmont, 
would obtain tlie sterling required to pay lor rupees so receivisl hv drawing 
•oil the Rcia'rvo for (he redeiiijition of silver rii]H‘es maintained in a'ccordancc 
witl ((r) above and would liold the riqiees temporarilv in this reserve. If 
the return of rupees from circulation jiroved temporary and was .succeeded 
hy ail ahsor|)tion, hsidiug to a demand hy the Bank on (lovernment for 
rupees, the Bank .should take hack rupees up to the amount previoiislv 
presented to (lovernment and pay their exchange value in sterling. Indoiv 
they would have the option of obtaining rupees in exchange for silver 
hidlion. If the return <d‘ rupees from circulation went on so7oiig (hat (he 
numlier of rupees held in the Reserve for the redemption of silvl'r rupees 
liecame unduly large, (roveniment would melt the excess ru]Kvs and sell 
the silver obtained from them in such a way as to obtain .sterling to place 
in the Reserve. The Reserve for the redemption of rupees would hear the 
loss involved in the dilTerencc between the exihange and bullion valia* of 
the rupees so melted and .sold. 

(1) 1'he Bank should undertake to keep the India Ollue supplie.l with 
funds for meeting the .sUu-liug charges id’ (lovernment. (This point is 
dealt with in more detail in paragrapli 1(1 below.) 

, 8 . Method of '^rovuliny necessary Iteserves.- 'I’he disti’ihution of the present 
Government reserves between the Bank Reserve against its note i.ssue and the 
lte.serve for the redemption of riqx'cs could be arranged as follows. The details of 
the (government reserves as they stood on the llOth .SeplemlK'r, 1!>25 (.sterling Immiu'- 
converted into nipecs at Is. (id.), and the constitution of the Bank’s reserve, on 
the as.sumptions that the metallic percentage would be alnait 53 and that t he Bank 
would hold the maximum amount of the, (lovernment of India .securities, no inland 
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1(. will lie sei-ii that if slfilii d ivsi‘''Vfs are iiioi’C tiia,n siilliclfiil. In 
piiividf tlif lUH'fssary ster iiiid gul ivservos ivquirfd hy the liiuik, ti8.suiiiui^ 
that {4<ild (.ciild iif readily (ililained jii e\ehan<;e for sterling, 'riio Uoverninent of 
India s(*eiirities an* exee.ssive, and it would Ik* nei’ossary to eatieol ITeioies oi tin 
rw/ /loo 'rreasury Hills at luvsent held in the Paper Uiirreiiry Keserve, replaeing 
the ri’inainder liy the issue to the Hanlv oJ dg per I'ent. jiaper (jr some other t.n 
term loan oi* liy the creation of a. Ihxik Dolit. 1 he silv(*r holding is 41* c.oir,- 
excess of the amount roipiired. hut this excess would have, di'creased appreciahly 
Ix-fore the new system could possibly be inaugurated. 'I'o a\oid throwing a large 
amount Ilf silver on the market suddenly, it might be jirovided by law that the 
condition that (he Hank’s holding id' silver shoiihl not e.vtved oil crores should not 
.'ome intd force until three yea rs'a tier the inauguration of (la* system. During 
this |H*riod a. portion of 1 luM'Xcess would pi'obably be absoi'lnd and the I'l'inainiler 
might be sold gradually and gold purchased with (he proceeds. Such a provision 
would liavo the furlbi'r advantage that the additional il((d crores of gold reipiired 
would not have to be obtained at once, but would bo actpiired gradiudly over a 
period of three years. 


y. After the Hank’s reserve liad bwn constituted as above, and assuming 
ail absorption of 212 crori's of rujiees only' before the limit of oil crores to the 
Hunk’s bolding of silver beiamc elTe,ctivc (this is a low estimate, as the average, 
annual absorjition of ru]!<>es in the live ]m‘-war yi'ars was tdiout nine crores) the 
re,servc‘s left with (Jovvrnineut would consist of about lii iroi'cs of sterling plus 
the amount realisml by the sale of the silver contained in 20 crores of rujiees. 
Assuming that an average price, of ‘40 jKMice, standard ounce were obtained for 
tliis silver, its sterling value would bo about 12 crores. In ell'ect, therefore, tlie 
amount of the sterling reserve left with (lovernmcnt would be 44 erores, ■/.«., It) 
crores le.s,s than the Jimounl of the (lold Stamlard Reserve at present. 'I'bis would 
form the niieleiis of the We.sei've for the redem]ition of nijiees suggested in. para. 
7 (11). The value of this Reserve might he increased from year to yetir by credit 
uig to it the proiits on the coinage of ni[)e(\s awd tlie interest on the sterling 
securities held therein. 


10. Features oj the System. In the Ajijiendi.x an attempt is made to show 
iiow tJie system would have worked if it had been in force during the last two 
years, hut it is nece.ssaiy to empha.si.se some of (he main fi'atures of the .sysl.cm : - 

(1) A ulomatie stuOit isuliott oJ eieohafiye,- ’ITie eil’ect of the obligations 
imposed on the Hank to liny gold and to give foreign exchange for notes of 
the denomination of lis. 10,000 wouhl U*. to provide by statute for the main 
teiiaiice (d’ tlm exchange value of the rupee within the gold points. In 
practiee, the Imperial Hank would probably buy sterling to an unlimited 
e.\ti*nt at the upper gold point, luiless it wished its gold reserve to bt* 
strengthened by the jirescntalion of gold by the publie, and it would akso 
sell sterling at about the lower gold point in onler to prevent a demand 
for foreign transl’ers by the, presentation id’ Rs. 10,000 notes which might 
be inconvenient. JLho maintenance of the excliangc value of the rupee 
however, would not depend on such action. 

(2) Responsibility of the Hank and Government respectively for the 

maintenance of the e.rchamje value of the The obligation ini pose-l 

on the Imperial Hank to buy gold on one hand and to give foreign exchange 
for Rs. 10 000 notes 911 demand on tlie other hand, would fiace on the 
Im})crial Bank the mam responsibility for the maintenance of the exchange 
value of the rupee, and the Paj^r Currency Reserve proposed has been 
instituted with this object Only in one contingency would Government 
be called in to support the Bank reserves for this purpose, namely, in the 
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I'vciiL of a lotuni of nipi-os from rin iikit In siu li an ov*'nl, tlio 
linjHTial Mank could, under para.ij;ra|)h 7 (II), call npon (lovcrnincid 'o 
takt' Itack silver rupees and to pay for tliein in sterlin*^. 'I'lie okjeet of 
the provision iJiaL (joveriniient should ordinarily make, a eharoe equivalent 
to (he cost of meltiii'f and relinino rupees wlieii the Hank made sudi a 
demand is to prevent tin* Haidv eallino; iqxm (lovernment to coin an 
nil necessarily laiy;e amount id' rii|K‘es at any time, for instance, dnriii}' a 
hiisy season, and ri-tnrnino the rupees to (lovernment later if the metallic 
perioJitaee U'camo unduly hij^h. 'I'he elTeet of this charoi* would he that 
(he Hank would not return silver riqxx's to (government unless it was 
compelled to do so hv the fact that the amount of silver in the K'eserve had 
reached the limit of oO e res. and (hat the Hank would reonhile its pur 
chases of silver so as to avoid, if |)ossihle, such a cont iie^ency. In elfect. 
therefore, the (lovernment lieserve would he hroiijrht into play to assist the 
Hank in maintainin'^ the exchangi* value of the rupee only in the cas«‘ (d‘ 
a larj^e return of rupees from circulation. 

(li) i'ontrol of till' iiuiiii'torij n-srins. 'I'he hankino’ and ciirreiuv 
re.st'rvi's of the country would, as far as is possible uiuk'r a ^old exchanec* 
standanl, hi* under the cont rol of one authority, namely, t he lm|ierial 
Hank of 1 ndia, with the result that the Hank would he ahle to control cretlit 
ellei-lively in such a way as to prevent undue lluctuat ions in the hank rale 
and excc.ssivi; deph'tion id' their rest'rves id' cold and j^old securitii's. In 
lh(' .\ppendix the way in which the systmn propo.sed would eiialile thi“ 
sj-asoiial demand for ( iirreiicy to he met and would diminish tin* lluctua 
lions in the hank rate in the course of the year has Ikhmi indicated. 

(4) (loh! cuni'iii'ij in riiriiliifinii-.- 'I'he statutory ohlio;ation on tloverii 
incut to Lfivi' gold in exchange for gold bullion would enable gold lurrency 
to he obtained to (he full extent of the public demand for it. It is a 
question whether the juihlic demand for gold lurremy as a medium of 
exchange would he apiireciahh? as long as the silver rupee is unlimited legal 
lender, and (here would probably he little immediate changi^ in the forms 
of the uirreney in cireulatiun unless (he policy were deliln'rately adopted 
of pultinggold coin fiwly into circulation and making it available to the 
public at all brancheH of the Imperial Hank and 'I'reasiiries throughout 
fmlia. 1 f the ultimate aiiiMd' the policy adopteil were to look forward to 
the lime when with the progress of education and of credit facilities the 
demand for riqKrs would get less and less, ami notes and che(|ues would 
become the only form id' currency commonly in n.se.and if it were considm-ed 
tlial a gold lurreney in circulation would he* an expensive' luxury whii-h 
• ought not to Ik* encouraged, the amount of gold coin wdiich would he taken 
from the Mint would iirohtihly Ih’ small. 1 f, on the other hand, it were held 
that the ultimate ideal could more qiiitkly he obtained through putting a 
gold currency freely into eireulation to replace silver rupi'es, (lie amount of 
gold coin to he provided might he very considerable. In so far as gold coin 
replaced silver rupees and silver rujH'es returned from circulation, the loss 
involved would Ih' borne by the Reserve for the redenqition of rupees. 

(.")} Ui'fO'rri' for l/ir ri’ihm iilioii of liiipi'i's. — In j)aragra|)h 1) it has 
Ix'eii suggested that this reserve should he constituted from the amouid 
of the present (government reserves remaiidng over after providing the 
necessary reserve for I he Hank's note issue, ami that the reserve might Ik* 
added to in future by crediting to it the interest on the investments held 
therein and also t he jn’olits on any fresh coinage (d‘ rupe»*s. 'I'he ext(*nt to 
which it would lu* necessary to increase the amount of this reserve would 
depend on the ])oli<-y adopted regarding th*' use of gold as curn'iicy. If 
it were intended that obligation to give gold loin in ( xthange for rupees 
should 1)0 undertaken at some time in the future, it would he advisable, in 
order to attain this objeet as s(H)|i as possible, to incriiase the amount of 
this reserve to the full extent possible. It would, therefore, he inadvisahk' 
to hold any part of the reserve in gold as the amount of annual accretion 
from the interest on securities in the reserve would obviously diminish in 
proportion to the amount of gold.' held. If the reserve were held in sterling 
securities only and the interest on the securities and the profit on (he 
coinage of rupees were added t») it continuously, it would eventually become 
strong enough to meet the cost of introducing a gold standard with the 
rupee as a subsidiary coin of limited legal tender, 
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((i) (Constitution oj the Hank’s Reserve . — The proposed constitution 
of the liauk’s reserve is intended! to provide an adequate guarantee ot the 
liank's ability to carry out its liability to redeem its notes in either rupees 
or foreign exchange. 'I’he amount of silver rupees is limited with the idea 
of ensuring that future expansion of the currency, which will presumably 
l ake place as I lulia develops, should be based entirely on gold. The amount 
is not more than sullic.ient to provide for the seasonal demand for silver 
riniees and to allow a margin of safety. (In the busy season of 1923-24 the 
absorjit ion of rupees was about 23 crores.) The amount of gold and gold 
securities a]>pcars to be ample to guarantee that the Bank would lie able 
1.0 fiiHil its res|Jonsibility for the maintenance of the exchange value of 
the rupee. T'he provision for allowing the Bank to increase the invested 
portion of its reserve on payment of a tax to Government, which follows 
tlie system in force in the German Ileichsbank before the war, is intended 
to provide for the elasticity of the currency which is required for meeting 
the seasonal demand for money. The way in which this provision would 
work is indicated in the Appendix. 

(7) Location oj the Bank's resei've . — In paragraph 7 (/) {d) it has 
been suggested that the metallic reserve should be located entirely in India, 
except that the gold or silver purchased outside India might be held out- 
side India for a perio<l sufficiently long to allow for shipment. It may be 
said that the proper place for the Bank’s reserve of gold is London, where 
it would probably be required for use in the event of the Bank’s reserve of 
gold securities becoming unduly depleted. There is, however, a strong 
Indian demand that the metallic reserves should be held in India, and it 
seems dcsii-able to meet this popular demand as fjir as jK)ssible, especially 
as the Bank could, if their reserves of gold securities were rimning low, 
sell gold in India and thereby detirease the demand on their gold securities 
or obtain a sterling credit against gold earmjirked in India. 

(8) Effect oj the scheme on Government revenue.- Assuming that 
(lovernnient would obtain the same revenue from the Bank in payment for 
the mono|)oly of the note-issue as they now obtain from the profits of the 
Paper (hirrency Department, the effect of the .scheme on Government 
revenue would depend on the decision regarding the constitution of the 
Reserve for the redemption of rupees and the use of the interest received 
on the s»“curities held therein. If it were decided to credit to the Reserve 
all the interest on the securities held therein, Government would lo.se the 
revenue they oblain at present from the securities in the Gold Standard 
Re.servc. namely, about 180 lakhs i;)cr annum. 

I 

11. ,1 Gold Standard with an Imiterial Bank oj India note-issne . — The 
.irrangements for handing over the control of the note-issue and tlm Paper 
Currency Reserve to the Imperial Bank of India would obviously be very 
different if it were decided to adopt a gohl standard for India by stages on the 
lines suggested in another memorandum. It would be inadvisable to hand over 
the control of th(! Pa})er Currency iteserve to the Bank before the early stages 
in the introduction of such a .scheme had been passed, though it might be advisable 
to let the Bank supervise the machinery of the note-issue as the agents of Govern- 
ment, in order tliat they inight become acquainted with the working of this 
maerhinery before undertaking larger responsibilities. There appears to be no 
reason, however, why a bank note-issue should not be substituted for a Govenunent 
note-issue after the liability to give gold coin in exchange for notes and rupees 
and akso for g«)ld bullion on payment of a seigniorage had beem impostid by law 
[vide para. 10 (1 1 1) of the memorandum on “ A Gohl Standard for India ”J. It 
would (hen be pos.sib]e to make the bank notes convertible into gold only, and 
though the Bank would have to maintain a certain amount of rupees in their 
reserve until the silver nipee was made limited legal tender, the permanent 
constitution of the Reserve could be prescribed by a statute, with a temporary 
provision for this purpose. 

12. Undei the system finally reached in which the only forms of unlimited 
legal temksr would be notes and gold coin and the silver rupee would be limited 
legal temler, many of the <liHicultiea of transferring the management of the note- 
ssue to the Imperial Bank would disappear. The exchange value of the rupee 

would lie kept automatically within the gold points by the movements of sold 
In prac.ti(XL the Imperial Bank would probably buy and sell sterling to prwent 
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unnecessary shipments of gold, and would inlluenee the rate ol exehaiige by its 
discount rate, but its responsibility for the luaintciiaiu’e of the oxeliaugo value 
of the rupee would be smaller than umler a gold exchange standard. Moreover, 
as the liability on account of a large number of over-valued silver coin of unlimited 
legal tender outstanding would have been met, it would be unnecessary for llovern- 
ment to maintain a separate reserve; and as the rupee would be a subsidiary coin 
of limited legal tender, the complicated arrangements suggested a!.M)VP, lor Ibe 
supply of rupees to the Bank and for the Bank returning tnem to (joverniiiciit in 
the event of a return from circulation, would be unnecessary. 

13. 'Phe following is an outline of a possible scheme 

(A) Gold coin and bank notes should be urrlimited legal tender, and 
silver rupees should lie legal tender for amounts up to Ks. 50 oidy. 

(B) Government should be under a statutory obligation to give gold 
coin in exchange for gold bullion at any time on payment of a .seigniorage 
to cover minting charges. 

(C) The Imperial Hank should be under a statutory obligation to buy 
gold in the same way as the Bank of England and at a price lixe«l on a 
similar basis. 

(D) Bank notes should lie payable on demand in gold coin. 

(E) As in the Bank of Euglau<l, the note-issue departments and the 
banking departments of tin; Im])erial Bank should be l<ept separate and 
the reserve to be held against the note-issue should lie regulated by statute 
as follows : -- 

(i) 'L'he g«)l(l in the Reserve should not ordinarily Ix' less than 
30 per cent, of the gro.ss cirrulation, but might Ix^ decreasi'd to 20 per 
cent, on payment by the Bank of a tax of 0 per cent, on tin* amount 
by wliicli the invested portion of the Reserve exceeded 70 pei- cent. 

(ii) Of the invested portion of the Reserve at least 2t) i)er cent, 
should be gold securities or trade bills drawn in India in sterling 
having ti currency of not more than three months. 

(iii) The remainder of the invested jiortion of the Reserve' 
should 1)0 Government of India rupee securities, or internal trade 
bills, or other self-liquidating securities, provided that the amount 
of Government of India rupee securities shoidd Ix) lindted to 
90 crores. 

(F) 'l’he Bank .should undertake to keep the India Office .su|)plicd with 
funds to meet the sterling charges of Government. 

A detailed e.xamination of the possible working of such a sclieme seems 
unnecessary at this juncture. 

14. Jt is now necessary to consider a number of important questions, the 
dtxiision regarding which would not l»e appreciably alTetaed by the currency and 
exchange system adopted and which have been referred to only incidentally, if at 
all, in the above outlines of possible schemes, viz. ; - 

(1) The arrangements for the distribution of notes and coin through- 
out India and the provi.sion of exchange facilities at places other than 
Currency Offices. 

(2) The method by which the Government remittances to Eondon 
would be effected. 

(3) The restrictions to lie placed on the exchange operations of the 
Imperial Bank. 

(4) 'Hie arrangements by which Government would obtain from the 
Imperial Bank payment for the monopoly of the note issue. 

16. Arrangements for the distribution of notes atul coin and the pi-oridon 
of exchange facilities. — At present the arrangements for the distribution of notes 
and coin throughout India are entirely in the hands of Government. In their 
Agreement with the Imperial Bank, Government have undertaken to supply, free 
of cost, notes and coin to the branches of the Imperial Bank which cbmimt 
Government treasury business and in order to provide for Government payments 
at treasuries and sub-treasuries, and a.lso to provide exchange facilities at 
treasuries. Government keep all treasuries and sub-treasuries supplied with coin 
as required At all branches of the Imperial Bank, all treasuries, and most of 
the siib-tre.nsuries, Government keep currency chests in which notes, silver rupees. 
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JisilF-ruiKHV (and gold, if any), are stored except in so far as they are required to 
provide for the ordinary daily transiUitions. Tlie notes hold in eurrcncy chests 
arc treated as not issued, and the amount of the notes so held is, therefore, 
excluded from the figures shown in the weekly Paper Currency Statement. The 
coin held in such chests is treated as part of the reserve against the notes in 
circulation. Tly the aid of these currency fchests Government are able not only to 
make transfcr.s Of money quickly from one place to another through the currency, 
but also to sjivc exjwnditure in trans[)orting coin and notes from place to place. 
The Imperial Bank also, which is allowed with certain restrictions to draw on 
tiic currency chests maintained at its branches, is able to work branches with much 
lower cash halamres than would be required if there were no store of money which 
could be drawn u])on without delay. Obviously this system would have to be 
modified considerably if the Imperial Bank managed the note-issue, and the 
natural development seems to lie for the Imperial Bank to take over a large part 
of (he work of distributing coin and notes which is at present performed by 
(iovernment. 'I'he arrangements suggested are briefly as follows : — 

(fi) Gold coin would l)e obtained by the Bank in the same way iis by the 
public, namely, by presenting gold bullion at the Bombay Mint. As long as 
(he silver rujiee were full legal temler currency, the Bank woidd obtain 
rupws in accordance with the arrangements .suggested in paragraph 7 (M) 
above. 

(h) Government sliould supply .subsidiary coin to the Bank only at the 
Mints at Calculta and Bombay, and should receive it back again at its 
face value at the rcipicst of tlu* Bank. 

(c) 'I’he lni|K‘rial Bank should be responsible for the di.strihution of all 
notes and coin throughout India. Tt should undertake, as it does now, to 
give free exchanges at all hraniihes, and should be responsible for supply 
ing the currency demanded by the public. 

{(f) Government should bear the. cost of keeping treasuries and sub 
treasuries wdicrc there is no branch of the Bank supplied with currency 
both for exchange purpo.ses and for Government jiayments. 

(c) In order to retain the advantages of the ])resont currency chest 
system. Government might, as agents of the Bank, maintain (‘urrcncy 
ciiests at treasuries and sub-treasuries where there is no branch of the 
Bank. A ])ortion of the Bank’s bullion reserves might also be kept at the 
Mints. 

1(5. {.iopi'nuiinif rrniittavcfs to Londmi.- 'I’lie working of the schemes out 
lined id)ov<‘ is to a certain extent independent of the method by which the 
Govcrnmciit remittaiKcs to meet sterling requirements might be made. It livould 
Ih* po.ssil)lc for (he pre.sent procedure by the sale of (k)uncils and the purchase of 
s(crling to continue, hut as the Imperial Bank would Iw mainly responsible for 
the control of exithange, it is obviously desirable that tbe management of the 
Government remittances should be largely in their hands, 'i'he simplest method 
of providing for the Government remittances appears for tbe Imperial Bank to 
undertake (1n^ obligations to kcHip the India Office supplied with funds. If the 
sterling expenditure of Government were met entirely by remittanc(?s from India, 
there would lie no room for misunderstanding in such an arrangement; but as 
Government have in the past met, and may again in the future meet, a part of 
their sterling expenditure by borrowing in' Gondon, and have a large amount of 
sterling debt ont.standing, it would be nece.ssary to lay down some principles by 
which the demands of Government on the Bank vvould be regulated. Tt is 
suggested that the principles shouhl be that Government would never borrow in 
London mm'cly in order to lessen their demands on the Bank, but would expect the 
Hank to supply funds to meet all their normal revenue and capital expenditure in 
l ondoii, if required. If at any time the question should arise of the repayment 
of any of the .sterling debt without fresh sterling borrowing. Government should 
give the Bank ample notice and arrange to draw on the Bank gradually for this 
l)Uiq)os(‘. 'Phe India Office would have to give the Bank some time Iwfore the 
liegi lining of each year an estimate of their probable requirements during the 
year, which would be only an approximation. It would have to be supplemental 
by a definite demand for each month made some time before the beginniiig of the 
month, the amount of which the India Office would not be able to alter except with 
(.he consent of the Bank. The amounts drawn by the India Office would be paid 
in rujiees bi the Bank in India by Government, the rate of exchange being the par 
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of exchange, the market rate on the day of payment or the average of the niai’ket 
rates for the preceding month. Of these three alternatives the last appears to he 
the best as the rate paid by (Jovcrnineut would correspond roughly to the rate at 
which the Bank would have remitteil. 

17. Restrictions to be ylaccd on l/te ejcclianye operations oj the liiipi rinl 
/Sauk oj India- The exchange business which the Imperial Bank is at [)rtis(>ni 
authorised to transact is shown in items {d), (m) and {n), Bart I, Schedule 1, 
Imperial Bank of India Act. They are as follows : - 

“ {d) The drawing, accepting, discounting, buying and selling ot bill.s 
of exchange and other negotiable securities payable in Jndia, or in Ceylon; 
and, subject to the general or special ilirectioiis of the Governor General 
ill Council, the discounting, buying and selling of bills of exchange, payable 
outside India, for and from or to such banks as the Governor- General in 
t;ouncU may approve in tliat behalf; 

(/«) The drawing of bills of exchange and the granting of letters of 
credit payable out of India, for the use of principals for the purpo.s(‘ of 
the reniittau(»;s mentioned in clause (L) (sale of s(;e.uriti(‘.s, etc.) and al.so 
for iirivate constituents for bom Jide iiersoiml needs; 

(/i) The buying, for the purpose of meeting such bill.s or lethirs ol' 
credit, of bills of exchange payable out of India, at any u.sance not exetnid 
iiig six mouths.’’ 

The first sentence of item {d) was intended to apply to internal bills of 
exchange only, but as it reads there ap|k‘ars to bt> no reason why the London oHice 
of the Bank should not uiniertake nniimitcil exchange busine.s.s. In practice, the 
Loudon ollice of the Bank dot*snot do so, ainl, praitically speaking, the exchange 
business of the Bank is limited to the purchase of sterling in 
India from banks on an approved list which has been drawn up by 
LTOverninent for the purpose of remittames for the Bank’s private constituents. 
In addition, tlio Imperial Bank has in recent years been ])urchasing large amounts 
of sterling from banks and certain firms on another appioved list on kdialf of 
Government. If the Imperial Bank takes over the control of the note issue and 
the Currency Keserve, which would carry with it res|M.)nsibility for the mainten- 
ance of the exchange value of the rupee, and also takes over the responsibility for 
supplying the India Office with funds to meet the sterling requirements of Govern- 
meut, it is desirable that the Bank should k free U> carry out its exchange opera- 
tions in the most satisfactory and economical way, bul it is nnde.sirable t hat the 
Bank, with all its special resources, should enter into competition with the 
Exchange Banks. It is suggested that the Imperial Bank might be given the 
necessary freedom witliout interfering with the business of the Exchange Banks 
by the limitation of its exchange business to the following : 

(a) The Imperial Bank should lie allowed to buy and sell .sterling in 
India freely, but such purchases or sales should be made not tlirect with 
the trading public, but only with banks (and possibly a few (inns which 
have hitherto been in the habit of tendering direct for Council bills) on a 
list to be approved by Government. It might also lie laid down that the 
Bank should not buy or sell less than £10,000 at a time. 

{b) The Imperial Bank should be allowed to rediscount in India ster- 
ling trade bills for other banks, and the London oflice should be allowed to 
rediscount such bills at the Bank of England only. 

(c) The exchange business of the London ofiii-e of the Bank should be 
limited strietly to the issue of bills of exchangi^ on India for private con- 
stituents for bonti fide personal needs. 

Such restrictions would involve very little extension of the Imperial Bank’.s 
exchange operations, the only points in which their operations would differ from 
those carried on at present being — 

(*) that the Imperial Bank would purchase sterling on their own 
' behalf instead of as agents of Government; 

{ii) that the Imperial Bank would be authorised to sell storling in the 
same way as they are now purchasing sterling on behalf of Government. 
This provision is necessary in order to enable the Bank to carry out its 
obligations to maintain the exchange value of the rupee under a gold 
exchange standard or to protect its gold reserve under a gold 
standard. There is no reason to apfirehend that the business of the 
Exchange Banks would suffer in any way from smli oiierations. 
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{Hi) that the present provision of the Act referred to above, which, in 
effect, pcirmits the l^oiidon ('ytTice of the fnijM^rial Bank to conduct unlimited 
exchange business, would be nuKlificd so as to carrv' out the original inten- 
tion. 

18. PaymmU by the Im-periul liwuk of India for the Monopoly of the Note 
Issue.- It is assumed that the payment to Ijc made by the Bank for tlie monoindy 
of the note-issue should be approximately the profit which Government would 
obtain if they retained the management in their own hands, as the incidental 
advantages to the Bank of controlling the note-issue would be very cosiderable, 
and there is no reason why Government should lose revenue on aci'ount of the 
transfer of the management. The pos.sib1e methods by which Government might 
obtain payment rr«)m the Bank are as follows : — 

(1) Government might take a share in the profits of the Bank. 

(2) A separate profit and loss account might be kept for The note-issue 
department of the Bank, and Government might take annually all, or 
iM'arly all, of the profits shown therein. 

(y) 'ITie Bank might pay Government a percentage on the amount of 
the invested portion of its Curi-ency Keserve (.)ver and above; a fixed figure 
which would be free, and excluding any amount on which (i per cent, would 
be paid in accordance with the suggestions made in paragraphs 7 (F) («) and 
12 (E) (i). 

The adoption of the first method would in effect make Goveruiueut a share- 
holder in the Bank, and would, to some extent, at any rate, inyolve closer Govern- 
ment control. It seems desirable that the arrangement b(;twc(;n Government and 
tlie Bank should be such as to enable Government control to be reduixid to the 
minimum necessary tor guarding the financial interests of the country, and to 
leave the day-to-day management of the Bank free to be conducteil in accordance 
willi ixanmercial requirememts. Method (2) would necessitate a very close 
examination and audit of the accounts of the Bank by Government olHciaLs, and 
it would be extremely difficult to distinguish, esjiecially at the branches of the 
Bank, the items which ought to be placed in the accounts of the banking de})art 
ment and the items which ought to be placxsd in the accxnints of the note-issue 
department. Moreover, there would be an opening for frequent discaissions 
lietween Government and the Bank as to comparatively petty details. 'I’he adop 
lion of method (2), therefore, does not seem expedient. Method (3) apfiears to lu' 
the most suitable. The amount of the notes issued against investments, which 
ivould be free, would Ik; fixed roughly so that the interest on the inve.stmonts would 
apiiroximately cover |)ermanent overhead c.hargcs which would not vary apprein 
a.bly with the size of the note-issue. As the jiercxmtage of the amount of the 
remainder of the inve.stcd jiortiouof its Reserve which the Bank would have to pay 
would depend on the interest rates obtaining in India and in Bondon from time 
to time, it would not be possible to fix a definite rate in perpetuity, but it would be 
possible to fix a percentage for a period of, say, five years, which would be fair 
lK)th to Government and to the Bank. The real profits obtained by Government 
from the not' i.s.sue during recent years are dealt with in another memorandum 


Appendix. 

In oriler to give a rough idea of the working of the system outlined in 
paragraph 7 of the memorandum. Statement A has been drawn up giving the 
probable amount of the note issue and the constitution of the Keserve, if the 
sy,.,tem had been in forix) between the end of October, 1923, and tlie end of 
Septenilier, 1925. The end of October, 1923, has Ixien chosen as the starting 
point, partly becausi; at that time the currency was certainly no longer inflated 
suid partly because it is the time of the year when the expansioti of currently 
to meet the .seasonal trade demand usually begins. Naturally most of the figures 
in the statement are hypothetical. 

2. In the second column of the statement is shown the gniss circulation as 
it actually existed, and in the thiid column the circulation as it would have 
existed if the Imperial Bank had controlled the note issue and had sot regulated 
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its reserves that the pereentuge in the banking (leparUnent. -did iini go nlttae 
'S) per u'-nt. or below 20 jKsr cent. The ligures in the third wlninn have lieeii 
obtained as follows ; — 

((t) In months when the Bank's aetnal percentage was alnn'e 20 per 
cent., it lias lx?en assumed that the Bank would have cancelled notes to 
the extent uwessary to bring tbeir jHjrcentage down Uv 25, e.g., at the 
end of October, 1923, their wish, liabilities and percentage w»'re approxi- 
mately 315 erores, 5)3 crores, and 35). To bring the percentage down to 
25 a decrease «>f approximately 13 crores in the cash would have Ix'cn 
necessary. A deduction of 13 crores from the gross circulation has 
therefore been made. 

(6) When the Hank’s {wtual perwmttige was between 20 and 25, no 
change has been made in the ligures of gross circulation. 

(r) In months when the Hunk’s actual percentage was below 20, it 
has Ikh'ii assumed that the Hank wovdd have increased tlu; note issue hy 
the anumnt nece.ssary U> bring its percentage U* 20, e.g., at the end of 
Kehruary, 15)24, the cash, liabilities and |)crcentage wtut^ approximately 
15 ciM>res, H)6 crore.s and 14. To bring the percentage uj) to 20, an 
iiiorease of about (5 ci'ores in the cash would have Iteen neces.sa]’y. An 
addition of 0 erores to the gross circulation has, therefore. Ik’cn made. 

It will be noticed that during the busy season of 1924, the assumed circula 
tion is considerably higher than the actual gross circulation. The increase in 
circulation assumed would probably have been sufficietit to ])revent the extreme 
stringency of money which actually tn'ciirred. 

3. The silver iiolding has been divided into two portions in order to indiwite 
what purcluuses ot silver tht! Bank would proba.bly have nuule in the course of 
the period talieu. it is assumed that it would have started oil' at the end of 
October, 1923, with the maximum holding of silver, namely, 50 crores, bei'ause 
past experience would have shown that the absorption of silver would start on 
a considerable scale from the beginning of I^ovcmber. Coliiiint 4, which is 
headed “ Original holding," gives the state of the silver reserve from mouth 
to mouth (.tn the assumptiiai that the absorption of silver would have been on 
the same scale as it actually Wiis, and that the Bank made no fi-esh purcluises. 
i'oluinik 5 gives the Fresh purchases" which the Bank would have made as •< 
matter of policy. In November, the Bank, knowing that the demand for rupees 
to Jinauce large and high-priee<i cixips wouhl be heavy, ;ind, seeing rupees being 
nbsorlied at a rapid rale, would have taken measure to inerea.se the metallic 
holding in order to strengthen its position. It wouhl probably not have purclui.sed 
to(.» rapidly at first, as a return of a portion of the rupees at the end of tlie busy 
season would have been anticipated, hut purehasi’is t>f small amounts of silver 
from month to month would have been quite sjife. It is assumed, therefore, 
that from November to Marob the Hank would have purchased a cron; of silver 
per moiitli. Hy the end of March when it was .seen that there bad Ix'en an 
absorption of nearly 20 erores of rupees, and that ruiiees u'cre still going out 
in considerable quantities, the purchases of silver would probably have Ikxmi 
accelerated, es|>ecially as the iiu^taliie penvntege was still hwv. It is assumed, 
tlierefore, that in April 2 crores and in May 3 erores of silver xvould have l.K*en 
purchased. In .luiie rupees started to return from circulation. Seeing ibis the 
Rank would pi'obably have stopped puivbasing on mcoiiut of the i)ossibility that 
a large return of rupees might have brought the silver holding up to the limit. 
Between June and October rupees did {wtually return fairly freely, though not 
as rapidly as in s<.)me yeans, and by the end of Oc.tober the Bank’s bolding of 
silver would have been 465 erores, i.e., only 3^ crores below the limit. In the 
busy season of 1924-25 the absor})tioTi of rupees was mneb less rapid than in tlie 
previous year. It is assumed, therefore, that the Bank would not have made 
fresh purchases in anticipation of a winparativcly small absorption during the 
busy season, and a la?^e return from eireulation in tbi^ sbu’k .s<Ni.si>n. It will In- 
seen' that by the end of September. 1925, their holding of silver would have 
retiebed the limit of 50 erores without any purchases. 

4. Column 6 sliows the gold bolding, 'rhe figure of 40 erores taken for the 
end of Oetolxjr, 1923, is the amount that would have Ihhmi necessary to bring the 
metallic percentage of the Bank to a figure well over the 50 jier eimt. limit. It 
may be considered that the figure taken, namely, 53'9, is unduly low, but in fixing 
60 per cent, it is assumed that the Bank would work down below this jierceutagc 
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cvury year and in tlic sJack scajson would, in order to sa-ve piyinent to Govern 
nient on an excessive issue of notes against securities arrange, as far as possible, 
that their percentage would only be so nmeh above 50 per cent, as would be 
necessary to ensure that a. sudden demand would not rentier it liable to pay the 

0 per celit. tax at a time when money would not be lent at a (jorresponding rate. 

In this cfdumn a gradual increase in the amount of the gold holding between the 
end of Octol)er and the eiul of May is .shown. It is assumed that this increase 
in tlm gold holding Avould have taken place automatically on aceount of the 
presentation of gold bullion by- the public. In and 1912-13 about 14 

erores and 10 crorcs respectively of gold were {uttually tendered to Government 
out of the large imports in those years. It is reasonable to assume, therefore, 
tbiJt under the .system pi'oposed a fair amount of gold would be tendered tf) the 
Hank. It is a,ssnmed that there would have been no tenders in the months of 
May, 1924, to Septomln'r, 1925, boeansc it is nnlikelv that gold would be tendered 
by the puhlie in any eonsiderivhlo quantity during tlie slack season, and during 

1 ho Imsy season of 1924 25 the demand for gold up-coiintry for industrial and 
other purposes niieonneeted with currency was so extraordinarily large that it is 
improbable that any a]ipreeial)le amount would have heen received by the Hank. 

5. dofmin 7 gives the liolding of the Governnumt of India, securities. The 
ligure of 27 taken for Oetolxu’, 1923. is prt>l)ahly lower than the actual holding 
would have heen and requires some, ex])la.natiou. From (k)himns 2 and 3 it will 
1)0 st'c.ii that, in order to reduce the pcrceiitage in the banking department to 25 
from th«' tigiire at which it actually .st(M)d on tliat date, it would have been 
necessary to eaiicxd 13 erores of notes and reduce the Hank’s (jash by this amount. 
As.sumiilg that the Ikuik’s liabilities were the same, it would have U'on necessary 
for the Ikuik to have obtained other assets of an equivalent amount. It is 
assumed for the sake of simplicity that they would have obtained these assets 
by tra.nsferring 13 erores of Government of India securities from their note 
i.s.sue department to their hanking (lo))artmenl. In practice they wf)uld probably 
not have reduced their liolding of the Government of India .securities in the 
no4(* is.sno dejiartmont to so low a figure, hut if they liad not done so the oidy 
other option available would have been to lend out their money on the London 
market, as it may ho assumed that they ha<l lent as much money in India as they 
(Muild place. If, tlutrefore, the Government of India securities were taken at 
a. higher figure than 27, the difTerence between 27 and tJie figure taken would have 
lx?en hold in .sterling securities in the banking dejiartment. For the jairiiose of 
examining the working of the proposed .system, it is simpler to assume that the 
decrease in the. Hank’s percentage of cash to liabilities would have been effected 
solely by a transfer of Government of India st'curities from the note i.ssuc depart- 
ment to the hanking <lepar1meiit. as this gives a more aeenrate idea of the amount 
of I'emitlaiice wliich the Hank would have hail to make from India to London 
in order to provide for expansion of the e.nrreni\y. 

0. Colvwii S shows the amount of hundis or other self-li(|uidatiug viipee 
securities. It will he noticed that the largest amount is 14 crorcs, and it may be 
said that in firesent conditions it will he inifKissible for the Hank to find this 
amount of genuine internal hills of exchange or other suitable self-liquidating 
securities. The reply to this ohjeetion is that it will be impn.ssible to meet the 
sea.sonal demands for etirreney without making money unduly tight, unless there 
is provision in the enrroney system for a c’cnsiderablc ox{)ansion agaiiLst self- 
liquidating rupee securities. It may Ik; possible to frame the law so that the 
Hank would 1 m' able to ])laee in the reserves promissory notes Or other doenments 
representing trade credits as well as hundis. Tf not, it would certainly lie the 
business of the Hank to cneourage traders to finance themselves by hundis rather 
than by ciish credits, and it might be advisable for Government to assist the 
Hank by abolishing or reducing the stamji duty on hundis. 

7, (Jolumu 9 .shows the gold securities. The figures in this »>lumn have 
heen arrived at by subtraetiiig tlie total of Columns 4 to 8 from the total circnla- 
tion shown in Column 3. They indicate, therefore, the amoimt of the remittances 
which the Hank would have had to make in the course of the year for strengthen- 
ing their sterling resiwve in addition to remittances for the piirchase of silver and 
to meet the sterling requirements of Government. Taking the Government’s 
sterling oxjietulitnre for the year at 34 millions, and assuming that the Bank 
would have purcluised call its silver in Tcondon, the total remittajices on Govern- 
ment and Hank .acwiiiit between the end of March, 1924, .and the end of March, 
1925, if the rate of exchange had been Is, 0<?., would have been £40‘5 millions. 
A oomjiarison of this figure with the amount of remittances actually made by 
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Governnu;ut during this period is not of inuih value partly iKvause the rale t»f 
exehaiige was fluetuatiug and (Joverninent during the (irst six nmnllis was 
regulating its reniittaneos so as to allow the rate to rise gradually, and partly 
l)eeause there were ac^tually no tenders of gold to Goveriiiuent. 'I’he ai-liial 
remittances, however, were ^■40'8 millions. IMie average annual remittanees for 
the five years 1909-10 to 1913-14 wen; £27 () millions, while the average visilile 
balfuice of tnide for thest; years Avas 42‘2 erores. (loiisidcring that the visible 
balance of trade from Ist April. 1924, to 31st March, 1925, was alMnit 01 ei-ores. 
it seems likely that the Hank woidd have had no didieulty in making the anatunl 
of remittance required for meeting the sterling requirements of tlovernment and 
for curreycy purpo.ses. 

8. The figures in ('olunins 10 and II give an indication of the way in 
which the seasonal demand for currency conld be met without unduly tighteinng 
money. At the end of November, 1923, with a inelallie pt;n entag(; of 50 2 and a 
percentage; of cash to liabilities of 25, the Hank would probably liave taken steps 
to lessen the drain on its reserves and to jmt itself in a position to increase its 
note is.sue against securities, i.e., it would have rais»;d the bank rat^* to 0 per 
cent. Hy the end of .lanuary, 1924, its percentage would have Imvii getting near 
the limit of safety and it wonhl probably have raised the bank rate to 7 per cent. 
Hy tbe end (►f March the demand for money and currency would have shown signs 
of falling off and the bank rate would probably have l)ct;n reduced to (» |)er cent, 
early in April. A further reduction to 5 per cent, wonhl ])robably have bwn made 
alxHit the middle of dmie, and this rate would have continued till about the 
middle of December Avhen a ri.se to 0 per cent, would have been nece.s.sary. It 
would have been unneo<;ssary to raise the bank rate l«*yond t} j)er i-ent. during the 
busy .season of 1924-25. and this rate would probably have continued until alHiut 
the middle of .June when it would have been possible to make a reduction' to 
5 per cent. A com])arison of these movements in tbe bank rate with those which 
actually Uxik place indiwites that the character of the seasons would have been 
clearly reflc(;ted in the movement of money rates without producing tbe extreme 
fluctuations which are unanimously condemned. 

9. The statement as a whole enables a rough te.st to lx; madt; of the adequm-y 
()f the reserve proposed b) provide for all contingencies. without involving an 
unnoi-e.ss{irily large metallic holding. The figures indicate that during a .sivuson 
of large crops and large ex|M)rts the nietallie [xroentage might dn)p to about 40, 
<111 account of the ordinary sea.sonal demand for currency. 'I'his aiqiears to leave 
a sufficient but not excessive margin for emergencies in view of tlie fact that if 
the Hank ever worked near 30 per oent. the encashment of a few notes would 
put It in danger of having to apply to Government for the suspension of the law. 
Another (xmtingenev is the [Xissibility of a large demand for remit-tance to 
Enghuid. Thi.s would probably arist; in the slack season when it would probably 
be possible to meet it from the excess of the gold securities over the rupee; 
securities. Tf such a demand suddenly aro.se in the busy sea.son, it might Ik* 
neivssary to usi; a |)art of the gold reserve either by actual export or by obtaining 
a credit again.st it in T.ondon. Anyway with a reserve of gold and gold securities 
in excess of half the note issue, there seems to lie lityi;, possibility of'-the .system 
breaking down on account of a demand for remittance to England, and as a last 
resort the Hank could obtain a temporary credit in Eondon. 
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APPENDIX 7. 

Memorandum on the Indian Currency System submitted by the Honourable 
Sir Basil Blackett, K.C.B., Finance Member of the Govemor-Oeneral’s 
Executive Council. 

1. The Currency of India, as of almost every other country in tlie world, was 
driven away from its moorings by the War, and, as in the case of the liuitodi 
Kingdom till last April, it now consists of an inconvertible medium of (liri'ulation 
(the note convertible into the rupee and the rupee in essence an inconvertible note 
printed on silver) whose value noth for internal and for external purpows has 
depended on the supply in relation to the demand, that is, has been the resultant 
of the thr»*e factors of world prices, internal trade conditions, and the (loveni- 
ment’s policy in controlling the available supply. Of these three factors, the la.st 
has on the whole been the least important, though its imf)ortance has been 
(«Rtinually increasing as conditions have become more normal and <lemaiid has 
overtaken supj)ly. 

2. For these reasons the experience of the last few years has been to some 
extent abnormal. It contains very useful les.sons for application to Ibe future, Imt 
it is important to keep the abnormality in mind in any criticism of Indian 
( lurrency policy either before the War or since 1920. 

3. There appear to me to be three main alternatives for consideration in 
deciding what the future currency system and practiw of India should be. The 
first is to go back definitely to the system as it was in essence in July, 1914, i.e., a 
Sterling Exchange Standard, while attempting to clarify the facts as to what 
that situation really was, to simplify the system, and to bring tbeory and practice 
fully into accord, 'fhe .second is to adopt a real Gold E.xcbange Standard system 
on the general lines sketched out in the first part of the memorandum on “ The 
transfer of the management of the paper currency to the Imperial Jhiiik ”. 'I'he 
third alternative is to adopt a sy-stem on the lines of that propo.sed in the 
memorandum entitled “ A Gold Standard for India 'fhe three alternatives 
may therefore be sbortly described as a Sterling Exchange Stamlard, a Gold 
E.xchange Standard., and a Gold Standard. Whichever of the three .systems is 
adopted, it is in my ojiinion |.H>ssible in each case hr transfer the right (d‘ note 
i.s.suo and the management of the pa|wr currency to the Imperial Hank, and on 
many grounds, some of which will appear hereafter, I regard this as desirable in 
any case. 

4. Of the three alternatives the Sterling Exchange standard is considerably 
the most economical from the standpoint of General Revenues, and Ihe Gobi 
Standard Ihe most e.xpcnsive. The Gold Exchange Standard is not inuch less 
expeirsive, an<l may even be more expensive, if, as assumed in the memorandum 
quoted, it is combined with a gold currency in circulation side by side with the 
.silver rupee, and there is. 1 think, very littfe lo lx? said for this altcrnalivc unless 
it is regarded as a stepping stone to a Gold Standard .system. It can hardlv Ix^ 
regarded as a final .solution, since it has to my mind few advantages not poss(‘ssed 
by the .Sterling Exchange Standard, and does not olTer any prosptxt of getting 
rid of the uidiinited legal tender character of the silver rupee, which is the real 
stumbling-hl(x4< in the way of an ideal system. The Gold Standard system is 
expensive, and If it involves a large, amount of gold in circulation, is not ideal. 
Hut this is the only alternative which |X)int.s the way to an ideal solution. The 
expense of this alternative can, I think, be justified, if it is likely to lead on 
fairly quickly to, what I regard as the i(ieal system, an International Exchange 
Standard fm the lines laid down by the Genoa Conference of 1922, a system such 
as England now has with a paper currency inconvertible for internal purjxises 
but absolutely convertible into international currency on a gold basis for external 
purposes, or a system such as that of the United States of America has in practice* 
become, where the paper currency is nominally convertible into gold coin hut for 
practical purposes gold coin docs'not circulate' internally to any important extent, 
the stability of the currency both for iiiternal |)urposea and W external purposes 
being secured under such a system by the holding in the reserve of a considerable 
amount of gold and external gold securities, managed by a Central Bank in close 
collaboration with the Central Banks of other gold standard countries. 

I. — TiiK Sterling Exchange Standard. 

5. It is, I think, {lossible to give India a very much improved Sterling 
Exchange .Standard system as comjiared with that actually iu operation in 1914, 
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containing most of the advantages offered by the other alternatives, subject, how* 
ever, to two postulates : viz., {n) that in the absence of some overwhelming 
cataclysm such as overtook the world in 11)14, the price of silver bullion is not 
likely*^ to go above 48r/. per oz. (1 assume for convenience throughout this 
memorandum tliat the rupee will be fixed at 18rf.), and {b) that sterling, having 
recovered its parity with gold, will remain the equivalent of gold in all but the 
most abnormal ciVciimstaiu'es. It may well be argued that any probable 
contingency which would upset either or both of these postulates would upset the 
cquilibrimn of any Indian currency system that might be adopted. The Imi 
remains, iiowever,' that so long as the silver rupee retains its unlimited legal 
tender privileges iind the difFieulties of recoining it with a smaller silver content, 
nnle.ss and until some other metallic coin is substituted, remain insuperable, a rise 
of the value f»f silver altovc 4S(f. will smash any but a Gold Stnmlard system in 
India. 

6. Ai(‘epting for the moment these two postulates, the improved system 
whitli I would suggest would be on the following lines 

(«) There w'ould l)e no obligation to buy or sell gold for ru])ees and 
there would be no need to go to the heavy e.\i)eiise of kce])ing gold in the 
currency ro.scrves, unless (which 1 assume would not Ire the case) India were 
rerpiiretl to kce]) some small reserve in gold as a condition of dependonee 
on sterling, tliat is, of reliance u|H»n the action of the cnrreney authorities 
of Great Britain to maintain sterling at par witli gold. 

(h) The right of note issue ami the duty of managing the pajrer 
cnnency would ire transferred to the Imperial Bank of India. 

(f) 'I’he Gold Standard Reserve and the Pajrer ('nrrmicy Reserve would 
he amalgamated and reconstituted by statute as a single enrronty re.serve. 

(</) The lm|)erial Bank will be required bv statute to sell rupees for 
sterling witbonl limit at l.v. and sell sterling for rupees at l.'t. 5 li’//. 


7. One of the great objections to the hidian Currency system as operated in 
11)14 was that it wa.s c.xtraordinarily complii’atcd and not easily intelligible oven 
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me iiiai ii is csscniim, ii me oiu syarciii is lo nc icuinicii, u) rccoginse {uid 
.state clearly that it is a Sterling E.xebange Standard system. (32) to get rid of the 
cumbrous duplication of reserves, and (3) to realise that in essence the problems 
raised by the existence of the silver rn|)ee with unlimited legal tender ebanu-ter 
are rather those associated with a note issue than those associated with a metallic 
(•nrrency, ami to approach these problems from the .standpoint that the silver 
rupee is essentially a note printed on .silver rather than a token coin. 

8. The original function of the Paper Currency Reserve was to provide for 
the (•oMvertihility of the paper currency into rupees.’ By 11)14 this function hiul 
been sniiplemented by the seeomlary one of maintaining the exeliange value of the 
note at par with sterling. 

1’lie I unction of the Gold Standard Reserve was t« maintain the e-xeliange 
value of the silver rupee at par with sterling. 

The silver rupee carried within itself a large jiortion of its cover in the form 
of silver bullion, but this ciover is eonstjuitly varying in value and is not in an 
easily or quickly reali.sable form. 4’lie balance of the value of the rupee depended 
on the willingne.ss of the Government to give sterling for it at par when it was 
reduiidant to the eireulatio7i, and tliis was the function of the Gold Standard 
Re.serve. J a single cui reiicy reserve is to replace the two existing reserves, this 
new reserve must provide (a) for the (Convertibility of the ])aper note iiito silver 
rupees, ami (h) lor llie maintenance of the exchange value Ixith of the note nrinted 
on pnpcT nmi nl llie nolo printod on silver. ^ 

t). The total amount of silver rupees now in eirenlation (including the .silver 
rupee.s in the reserve) is unknown and unaseertainablo, hut it certainly does not 
e.xceed 40 erorc's. A considerable number of rupees must always remain in 
circ-ulation, sinc^ iJie silver rupee performs the functions of a subsidiary coin 
ph as the shilling and hidt-erown in England as well as the functions of an 
iiiconverti.de note ol unlimited legal tender. To the extent of from 60 per cent 
to W ,*r a..o„rd „g to tto ,,rice of silver, the rupee rarrL ZoZ ^veTTu 
(he form of silver bullion. It will not he iieressury therefore in the new rnrreiirv 
reserve to provide iwer for the whole of the ontstnnding silver rupees, nor wiU 
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it be necessary to provide spiMiiul wver for tlic whole of the uonunal value of each 
rupee. 

Any proposal as to the. amount of cover re(|uire<l must lie arhiLiary. My 
suggestion is that the new currency reserve should contain {a) full cover for ail 
outstanding ])aper notes, (ft) an additional 5h crores to cover rupees now in 
circulatior., (c) further cover to the extent of 25 inu' cent, for all additional silver 
rupees hereafter coined and issued (exception being made for new rupees i-oined 
to rejilace worn coins withdrawn), i.e.. 1 rupee of covit for (>very 4 rupees added 
to the circulation. Tf rupees were withdrawn from eirenlalion ami melted dowti 
.‘IS redundant one rupee of cover would be reh*a.'<ed for every four rupees melted 
down. 

10. Talcing the figures of Se]>teml)pr ‘doth, 1025. the amount of paper 
currency then outstatiding was ISOi crores. The new eurremy re.serve would 
therefore at that date have required to contain assets of ihe, value of 23t>l. crores. 
How should this reserve be eon.stituted ? 

11. Ft must in the first place cotdain some silver rupees to ])rovide for the 
convertihility of the pjiper note into rup»'es. But the .■niiouiit of such rupees should 
be reiusonably limited if the reserve is to l»e strong enough to perform its other 
functions. My augge.stion would be. that normally the silver ru|)ees in the reserve 
.should not be allowed to exceed 50 crores and th:it it should be laid down that in 
no circumstances should the rupees so held exceed one t hinl (d‘ f he total liabilities. 
There would seem to l)e no need to ])reseribe a minimum for the rupees to be held, 
as the Bank would be bound by statute to give rupees for notes and would see to it 
that it was not caught short. Equally the Baidc would have to guard itself again.st 
the ri.sks of rupees betdining .so redundant as to exceed the maximum id‘ one-third 
of the assets of the reserve. The amount of rniiee seeiirifies might be limited tt) 
a Tiiaximum of 80 crores or 40 per cent, of the liabilities, whichever is le.ss, and it 
itiight further be laid <lown that of the rupee securities not more than ({0 crores 
should be (lovernment of India securities and the balance but not more than 20 
crores .should l)e held in the form of self-li(|uidating slu>rl-term rupee .securities. 
The remainder (d' the eurreiicy reserve wcadd be hc'ld in the form of slerlino 
securities, the exact forms t(» be <lerni(‘d but not limited to Brili.sh (lovernment 
securities. 

12. The assets of the two reserves as at :{0| li Se|)tember. |t>25, consisted of : 


Silver poq 

Cold 2!I7 

(lOvernment of India ru|)ee securities ... ... ... 57- 1 

Sterling securities Sp 

'i’olal 25(50 

Being a surplus of ... ... (57.4 


Over the amount of currency no(<>s mdstamling which 

' ' 180-5 

An extra 50 ( rores (d’ assi-ts are required to balance the liabilities of the new 
euirency re.serve as sugge.sted by me. 'I'he surplus in th(‘ existing rt'serves is 
suflieient to provide this extra. 50 crores and still leave a free balance of about 
18 croi-es. 

13. Ft w'ould be tempting to apply this l.s erores to reduction of India’s 
steiling debt, but in order to start the new scheme with an extra margin of s.-ifetv, 
I w«mld suggest that it slaadd be used tempiu-.-irily to relieve (he new eiirrenev 
re.servc of .someof the surplus rupees. It might, for'example, be arranged that the 
Governmeid of Fndia would take over IK crores of thes(> surplus siTver rupees. 
The Government would (hen either hold the rupees in stock pending such time as 
a demand arose for new c<iinag(!, or hold a part in .sto(<k and .sell a p.irt as 
bullion. 'I’he (|ue.stion wdiether it would be better to hold (»r to .-vll nei'd not be 
H.xamined here. 

t 

14. Su{)|)o.sing this exchange to lx* arranged, the mnv eurrenev reserve wouhl 
start its career as follows, it being further assumed that the 29-7 erores of gold 
would lie converted into st(>rling s(‘eurities ; - 

Liftbilit if\s — (h'orrsf. 

Notes in circulation 189-5 

S|)eeial rupee liability .50 
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A sseis- 

Silvcf 

Govemmeut of India ruiiee securities ... 
Sterling securities 


72-7 

571 

109-7 


2395 


It would be de.si ruble to lay it down as a further teinporaiy rule for guidance 
of the J niiX'rial ll<ank that until the silver rupees in the reserve fell below 50 crores, 
additions to the invested portion of the reserve should not take the form of rupee 
securities. .After that the Bank might increase the rupe securities at its discre- 
tion within the proposed statutory limits. For simplicity’s sake it might l)o desir- 
able to convert the Government of India rupe securities into a non-interest bear- 
ing lxK)k-debt. 

15. It seems to me that a scheme of this kind would go far, subject to tho 
po.stulntes mentioned alxive, to give India a sound currency system, reasonably 
secure against all but abnormal slnx'ks, reasonably intelligible even to the un- 
initiated, ami managed with the minimum of Government control or interference 
on business lines by the Imperial Bank acting as the Central or State Bank of 
India. The plan has the advantage of amalgamating the banking and currenejr 
reserves of India and eliminating all Government intervention in the sphere of 
currency and e.xi^hangc regulation. The Bank ought, I think, to be able and will- 
ing to undertake all the obligations propsed to be imposed on it. Arrangements 
would have to be made on the lines proposed in the memorandum regarding Trans- 
fer of Management of the Paper Currency to the Imperial Bank for the supply 
of the funds reejuired by the Government of India in London and for the annual 
payment by the Bank of a suitable sum in respect of the profits of note issue. The 
nniy functions remaining to the Government beyond general contn)! would be those 
of issuing new ruiws in exchange for worn coin, and issuing additional rupees 
to tlie Bank as reipiired. New- rupees would be given in exchange for worn coin 
at face value without other comlitions. Additional rupe<*s would be issued by the 
Government to tho Bardc at face value, the Government taking the seignorage, 
but it would be further provided that out of such seignorage, or if this were 
iiLsufficient out of revenue balances, tho Government should pay to the Bank to be 
credited to the currency reserve one rupe for every four additiimal ru|)ees so 
issued. 'Phis latter condition would apply only when the time came for additional 
coinage, and need not apply to additional rupees issued out of the special stock of 
18 crores of silver rupees in the hands of the Government at the start of the new 
system. 

Ki. One great attraction of this plan is that it not only involves no additional 
(expenditure from general revenues, but, on the contrary, gives the Govi'rnrnent («) 
the prospect of being able to secure a special fund amounting at a. maximum to 18 
crores for much ueed(^d capital expenditure as and when the special sUkIv of .18 
crores of silver rupees is liquidated ; (6) an extra sum for credit to annual revenues 
equal to the intei-'est on 29-7 crores of sterling securiti(;s re.sulling from the sale of 
that amount of idle gold ; and (c) the prospect, as silver rupees go out into (u'rcula- 
tiou, of receiving in aid of general revenues the interest on further investments, 
either sterling or rupee, on account of tho reserve, amounting to some 30 to 50 
crores. 

Tho extra annual revenue arising under {b) and (c) may be roughly taken at 
not less than txvo crores, and even if, for any reason, it were found neenssary or 
desirable to hold as much as 30 crores in gold, tho ecommiics mentioned under 
heads (o) and (r) above would still remain. 

II. -The Gold Exchange Standard. 

17. A scheme for a Gold Exchange Standard is fully set out in the memoran- 
dum regarding Iransier of the Management of the Paper Curi-cncy to the 
Imperial Bank of India. I need not add anything to that memorandum except to 
say that it would, I think, be possible to avoid the necessity for the special reserve 
for the redemption of rupees by adopting a plan similar to that suggested above in 
in tho ca.se ol the Sterling Exchange Standard for amalgamating the two reserves 
into a single currency reserve. I have already expressed the view that there are 
few advantages in this system over the Sterling Exchange Standard, unless it is 
definitely advocated as a stepping stone to the Gold Standard system. T am of 
opinion that the time has come when a final choice might well be mads between 
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the Sti'i’liiiff KxcJiange Standard and the Gold Standard, and. if llie clioire is in 
favour of the latter, I should preler to advaiifc to it at oiuc. .tiuI Itelieve that it 
can Imj introduced without further hesitation, if a. reaiionahlc triinsilion piM'iod is 
allowed, and if India is prepared to face the extra lost involved. 

111. -The Gold Stand.vkd. 

IH. My personal view is that the cost involved in an inniic<lia1c :i<lvaiHC to 
the Gf)ld Standard is worth incurring on two iH)nditions. The fii\st is that tlu^ 
extent of that cost is fully realised in advance and the decision that it is worth 
facing is arrived at with reasonable unanimity by the Government and j)C()|)le of 
India, and the Government are not put in the ])o.sition of apj)caring to foire India 
to incur the charge without dne consideration of such public opinion as exists on 
so totihiiical a subject. The second condition is that the prohlenis of disposing 
satisfactorily of a largo .surplus of silver bullion and of sidisfving a large 
demand for gold, though a ternjmrary one only, will not raise insuperable, dillicul 
ties in relation to the world’s gold and .silver markete. 

19. What then is the cost of introducing a gold standard in India? In tlu' 
memorandum entitled “ A Gold Standard for India ” the conclusion is reached 
that, on the necessarily hy|K)thetica.l assumptions there stated, the scheme involves 
the possibility of a recurring cost of about lis. lakhs a year during the lir.st 
five years and about Rs. 1 12 lakhs a year thereafter. 

20. It is, however, iiniwrtant to .stress the fact that these figures ro|)resi‘nt 
maxima. The assumptions througliout have bi?en deliberately made to err on th.* 
side of ssifcty. There are reasons for thinking that the actual charges would be 
l onsiderably less, and there are various possible methods, .some of which are men 
tinned or indicated in the memorandum, of reducing the liabilities. 

21. In the first place, I incline to the view' that 200 crones of silv<'r rupees is 
an over e.stimate of tlie amount which it is at all probable that we shall have lo 
convert into gold. If the figure turned out to be 150 crores, this fact alone would 
reduce the loss on sale of rupi'es by 25 crores and make a correspond it)g reduction 
in the annual charges. Unfortunately, however, there s(M‘m to b(> absolutely no 
reliable data on which te arrive at a satisfactory guess in (he ca.se of (his vital 
figure. 

22. in the second place, the proixisal to reintroduce the imi)ort (hd.y of 4 as. 
[)er oz. on silver bullion (witli no corre.sponding rebate) seems to me to l)e a very 
reasoimble taie, and if adopted it would reduce the capital co.st by 20 i ronis on 
the basis that 200 crores of rupe(!.s will luive to be exchanged into gold, or 15 i-rores 
if themmount is 1,50 crores. It may further Ixi observed that an average; price id‘ 
24(/. per oz. for silver is to all appearance a very safe figure in view of the prc.sent 

' level of world prices for com modi tie's generally if it be a.ssiuneel lb:«t the extrei gold 
reejuired ceen be obtaineel without causing any considerable a])pree iatieui of gold. 

23. A thirel jivenuc lor rtxiucing the co.st is offered by a ree*on.sideratioii of 
the propeertious propexseel tei be aeleipteel for the new eiirreney reserve. The* ligeircs 
in the memoranelnm were iiitendeel to be illustrative in the main, and it will be 
aekni'wlodgetl that they are, in comparison with other tuiuntries, exerptioiially 
stringent. I have been recemsielering these proportiems a ml the composition of 
the proposed r(;servc in general since the memoranelnm was written, and iim now 
incliueel to suggest a different sot of rules for the reserve, wbieh env less stringe'iit, 
aiiel are eil.so arrived at by ei different method of eipprexii’li. I sngge.st that the 
rules for tlu; new reserve sbemlel require: — 

(«) a fixed minimum of 40 ciiore's ejf gold ceiin eer bnlliou; 

{b) a fixed inve.stment eef 90 erores in Goverinnent of Jiielia iiipee 
seeaeritie's, which might cunvoniently take the form of a non interc.st iK'aring 
IxMik-debt; 

(c) a further investment not e.xceeding 20 crores in otlicr rujiee securi- 
ties which miglit be eitlicr Government of liulia securities or rupee paper 
of a .self-liquidating character; 

{(f) the balance of the re.scrve to be liold either in gold coin or bullion 
or in sterling or other gold securities. 

The Rank might further be permitted to increase (c) and reduce («) within cer 
tain limits on payment of a graduated; tax. 

i: :i 
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24. 'Pherc arc, f think, s.tnic advantages in basing the figures for a reserve 
of this naliire on fixed amounts rather than on proportions. The rules outlined 
alxne give coiisidci-ably more ehistieity to the authorities controlling the reserve 
to vary the con.stitiicnls acc^irding to requirements, without endangering the full 
convertibility of tlic exchange value of the currency. 

2o. The final constitution cd' the reserve on this basis (assuming as before a 
note circulation of 181)‘5 crorcs) would be as follows : — 

Crorea. 

tlold not less than ... ... ... ... ... 40 

(jovernmeiit of India Book Debt 90 

Other rujH'e securities, not more than 20 

Sterling and other gold securities (if other figures as 

above) liOT) 


189-5 


The gold and gold securities would amount to at least 79-5 crorcs oi‘ apjiroximatel^ 
42 per cent, of the liabilities, but would probably be rather higher, as the other 
rupee securities would not normally amount to 20 crorcs. I f nothing were held in 
other nijwe securities at the outset and the 20 crorcs divided in the proiMirtiou of 
one to three betw-een gold and gold securities, the figures would be: - 


Gold 

i^rores. 

45 

Govornment of India BcMik Debt 

90 

Other ru]MH* .securities ... 

nil 

Sterling and other gold .securities 

54-5 


189-5 


securi- 


reserve 


(lold alone wciuld lomposc 2;{-75 (km- cent, of the cover, while gold and gold 
lies would comprist' 52-50 (km* (-(‘lit. 

20. The intcivst on the {lovernmeiit of India securities now- in the 
and the intei-cst, if any, on the proposed Ixwk debt do not enter into the (piestion 
of the cost (>f the change to the llovcriuneut. That cost is represented by the loss 
of intere.st involved iu keeping ratiu-r more gold and rather less earning assets 
(other than (lovernmeiit of India .‘^ct-urities). The existing reserves contain 
from silver and (lovernnient of India securities: 


Gold 


Sterling .securities 


apart 

( 'rol l's. 

29-7 

80 

I f the new- rc.scrve contains only the ininimnm of 40 crorcs of gold, the earn 
ing assi'ls will be 59 5 erores, and the annual cost when the tiansition is complete 
w'ill be the interest on 80 ofi-o 20'5 ci'ores. If the gold held amounts to 45 
crorcs the amount of earning assets will Ik* 54-5 crorcs, and interest will 1 m* lost on 
25-5 crorcs. That is to say. the lo.ss will W. from alxait 01^ to alMuit 70^ 
lakhs a year. The reduction of cost as com])ared with Mr. Denning’s figure is due 
to the holding under my scheme of rather less gold and rather more securities. 
During the transitional period thei-harge on general revenues would Ihi the same 
as that a.ssumed by Air. Denning, riz., an average of 105 lakhs during the first 
five years. 

27. The import duty on silver would serve as an extra protection against a 
tfill in the <iveiage pi ice ot silver liclow 24r/., and it tin* as.sum])tion of an avera*'i‘ 
price not less than 2<b/. is realised, would reduce the average cost diirim'- the tran- 
.sitioii period by something like 40 lakhs a year, and the final annual cost to vanish- 
ing point. 

28. It maj 1m* lurther mentioned that a considerable aildition to the sterling 
securities in the Paper (’nr iVm-y Ueservo is likely to take plaw during the current 
busy .season. 'Phis aildition may. of course, be temporary only but in any case if 
.strengthens the general position, and if |)ermanent (which deiiends mainly on the 
cour.se ol tile 1920 moiisiMm) will provide an additional .sterling asset for financing 
the transition. As we shall in any case get for general revenues the interest on 
these extra investments, they do not alter the figures as rcmnls net loss of 
interest, but the e.xtra interest may be regarded as an a.s.set out of which to finance 
part of that Joss, since it is additional to the revenue budgeted for in 1925-26 
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29. My uonclusion is that it is reasonahh; to hope that the iiltiinale charge 
toaiuiual revenues as the result of intrcKiueing theCiohl Standard would be negli- 
gible, though iWe tmist be ])rei)ared to i’aee a charge up to a uiaxiinuin of two- 
thirds of a erore a year. 

To make the comj)arison eomplete, we must set against this the reduction in 
annua] charges obtainable from the definite adoption of a Sterling Kxchangc' 
Standard (vide paragraph 1(5). 

30. Tt netnains to consider the second question, ('an the transition Iv 
effected without such a disturbance in the gold and silver markets of the world as 
will threaten or destroy the utility of gohl as a standard of value? If the cITect 
of a decision to attempt the change to gold in India is going to be to upset the gold 
standard in the United StaUw of America *)!• in Euro|)e, India has clearly 
nothing to gain by making the atUunpl.. Even if the change is likely to cause an 
appreciation of gold by as much as, .say, 25 per cent., India mu.st hesitate befnre 
risking such an upset in her o\vn internal prices, as wonhl accompany a fall by 
25 per cent, of world prices. 1 do not feel c»>mpctcnt to pronounce any decided 
view on this essential point. 

Al'l'ENDlX S. 

Note on the Profit obtained by Government on the Note-issue, submitted by 
Mr. H. Denning, I.C.S., Controller of the Currency. 

Nos. 62 and 62a of the Finaiu'c and Hevenue .Accounts of the (lovernment 
of fndia give details of the receipts and charges of the Currenev Department and 
the net ])rotit- for the year. Thc.se accounts, however, do not accui-ately represent 
the profit obtained from the note issue, becau.se certain items of revenue are 
included which are deriv(!d from other sources and certain iUsns of expendilure 
are included which are incurred for purposes other than the adminislrat ion of 
the note-issue, while the ai-counts do not include any charge on acionnt of rent 
of buihlings. Moreover, the acixauits arc not very dear because sterling charges 
are shown sej)arately converted into rupees at Cl Hs. 16, a scj)arate item being 
included k) .show the exchange on the .same. The antn'xc(i slatcment. (.Appendix) 
slum's for the last four years the receipts ami expenditure properly changeable 
to the administration of the note issue in nquvs, sterling expenditure being 
converted into rupees at Ihe average rate of exchange for the month in which the 
expenditure was incurred. 

2. The following are the im|Mirtant variations from the accounts of the 
Currency Departnumt given in the Finamv and Itevenue .\ccounts : 

(n) The item “ I’remium on bills ” appearing on the receipt side 
in the Finance and Uevenue .Accounts has been omitted, as it does not 
• arista from the administration of the note-issue. 

(5) 'I’he Controller of the Currency and the Depiily-Ctml rollers of 
the Currency have otlier fuiu'tions l)esides the supervision of (he adminis 
(ration of tlie no(e-is.sue, e.g., the admini.strat ion of (he public del>( and 
(he arrangetneids for ke(!ping (reasurics and suh-( re.asnries in funds. Half 
the c«).st of (he ollices of the Controller of (he Currency and the Deputy 
Controllers of the Curreinw has been allotted to (he. administ ration of tlie 
note-issue, the other half phis (he rent of buildings occupied by (he.se 
ollices being a.ssumed to he the co,s( of other work pi'rformed by them. 

(e) Charges for reniidanees of treasure on the expenditure si«le have 
been omitted, ft has been .sugge.sted in afudher numiorandiim that the 
Imperial Hank of India, shoidd, if it takes over charge of the note-issue, 
also be res])onsible. for the distribution of coin and notes to the branches 
of the Hank and to treasuries, and that it should bear th(^ cost of rcmittanc** 
ti) its branehe.s. Such an arrangement, however, is not a necessary 
eorollarv to the control of tlic note-i.s,sue by the lni])erial Hank, and 
although th(!se charges would Inive to be taken into account in considering 
the general arrangements between the Hank and (lovcM'iiment, it seems 
undesirable to take any account of llieni in considering the ])rolit f'f 

, the note-issue. 

{(f) The item of 11s. 4}^ lakhs for rent of tairrency olliees on (he expend i 
ture side of the accounts is an estimate based largelv on the eslimat*‘s that 
have recently been framed for emistriictitig new currency offices. 

3. The expenditure of (he currency offices includes charges incurred in 
connection with coin. As tlie Tmjxirial Hank wouhl li.ave to take over the work 
in connection with coin at pre.sent ])erfornied by lurrency offices, no attemjvt 
lm« been made to make a deduction from charges on this ae(x)tint. 

K 4 
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4. 'J’he iii 4 )ortaut variiitioiis from year to year are explained below : — 

(rt) Interest on securities held in the Fa'per Currency Reserve tn 
Indio . — 'I’lic largo dcorease in this item in the years 1922-2*.i and 1928-24 
was due mainly to the rciluction of (ul hoc treasury bills held in the 
restu’ve, while the smaller decrease in 1924-25 was due to the reduction in 
the rate of discount on these treasury bills. 

(b) Interest on Umns to the Imperial. Bank ayoinst iutenuil bills of 
e.rchonye . — This item represents tlie revenue obtained frtnn the issue of 
adiliti(«ial seasonal currency referred to in the uieinorauduin giving the 
history of the Indian C/urrency system. As it is customary for the Hank 
to }>ay interest when the loans are repaid, the amount of 87 27 lakhs for 
the year 1924-25 is the total amount paid by the Imperial Hank (xn accxmnt 
of loans taken during the busy season of 1923-24. 

(r) Discount of Bntish treasuty bills held in, Paper Currency 
/ic.sY'/Tc. - 'I'he large decrease under this head in 1022-23 was due jiartly 
to the fall in the rate of discxmnt and partly to the dcCTesusci in the amount 
of bills held in the rcsm’ve. The large increase in 1924-25 was due to the 
increase in tJic amount of bills held in the reserve. 

{tl) Exjfendilure in Entfland— Stores, <S;c.- 'Phe large decrease under 
this head iii the year 1924-25 is due mainly to smaller expenditiiix' on 
not(‘-forms. owing partly to the discontinuance of the issue of one-ruiK'e 
notes and partly to tlie reduction in stocks of note-forms of other 
denominations. 


Aitendi.x. 

(In llionsonds of rn pres') . 



1921-22. 

l'J22-23. 


1924-25. 

KKGKIl’TS. 

Inl crest on Bccuritlcs held in tho Paper 

3,!)!:!, 17 

3,07,80 

2,69,.^3 

2,46.95 

(Jiirrcncy Ui'Bcrve in India. 

InU'i'cst on louns to Imperial Bunk aguinnl 


2,10 

1,36 

37,27 

Internal Jilllu of Kxohunge. 

Vuhio of old onrrency notcH asstiiued to he 

46 


27 

34 

no longer in circnlutioii. 

Value of unclaimed currency noteH 

I,.*)! 

1,18 

i,it; 

% 

Miscclljineous 

4 


15 

12 

DiHcount on British Treumiry Bills held in 

GI.InI 

2;bon 

21,51 

70.00 

the Puper (.Jurrency llcserve. 


4,21,87 

:i,34,l8 

2,94,31 

7->’ 


Jirdiicl — llofiindH including refunds of 

61 

76 

r>H 

vuluo of old currency notoB. 

Total nni’KiPTs 

4,21,26 

:$,:w,72 

2,9:v>8 

.3,56,05 

KXI'KNUITUKK. 

Hulf the coHb of the otlicesof the (kmtroller 

2,27 

L»(H) 

l‘M) 

1.88 

and Deputy Oontrollcr of the Currency. 

Currency olliees— 

Pay of OfiiePTB 

1,50 

j,it; 

i,r»2 

1,.55 

Pay of Kstahlishnieiit ... 

10,1.') 

J 11,81 

11,17 

11,65 

Allowances, llonor.iria, &c 

1,16 

j,o;{ 

% 

88 

Supplies and Services 

98 

711 


19 

Contingencies 

1,44 


1,5.5 

1,17 

Loss on note and specie reniittunceB 

9 

• ■ B 

i,:h; 

2 

Pensions and (jraluitios 

36 

36 

•12 

(a) 42 

ValiUi of stationery supplied 

12 

8 


(a) 6 

V’^aliie of pnnting executed by Government 

52 

43 

40 

(«140 

Pr JBHes. 

Bepairs of buildings and other Public 



50 

(o'i 50 

Works charges. 

Kent of (hirreiMfy offices 

K.xpeiuliture in England — Stores (cost of 

4,.'')0 

4,r>() 

4,50 

4, .50 

note-forms, &c.). 

62,78 

58,811 

53,29 

29,76 

Other items 

13 

f»l) 

71 

47 

Total expknditurk 

88,69 

83,41 

78,77 

53,45 

Net PKOFiT 

332,57 

2,50,31 

2,14,81 

3,02,60 


(a.) rrevioua years’ figures have beeu repeated os actuals of 1924-25 are not yet aTailable. 
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Note on the Amount of Rupees Outstanding, submitted by Mr. A. C. McWatters, 
C.I.E., I.C.S., Secretary to the Government of India, Finance Department. 

The only inetJiod of calculating the amount of rui)ees in the haiuls of the 
public which has been continuously prepared by the Guveriiiiicnt oj-, so l ar as is 
known, by any other body in India is that known as the rupw census method. 
This method is fully described by Mr. hindlay Shirrjis on pages lli2-l()8 ami in 
Appendix II of liis b(x>k “ Indian Finance and Banking.” The rupee eensns 
is bsised on the scrutiny of 10,0(K) rupees selected at random in the first week of 
May of each year at each treasury and curreney office in India and the figures 
are published each year in the lieport of the (k)ntroller of the I'uri’ency. As 
there are upwards of IKM) treasuries and 7 currency offices, the amount of rujHJCs 
under semtiny in eacli year is approximaUdy one-third of .a erore. T'lu* rupee 
census method of calculating the rupee circulation admittedly makes a number 
of assumptions : — 

(1) That the percentages in the rupee census fables are estimates of 
the per(«ntages of the several years’ issues to the total stwk of rupees 
in circulation; 

(2) that the coinage of any year is completely in cinulation in the 
year in whicrh the maximum percentage is attained; and 

(3) that there is a certain rate of wastage. 

In the lal«r developments of this method the procedure described in detail 
by Mr, Finlay Shirras is intended to reduce the element of error involved in this 
last assumption. 


2. The figures arrived at by this method in recent years have U'cii 
follows : — 


(Jrores. 


»l s 


1919 

1920 

1921 


22H 

200 

233 


1922 

1923 

1924 


247 

244 

234 


TTicre has been no new rupee coinage in 1924 or lS)2y. 


3. In Older to arrive at the total amount of ru])ees outstanding, im lndiiif, 
the silver held by Government, it is nct^cssary to add to this figure the amount 
of silver cuin and bullion in the hands of Government. On tlu' 22iid of Novend)er, 
1925, the amount of coin held in the Iteserve was HI. 10 lakhs and the amoiiid. of 
bullion 7,13 lakhs, making a total of 88| crores. According to this method of 
calculation, the amount of rupees outstanding, including G(»vernment silver, 
would be not more than, siiy, 325 (jmres in round figtires. 


4. In view of the assumptions made by this melhcxl it is desirable to apply, 
if possible, some further check. An attempt is made below to a])()ly a. check 
based on the total coinage of rupees from 1835 making deductiotis for such 
amounts as are known or can reasonably be assumed fo have <lisapppared. The 
totol coinage of rupees from 1835 to date is (>47| crores which imhides Si crores 
I'oined for Indian States. The latter coins, although mark(‘d with Ihe (resigna- 
tions of the States, are current in British India. 


Coins are withdrawn from cinulation under standing oi'dcrs and melted 
down for recoinage w'hen they fall below certain limits of weight or are defactid. 
All treasuries in India remit such coins to the mints wlicn they arc ns((d for 
recoinage. The total anuMuit of recoinage since 1835 c\cc('ds 9(1 crores. 'Phis 
rocoinage includes a certain quantity of half-rupees, but W(i may safely take a 
round fagure of 85 crores as a legitimate deduction. 


The second deductiem that can be made is on a(‘count of the l•u^)ees of 1835. 
1840 and 1911 which h.ave been withdrawn from circulation. T'he issue of 1911. 
it may he mentioned, was withdrawn owing to a defect in the design. T'he other 
issues were withdrawn about 1900 and 1904, respectively, after having been in 
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cin ulatioii for more than (iO years. 'I’lie total amounts of those three issues 
which have boeu withdrawn since 1900 and 1904 are : - - 

lakhs. 


1835 issue ... 4,05 

1 840 ... 35,38 

1911 ; 43 

Total 49,80 

1'lie orifriiial amount ot‘ these issues was 

lakhs. 

1835 10,40 

ISlO 1,07,83 

1911 94 

Total l,a5,17 


(’(tills of tluw tliiw issues are hare.., ever seen in circulation and no lar^e 
(juantity of them is likely to be retained in hoards. 'Fhey mii.st have Iteen largely 
melted down, or h.id disap)H‘ared in other wavs, before the orders for withdrawal 
were issued. 'I’his is jtractically proved by the statistics of withdrawals for the 
last live years which have been as follows ; - 



{In than. sail (l.s 

of Hs.) 


1835. 

1840. 

1911 

1920 21 

2.50 

30.78 

9 

1921-22 

2,59 

29,01 

10 

1922 23 

2,81 

31.30 

12 

1923-24 

2,77 

28.99 

8 

1924-25 

2,33 

25,20 

5 

.Avc'rage 

2.00 

29,13 

9 


'I’hat is to say, out of an (trij^iiml coinaj^e of 125 croies, less than 32 laklis 
a year are now lM‘injf receivc'd and w'ilhdniwn. 

It would be lej^itimate to assume that no more than 5 crores of these issues 
still remain to Ik* redeenu'd and it would follow that 120 cron's of tlu'se issui's 
have Ikh'II disposed of. Tu vi('\v of the fact, ho.wever. that the rupi'es of these 
issues withdrawn have been em])loyed for n'coina}>:e, we are entitled to take only 
70 crores as a legitimate deduction. The deductions which can be made .there 
fore amount to 85 phis 70 crores, leaving 492i crores unaccountc'd for. 


5. This figure of 492 crores makes no allowance for the melting down or 
di.sappi'arane(^ in other ways of any of the coinagi's since 18(52. It is well known 
that rujHH^s an' largely nadti'd down for ornaments and there is also a ('ontinuous 
drain across the laud frontiers, of whh'h there is no record. In. view of the rate 
at which the 1835 and 1840 coinages have disappeared, it seems hardly reason- 
alile to suppose that the melting and disapjiearaui'e of all the coinages siiu'e 
1802 will not gn'atly exceed 92', crores. These figures .suggest that the maximum 
number of rupi?cs out.stauding is jirobahly nearer 350 than 400 crores, and they 
th('refore to some extent corroborate the figure arrived at hy the rupee census 
method. 


0. So far as half rupees are conccirncd, tlujse have b(»en ('oined from time 
to linie oidy as required for active circulation, and although half-rujiees are 
unlimiled legal temler, it may be assumed that the ai outstanding is not 
more than would e.ontinue to be rp(|uired for use as subsidiary coin. 

7. The figure of 150 crotes of rupees, which has been elsewhere suggested 
as (he ma.ximum amount ol whole rupees (Iiat would be re(|uircd in circulation 
ii (he ru|)ee becaiiK' limited h'gal tender, allow's for less than 5 rupt'os ])er Jiead 
of (he pojHdation. There are a few areas (notably Hyderabad) where Indian 
Stale currency still circulates: against which, however, may be set the fact that 
(he rupee is the currency in use in (’eylun, Iraq and Mauritius, ami jds(j circulates 
in some of the areas beyond the land frontiers of India. 

8. No direct calculation is [lossible of the amount of rupees retained in 
hoards. The us(M)f this term also is not free from misunderstanding, since it is 
(he natural instinct of a large proportion of the inhabitants of India to keep 
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some store of cash as a reserve against a rainy Hay instead of jilacing it in a 
bank or investing their money. Such hoards may be called tem|)orary lioards and 
certainly the greater number, if not the greater part, of the hoards of India 
consist of relatively small .sums (from Rs. 15 to Rs. 1,000) set aside in this manner. 
The practice of retaining small hoards of this kind would probably not altogether 
cease even if the rupee were made limited legal tender. 


AP1»RND1X 10. 


Note on Reverse Councils and Currency Contraction, submitted by 
Mr. H. Denning, I.C.S., Controller of the Currency. 

The following is the information asked for by the Ourremy t'ommi.ssion 
regarding the action taken by (Jovernment to coutract the ciu’reiicy on the various 
occasions on which Reverse councils have In'en sold. 

(1) In 1907 8 and 1908-9 the total sales of Reverse councils were £8,058,000. 
.Ml the sterling paid in liondon was debited to the (lold Standard Reserve and 
rupees were transferred in India to the (Johl Standard Reserve siimdtaneously 
with the sterling debits to the tJold Standard Reserve in J.ondon. 'I’he currency, 
therefore, .va.s- contracted to the fidl c.xtcnt of the sales of Reverse councils. 


(2) Jn 1909 10 the sale of itt;ver.s(.‘ (.ouncils amounted to £15(>,t)l)0. Raiment 
was made from the SeiTctary of State's treasuiy balance and the amount received 
in India from the sale of the bills was credited to the treasury balance in Itidia. 
There was, therefore, no contraction of the curreuty. 


(3) In 1914-15 the sales of lieverse councils lx*tweeu August 1914 ainl 
daiiuury 1915 amounted to £8,707,000. When the .sales were started it was 
arranged that transfers of gold should be made in India to the (lold Stanilard 
Reserve either from the treasury balance, or from the Ra])er Currency Re.serve 
simultaneously with the payments from the (lold Standard Reserve in London. 
Transfers to tlu^ full amount of £8,707,000 were actually made iti accordance 
with this arrangement. Krom the beginning of ()ct()l)er, however, llovernment 
took loans in gold from the Hold Standard Reserve in India and the amount of 
the loans taken between the beginning of October and the end of December was 
£8 millions. The net elTect of the two sets of tran.sactions, therefore, was that the 
currency was contracted by 105 lakhs only as against the sale (d‘ Ri'ver.se councils 
of the amount of £8,707,000. The rea.sons for borrowing from the Hold Statidard 
Reserve were (to (|Uotc, the communi<iuo issuo<l at the time) “ to strengthen the 
Hoverument halauces in view' of the sjKH'ial .strain now placed upon them in various 
directions, am' to avoid the necessity of reducing the amounts whii-h Hoverument 
has U'en able to keep with the Presidency Ranks for the geneial assistance »d' 
trade." The; loan of £8 millions from the Hold Standard Reserve was repaid in 
the following instalments 


£1,000, (MM) in Pebruary, 1915. 

£345,087 in February, 1910. 
£2,0.54.313 in Mardi, 1910. 

£.500,000 in .lanuary, 1917. 
£2,000,000 in February, 1917. 
£1.500,000 in Alarch, 1917. 


£8,000,000 


(4) In 1915-0 Rever.st* cuuticils (d' the amount of £1,8!)3,000 were .sold. Of 
this amount £4,008.000 was paid from the Secretary of State’s treasury halanci^ 
and the proceeds of the sale of the bills were iredited in India to the treasury 
balance. The remaining £225,000 were ))aid from the Hold Standard Re.serve iii 
England and gold of this amount was transferred f?'om the Paper Currency 
Re.serve in Tndia to the Hold Stamlard Reserve. 1'hen? was, therefore, a 
contraction of the curremy of the amount of 34 lakhs oidy. 

(.5) In 1918 9 Reverse Councils of (he amount of £5.315,000 were sold. On 
this occasion the Secretary of State had a large trear.urv balance and was able to 
meet the payments mi m count of Reverse councils from this balance withcait 
drawing on the Hold Standard Re.serve or the Paper (hirrency Re.se rv(‘. The 
amounts obtained from the sale of the hills in Tndia were credited to treasury and 
there was no contraction of the enrrency. 
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(6) In 1919-20 and 1920-1 the total amount of Reverse councils sold was 
£55,5:12,000. The entire amount was in the first place met from the Secretary of 
State’s treasury bjilancc and the sale proceeds of the bills were credited to the 
treasury balance in India. Between March and October 1920, however, the 
Seiaetary of State drew £4(>.{}50,000 from the Paper Currency Reserve in England 
and the withdrawal of this amount would have involved a contraction of the 
currency in India to the extent of Rs. 68,73 lakhs if the Government of India had 
not issued Aoc treasury bills to the Paper Curreruy Rese^e in India to the 
extent of Rs. 34,05 lakhs. ’ The net result of all these transactions was, therefore, 
that the curreiu'y was contracted by Rs. 34,68 lakhs as against the sale of Reverse 
councils amounting to £55,532,000 from which Government realised Rs. 47,14 
l.ikhs in India The curreiu’y was not (iontracted to the full extent of the amount 
realised by the sale (d‘ Reverse! couiudls as it was feared that the money stringency 
which woidd have rcsultcil might have seriously dislocatwl business generally. 


APPENDIX 11. 

Statements prepared in India for the use of the Commission. 

— Stnletnent showint/ the Absorption and Return of Rupees and Sates in the Riisif 
and aUteh iSeasuns in each year from 1912 -13 to 1921-25. 

(In lakhs of Rs.) 

Year. Dnsy Soaeon, Slack Season. Total, 



Rupees. 

Notes. 

Rupees. 

Notes. 

Ru])ees. 

Notes. 

r.112 i:i 

:{2,42 

-2,31 

-21,20 

2,44 

11,22 

13 

iiti:i-ii 

32,20 

55 

-26,15 

1,87 

6.05 

2,42 

Jim 15 

19,14 

-9,79 

-25,36 

6,72 

- 6,22 

-3,07 

in I. I -16 

29,66 

52 

-21,05 

7,96 

8,t:i 

8,48 

line 17 

49,27 

9,14 

-15,78 

8,70 

33,49 

17,81 

1917 18 

33,64 

-11, .53 

-6,73 

27,.33 

26,91 

15,80 

1918-19 

29,72 

26,82 

13,79 

25,48 

43,51 

52,30 

1919-20 

17,79 

3,63 

2,23 

19,62 

20,02 

2:4,25 

1920 21 

-7,44 

-2,56 

-18,13 

- 1,57 

-25,57 

-7,13 

1921 22 

91 

-3,31 

-11,99 

11,91 

-11,08 

8,60 

1922-2:1 

4,57 

-7,30 

-14,19 

7,24 

-9,62 

-6 

192;i 24 

22,44 

1,.56 

-1.5,05 

9,58 

7,;i9 

11,14 

J921 25 

13,41 

-5,98 

-9,76 

3,47 

3,t>o 

-2,51 


(— ) liidicateH return. 

Ho’rw.— For 1912 to lyiG-l?, «oe para. 22 of the Report of the Controller of the Currency 

for 1916-17. 

For 1917 -IS to 1924 25 (Husy season taken to be November to May, and Slack season 
June to October). 

1 li.) Ahsorptioa of son reijph^ from 1909-10 onwards^ showhuj separately ahsorption 
offer passiiuj ihroutjh Government Ireasnrie^^ and Garreney olfives and direct 
ahsorption ivitiwnt passiny thronyh Got^ernnienL 

(In thousands of £), 



Yciir. 

Abnorption nfter pasHin^^ 
throuj^h Government 
Lre:iHuries iind Currency 

Direct abeurption with- 
out paHHiii|if tlirou^li 
Government, 

Total. 



UtllCON. 



1909 10 


772 

2,102 

2,874 

1910-11 


7,IS7 

914 

8,101 

1911-12 


7,6(K) 

1,289 

8,889 

1912-13 


It), 217) 

8.56 

11,101 

19i:5-M 


io,sf;i 

1,231 

12,074 

1911 15 


4,91M) 

632 

5,622 

1915-16 


- 264 

456 

192 

1916-17 


917 

1,21X1 

2,117 

1917-18 


... 1 7,7.58 

1,748 

9,.506 

1918-19 


:M75 

1 — 

3,475 

1919-20 


-2,215 

■ — 

- 2,215 

J 920-21 


... j -6,054 

3,136 

- 2,918 

1921-22 


... i - 2 

1,858 

1,8.56 

1922-23 


... i 2 

; 6,288 

6,290 

1923 24 


j 

: 4,493 

4,493 

1924-25 

... 

... 1 1 

1 9,912 

9,912 
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(C.) Value of Net Imports of Gold ami Sdoer on Gotwnment Account from 

1909-10 to 1924-25. 

(7n lakhs of rupeesf) 


Year. 


Gold. 

Silver. 

Total 

1!M)9-10 



8 

9 

1910-11 



0 

6 

1911-12 

... 

-1 

r> 

1 

1912-13 


-3,58 

10,02 

7,01 

1913-14 


— 

6,79 

0,79 

1914-15 


-81 

-1.14 

-1,95 

1915-10 

... 

4 

-75 

-71 

1916-17 

... 

-4 

22,13 

22,09 

1917-18 


.5,21 

18,36 

23,00 

1918-19 


-3,08 

-60,90 

03,82 

1919-20 


31,29 

29,00 

oo,9;» 

1920 21 


li»,99 

-1 

10,98 

1921 22 


-7 

15 

8 

1922-23 



18 

19 

1923-24 

... 


31 

31 

11121-2^) (for 11 moiilliH only) 





(— ) imlicak-H roliirti. 


(D.) -Tahle shotrin;) pcrcentdijc In certain ymrs home to Indin's total trade hy trade 
with the lirltish Umpire, and with the. United Kinydom respe.etirely. 

Himtisii Kmi’Ihk (incliuliu^ United Kingilom). 

IIHMMII. I UK I.*) DC. 1 1901) -lU. 1914- ir*.' 1919 IJO. 19;i3 :ll. 


K.xiJortrt from linlia ... 


32% 33'; 


37/ 

33% 

Iinporla to India 

67% 

697, 01% 

09 ,/ 

51 •' 

00'% 


UnITKI) 

KiN(;n()M i).M,v. 




Exports from India | 

30% 

25% 20% 

31'/, 

: 30% 


Imports to India j 

61% 

67% 62% 

07% 




N.n. — llie yoara have been nelecleil at raniiniii. 
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APPENDIX 12. 

statement ol evidence submitted by Dr. Praphullachandra Basu, M.A., 
B.L., Ph.D.(Econ.), Vice-Principal, Holkar College, Indore. C.I. 

Tlie rcUivant poiuts on which (liscu.ssion should centre in connection with 
I inliiui currency at Ihe present time seem to me to Ix* the following :• - 

I. Wlmt are the effects of the variation of the rate of exchange upon 
tlie trade and ])roduction of India. 

TT. Whether the (lold Exchange Standard .slionld he retained for 
India or whether Imlia should take steps towards liaving gold or* silver 
currenty. 

UI What steps are neces.sary in order to improve the present 
machinery of Indian exchange if the gold exchange standard he retained. 

TV. In terms of what shotild the Indian ciirrency he fixed in foreign 
exchange. Whether it should he so fixed now. 

V. Suggestions to the (.’ommi.ssion. 

T .shall de:il with each of the ahove items .separately. 

F. — Effk(’ts of Vahiation in thf. Katk of Excuanck. 

'I’he effects of a variation in the rate of exchange upon llie trade and 
production of a country .should he considereil nnder two heads, vi/., ( I) Temporary, 
and (2) IVrmanent. 

(1) I'nu porary Effi'Cta. 

In India tiie rate of foreign exchange is (juoted in terms of sterling, tlial i.s, 
the foreign currency. Thus if there is a rise in the rate, it means that the home 
currency has appreciated. This will have adverse elTects upon the exporter, for 
he finds that he has to .surrender more in terms of the foreign currency of the 
conntrv where he has sold his goods than he n.sed to dr> hefore. Tims the amount 
in rupees for the same (piantity of the goods at the same price in the foreign 
country l)ec<inies less, (letting less than hefore he can offer less to those from whom 
he huys. TheretV»re. the demand price of the commodity, which is offered to its 
producers, falls. 'I'lnis a ri.se in the rate first affects the ex|)ort trade and then 
nece.s.sarily the production of the go<)ds whiih are subject to the ex|)ort trade of 
the country. 

On the other hand, a rise in the rate helps the importer. He finds that in 
order to pay hir the sjime (juantity of the goods at the same price in tlu^ foreign 
country, lie has to give less in nijiees. This leads to an increase in the imports. 
Such an increa.se brings about a fall in the price of the imported goods and fherehy 
benefits the <-onsumers of the country.. 

( 2 ) Nfji'vtx. 

'Phe ahove arc the temporary effect.s. If the process continues sufficiently 
long, then there are interactions upon exports and imports and, through them by 
a sj mpathctic operation in priies, upon most other goods. 1 f the rate of exchange 
goes up, the increase in imports reduces the prices of all imported giMids as also of 
t.ho.se which may Ik^ u.sed as substitutes for tlu*m. 'I'lnis a material fall in the 
jrice of cotton piecegoods of alxive Stt's counts would affect the jiriee of those of 
lelow 30’s counts: a, fall in the price of sugar bring down the price not only of 
lomp made sugar hut also of gur. Further, this fall in the prices of so niany 
articles will lead to a sympathetic fall in the [irices of other articles which are not 
directly subjects of foreign trade. Such a wide fall in the [iriies of moat articles 
will necessarily re<hu-e Ihe cost of production of the exported articles. Every fall 
hero will neutralise the effect of a rise in the rate upon their ex])orts. On the other 
han»l, a fall in the price of the imported artiiles will neutralisi' the importer’s 
advantages from a rise in the rate. As the cause operating is the .same, vi/., the 
ris< in tlic rate of exchange, the (hance of the effect.s fd‘ im|)orts neutralising tho.se 
<if exports is the greate.st. 

Of txairae, different interests will he affected differently, hut ultimately the 
effects must l>p as stated almve. Thus in the long run, that i.s, when sufficient time 
is allowed For the internal prices to adjust thern.selves to the variation in the rate 
of exchange, the latter has little effect upon the trade and jiroduetion in the 
country. As T believe that there is effective competition among the exiiorters 
and among the importers, this time is not usually very long, even in a country 
like India. ’ ' ^ 
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Thus the disturbing effect is due not to n rise or fall in the rate of exihange 
but to the vhimj or fnlliiiij rate of exchange, lienee if once the rate is stabilised 
at any one point- the exact point is not of very great iinporlanee the tra<le and 
production of the (jountry would rentain pr.'ictically unalTocted. 'I'his is especially 
so in a country like India where mass production with heavy and costly 
specialised plants is not yet very widely spread. 

IT. — Tjik (loLi) Exchanuf. Stand.akd. 

Here 1 propose to <leal with the gold exchange shindard not oidy as it is in 
frulia. hut as it might he for any other country in the world. 

( 1 ) General- Prmci/t/es. 

Tlie fundamental prinei])le of the gold exchange standard is that the home 
cuirency is different from the medium of international payment. Hut the 
relative value of the two is pennaiiently lived in terms of eacli oilier. It is evident 
that if this he secured, all the advantages of a gold currency will accrue, for the 
main object of introdin ing gold as the currency is to he assured, in times of need, 
of the adeijuate sujiply of a metal which is universally accepted in the settlement 
of outstanding de its. The working of the system is not very comidii ated. .\ 
gohl reserve is built up to en.sure tliat the international currency will be available 
when required by the demands of external trade. 'I'his may he distribntcMl 
amongst different, centres of the world according to the needs of the country for 
foreign remittances. Bills will be drawn by the Government of the country either 
on itself and sold abroad, or on its foreign gold reserve and sold at home. The 
amount of .such bills should be the difference at any time between the rlemand 
for remittances and their supply at jiar. (I) 'I'hns. if at I’aris the rate on a 
country, as quoted in the home currency, goes up. this would shiiw that demand 
for remittances to the (onni’y whose currency has thus appreciateil at I’aris is 
greater than supply. Hills on that country, drawn against the foreign gohl 
reserve, will be sold at Paris, and their amount would be just enough to bring 
ilowti tile exchange rate to par the co.st of transporting s|)ecie. It is, there- 
fore. clear that these bills must in all cases, lie the marginal bills in the marlo't. 
Theg ap covered by the* excess of demand over supply is just filled up by the sale 
(d' these bills. 'I'his t an be easily managed by an open offer tti s('ll at the fixed 
rate to an nnlimited extent. (2) On the contrary, when the exc'hange rale falls 
in Paris, it shows an excess of supply of foreign bills over their demand. At 
.such a time the foreign cmintry. who.se ('urrency has thus depreciated, would 
draw bills against, its gold re.serve at Paris, ami thus choice off .some bills at Paris 
by snp[)lying remittances to the foreign debtors of Paris e\p<irters. Or. in such 
a ease* the French Government may undertake to sell, in the foreign country, 
remittances to Paris, with the same result, vi/... to push up the exchange rate at 
Paris. The French Government would do this whenever it limls this to Ik* a 
cheap means of building u]) a re.serve in the particular foreign ctaintry. In case 
(1) the bills will be drawn against French gold res<'rve in the foredgn c(»nnlry 
but paid in th,* currency f»f that country, which will be easily available tlu're. In 
ease (2) the bills will be sold in foreign currency but matured in Prcnch currency. 
If they are sold by the French (lovertnnent the sale i)roceeds will atld to its gold 
reserve in the foreigti country, that is, the foreign country will convert the sale 
|)roeecds of the bills realised in its currency and cre<lil Prance with a correspond- 
ing amount in its gold reserve. It is evident that actual gold need not ])ass even 
between the agency of the French Government and that (d' the Government cd' 
that foreign eountry. because an accommodation like this in terms of gold will be 
required hv the Premh Government maitdy to sell in Paris bills against it. and 
these will be ])aid in the foreign currency. What the French Governmeid iK'eds 
to lx‘ sure of is that the reserve which it has built up in the foreign count rv by a 
sale of hills on Paris will again give it an equivalent amount when Paris bills are 
drawn against the reserve. 

Within the countrv the home currency vvdll consi.st wholly of token coins and 
notes, including the full legal tender money. The (hwermnent wjll guarantees an 
unlimited conversion of the home currenev into gold bills, and rirr rersa. thus 
always ensuring that the exchange rate will not vary beyond ccrtai!i maximum 
and minimum limits. These limits should he fixed at the si)eeie points. 'I’hiis all 
bills sold by the Government will bring .some i>rofit to it inasmmh as, normally, 
the foreign reserve will b(' built u]» at the gold import pen'td. and the hills on 
foreign ecmnlries will be sold at the gohl export point. All this profit should hr* 
earmarked for swelling the gohl reserve. The main portion of the reserve will he 
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built out of the pmfits of coinage. The home currency being wholly of token coins 
and notes, its issue will mean profit to the Government. This should Ixi utilised 
in piling uj) the gold reserve oi the (country. 

(2) Its Advantages. 

Thus the gold exchange standard will bring about the following advan- 
tages : — 

(1) Economy in the cost of the home currency. Now the country will not 
have to lock up a large portion of its national wealth in the mere circulating 
medium of the country. Moreover, gold will fall in value if national assets are 
not locked up in financing the actual circulating medium of the country. At the 
same time the prcisent stock of gold can lie utilised for the new gold rcsejWe for 
Dxchange purfuises. On the other hand, however, the profit derived out of token 
coins will be used also in buying gold for the reserve, and to this extent, which 
will be much less than what would be required if the home currency were in gold, 
the demand for gold would rise. 

(2) Economy in building up the gold reserve. The profit out of minting 
token coins will swell the gold reserve, or accommodation in foreign currencies 
fixed in terms of gold. It is evident that, in the beginning, the first and the second 
advantages cannot both accrue, since, to secure the second, the first will be swal - 
lowe<l up. Tint that will l)c so only till a working reserve is secured. After that, 
instead of all the profit, only a certain proportion, fixed and definite, may be thus 
utilised. The rest will be the net profit to the country. To th(‘ extent that notes 
can displm-e actual coins, there will l>e further economy to the country because the 
note issue is nothing but token money with a seigniorage charge of 100 pci' cent. 

(3) The exi hange rate wdll be as stable as it can be under the existing system 
f)f gold standard, liecause the fluctuations can never go lieyond the limits fixed by 
the gold points. I’robably it will be less, especially when the movement of gold is 
minimis('d by the intro<lu(iion of the system of granting (Tcdit to a country in a 
foreign (ountry against the former’s fielding of gold in a third country; which, 
of course, will fie earmarked for such credit till it fias matured and has fieen met. 

(4) There will lie international guarantee against seizure of this gold reserve 
in foreign countries. This will assure international trade of a medium of settle- 
ment, wliicli will be available for this purpose alone. The guarantee wdll further 
enhance the international credit of a country, because by it the re.serve cannot be 
sequestered in any circumstantics. Similarly, the internal law of the country will 
guarantee against its sequestration by itself for any purpose other than mainten- 
ance of excliange; that is, settlemenl of its external debt. The amount of this 
reserve, together with the condition of its external trade, or rather the balance of 
its outstanding external debt will determine at any time the international credit 
of the country, inasmuch as this will show the cajiacity of the country to finance 
its external trade, when its imports and exports, visible and invisible, do not 
(‘(plate. The main attempt of each country should be to accumulate a resei’ve 
wliich is not excessive, because that would mean a national wastage, but which is 
certainly not lielow what is required by the conditions of its external trade. Thus 
it will lie cheaper for a country to build up its foreign reserve if it has a favour- 
able balance of trade, as it can sell remittances to itself from foreign countries. 
Tint the cost, in any case, tan never exceed the expenses of shipjiing gold. An 
adverse balance of trade will necessitate a sale of bills on foreign countries. This, 
how'cver, need not necessarily mean transport of gold to these countries. Tf those 
countries buy ac(;ominodation in the country concerned, guaranteed by the gold 
whic'h must be otherwise sent to meet the adverse balance it can receive similar 
accommodation in those countries, against which it can, in its turn, sell bills. Tn 
this o|K‘ration what are known as arbitrage transactions will ne(X)ssarily enter, 
and tfie chances of loss by fluctuations in the exchange rate will lie further 
reduced. In any case, if the country is solvent in the long run; that is, if nlti- 
matoly its debt balances its credit, as there must be under the operation of 
economic forces, the exchange rate can never fluctuate fieyond the gold points. 
The fluctuations will reach gold points only for a time during which a tolerably 
good reserve is being built up. After that the fluctuations may be further 
limited. At the same time all the advantages mentioned in (1) and (2) above will 
accrue to the country. 

(5) pne advantage of the gold exchange standard over bimetallic and other 
systems is that it can work with countries on a gold l>asis. Even if a country 



APPENDIX 12. 


81 


refuses to accept it finally or even temporarily this will not hinder other countries 
from adopting it, and yet carrying on international trade with gold-using 
countries. If, for example, Greece sticks to the use of gold, France or England, 
if it adopts the gold exchange standard, can sell bills in Greece on Paris or 
J..oudon, and pile up its gold reserve there at a time of favourable balance, and stdl 
bills in Paris or Ixmdon on Athens at a time of adverse balance of trade. For 
the latter contingency it must have a reserve in Greece or in any other I'ountry 
bills on which arc in demand in Greece. Of course, if all the countries join 
together and use token coins and notes as their home cuiTcncy, the gold reserves 
can be more cheaply built up, since the gold circulating at home will thus be 
liberated and earmarked for the settlement of international debts. 

(6) In the beginning the gold re.sorve must remain as the basis of all such 
.settlement. But when the war conditions disapix'ar and the normal working of 
the system continues, it is not necessary for actual gold to be passed from one 
coiuitry to another. Gold, for example, may lie definitely set apart for supporting 
the exchange rate with another country, and gold certificates may be issued 
against the reserve, which the Government of the other country will recognise as 
representing gold. This involves international guarantee of tlu; gold reserve, 
and the local Government’s good faith in not diverting this reserve so long as 
the gold certificates in the foreign conntric^s have not been paid off a sale 
of bills on its own country, drawn in the country where the gt>ld certificates 
originated. These transactions will have to he done under the sanction of the 
Government concerned, but through a recognised bank. The greatest publicity 
should be given to the amount of the gold reserve as earmarked for supporting 
Ibce.xchange rate with a particular country; to the amount kept lluid, ready to 
lie turned for other exi'hangc purjioscs; as also to the variations in each from 
time to time, say, from week to week. Finally, when the system has worked for 
some time, the problem of whether, instead of gold certificates; that is, repre- 
sentatives of actual gold kept in the reserve, international credit i)apers based on 
gold can be created, may be profitably discussed. 'I'lic gold reserve will then work 
exactly like the cash reserve in the home currency, kept against the note issue. 
This will mean further economy in the use of the metal as iiiternatioiial money. 
This system, if pro|K!rly handled by an international body, can rediuv the iiiiccr 
taintios of fluctuations in the value of gold, which arc sometimes a. highly dis 
turbing factor, especially with regard to the disturbances in the level of world 
prii'es. This is a highly subtle operation, but to the present writer it does not 
seem to bo altogether outside the range of practical considerations. 

All the foreign operations can conveniently be carried on by the ccnti'al 
banks of the different countries, as, for example, the Bank of Knglaud working 
on belnjlf of the British Government. 

(3) Its Dr/nrharks KraiiiUu’d. 

There are, however, certain drawbacks of the gold exchange standard, whii-h 
should lie curefully studied, and their op'ration luopcrly com|)rchcndcd. 

(1) The first drawback, which must at once attract the attention of the casual 
observer, is that the gold exchange standard is a Government managi'd sy.stcm. 
From this the conclusion is too hastily drawn that it is therefore not automatic 
in its operation. Of course, it is managi'd by Government. But it is neverthe- 
less automatic. The essential feature for an automatic currency is that its amount 
should increase or decrease according to the nw'd of the country; that is, accord- 
ing to the voliune of trainsactions to be carried on with the currency. If, for 
example, there is an adverse balance of trade, it shows that the country is a g(K)d 
market to sell in and a bad one to buy from. The rever.se process is at once started 
by the efflux of sfiecic to meet the adverse balance when the reduction in the home 
currency increases its value and diminishes the prices, thus making the country 
a better market for buying and a worse one for selling. If this be considered as 
the fundamental feature of an “ automatic ” as oppised to a “ managed ’ cur- 
rency, then the gold exchange standard is certainly automatic, even if it be 
managed* by Government. Let us suppose that both England and France have 
adopted this system; let us also suyipose that expirts from England to France are 
greater than the imports. Under the existing system gold will flow from France 
to England, swell its currency, and push up English prices, while the contrary 
will be the case in France. The remedy will thus be found by cheapening French 
products in England and making English products dearer in French money. 
Therefore, French exports to England will increase and English exports to 
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France will iliiiiiiiish ; and the balance of trade will be restored. It should be 
noted that the aiiiouiit of exjM)i’t, which is invested abroad, does not affect the 
rate of exchange so long as it or its income is not remitted home. 

Now let us see what will be the case when England and France, in our fore- 
going illustration, are under the gold exchange system. To make payments to the 
ICnglish iTcditons, Freucli debtors will, as under the present system, try to buy 
hills on Loudon ; hut as the amount of these re|)resents the amount of English debt 
to Francis, it will be less than the French debt to England, because there is, as has 
Ixien .sup|)osed, an adver.se balanwi against Franco. So, sterling will tend to rise 
in terms of franc, and as gold is not circulating in either country except perhaps 
as token coins, the ri.se in exchange will tend to he indefinite, limited only by t ie 
extent of the token characU^r of the gold coins, if any, in circulation, or the 
facility of buying gold as a commodity in France. But here the Government will 
intervene, ami sell an utdiinitcd amount of sterling bills realisable in liondon at 
a rate corrcsiionding to the gold exfKut point. This will at once check the rise 
by neutralising the excess of demand over sm)])ly of sterling bills in France. By 
tiieir sale the F'rench Government will realise, in Frcncn home currency, the 
amount of sterling in franc. This should be rigidly kept out of circulation as 
a part of the home re.serve for maintaining the exthange rate, and therefore the 
amount of French currency, being reduced, will rise in value and bring about a 
fall in prices. .\t the same time, these hills will l)c presented in London and paid 
in English home currency out of the accommodation which the French Govern- 
ment will have from the English Bank again.st the French gold reserve in London. 
This will .swell the currency in F!ngland, bringing about a fall in its value and a 
ris( in prices. This is exactly the proce.ss whi(“h we want to have in operation in 
the ( ase of an excess f)f F'nglish exports over imports, and this is exactly what the 
gold standard normally does. The point to he noted is that the French currency 
thus locked up should never he liberated excetit to mature I'aris bills sold in other 
countries to maintain the rate of exchange. It is in this way alone that the home 
currency will res])on<l to the joint stimulus of home and foreign trade. And this 
is wliat we mean to have when we say that the currency should he automatic. 
Thus it will be seen that a “ managed ” currency and an “ automatic ” currency 
are not two eontradiitory concejitions as in the popular mind, but that the two 
principles can Ik* combined together in the gold exchange standard system, to 
the great economy of the countries adojiting it. 

(2) It is evident that, to secure the greatest economy, it is essential that the 
home currency should i*onsisl of very cheap metals, so long as metals are 
considered to be neces.sary parts of home circulation. I'his means that silver and 
other metals will be largely usijd as token coins. Tt may he anticipated that the 
countries adopting the gold exchange .standard will have more coins of silver, 
displacing gold I’liis means that the value of token silver coins must remain 
below their face value as fixed by the exchange rate ado])ted and maintained by 
the Government of the country. Want of this led to grave troubles in India 
during 11)17-1920, especially in 1910-11)20. It is evident that if the jirice of silver 
ri.ses in terms of gold, and sweeps away the token character of silver coins 
circulating in dilTerent countries, it will he profitable to utilise .such token coins 
as spi!cie, and use them for other than currency purpo,ses. For e.xample, India 
till 1910 had a fixed (‘xchange of l.s’. Ad. to the rupee, the rujiee coin containing 
metal roughly worth two-thirds of the face value. By 1017 tlie price of silver 
increased so much as to make the intrinsic- value of the ru|)ce more than its face 
value as fixed by law and maintained in exchange. The Government had no 
alternative hut to raise the rate to cover the rising value of the metal. The 
sterling value of silver rose from below '2Bd. per ounce to alxmt OOrf. Apparently 
the rupee coin was threatened. The exchange rat<! had to lie raised to more than 
2.*-’. 10c/., and the Government had to .support this rate by selling bills in India on 
its gold re.serve in T-.ondon. The resources of the Government were too limited 
to meet the unforeseen and unorccedented rise in silver. During the last half 
of the nineteenth century the fall in silver unnerved all the countries, and several 
international monetary conferences were held to stabilise, if possible, the gold 
value of silver. But. tlien the price of silver varied from 59^c/. per ounce in 1844 
to 42c/. in 1889. a fall of alamt thirty ])er cent. Whereas the sterling price of 
silver in 1920 as compared with that of 1914 rose by more than two-hundred 
per cent., from which the extent of sterling depreciation of about thirty per cent, 
will have to be deducted to find the net variation. Therefore, we may say that 
the variation in the value of silver was unprecedented and, humanly speaking, 
no country could have made provision for such a rise in anticipation of events! 
In such extreme cases the exchRnge rate will have to be altered to protect the 
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coins unless a country is prcparetl to give u]) its coins of a ])aiticular metal, the 
gold price of which rises. But ordinarily the liest insurance against such a 
contingency is to have a token silver coin, the face value of which will he con- 
siderably above its metallic value, so that any proliahle rise in silver will not easily 
swallow the margin by which the coin is made token. If this be done, then this 
feature, instead of being a drawback of the gold exchange standard. Ix^tomes 
highly economic in two ways. Firstly, it makes it less i.tstly for a country to have 
its coin circulation, thus reiluciiig the cost of national investment in the home 
currency. Secondly, as the ])rofit of coinage, or a portion of it, is to be utilised 
for building up the gold reserve, the resimrces of a country to have its gohl reserve 
increase with the margin which is kept lietween the fmv and metallic values of 
the silver coin To the extent that gold coins are kept for home circulation this 
contingency does not arise. The above considerations ipso facto apply to t«»kcn 
coins of other metals. 


(3) Ihere is the ilaiiger of currency inflation, which, it may be urged, will 
increase it the system he adojited. When the existing gold system is in normal 
working order, any divergence between the value of the ('oin and that of its 
metallii; contents is quickly reduced through the system of free coinage. But 
under the gold exihange standard the mint being closed to the public, there will 
not be any such increase in the <'oins nor will there be a reduction by melting 
since the coins will be token ones. In this consideration we should not lay too 
much emphasis on tlie function of i*oin.s in the determination of internal prices. 
The limitations of the quantity theory of money should be recogni.sed. In the 
present system money has been displaced to a ctmsiderable extent by notes, and, 
where, as in the United Kingdom, the note issue is very rigidly limited by the 
legal conditions regarding the metallic reserve, the law has lieen siu’ccssfully 
dodged to the great benefit of the <(»untrv by the development of the system of 
cheques, bills, and advances by book -credit, 'fhe Bank (’barter Act Of 1844 
might have ruined the economic ])rogre.ss of the United Kingdom if this sy.stem 
had not taken up the work which the Act .sought to restrict. In (iermany and 
America the English system has been relaxed for occasions (d' emergency, 'fhe 
argument m.iy lie advanced tliat the notes, lieing legal tender, should be cautiously 
guarded. This is right, and this can be attained in the gold excliange standaril 
by carefully noting the variations in the purchasing power of money, Or the rate 
for money, and making the home currency elastic enough to resjxwid to such 
variations. But the fact needs to be emphasi.sed that the internal trade of a 
counti’y can he and, in all advanced countries, is actually financed mainly through 
the credit system which has developed so wonderfully, and the evils from the 
temporary breakdown of which are so jiatent in Europe now. So. the home 
I’urrency need not in itself be so res|X)n.sive to the demands of inti'rnal trade. 
It wasniot .so before the War disorganised the gold standard. Rather it should 
respond to the movements of external trade where bills are considered, either 
really as in the case of “ drafts with documents," or fictition.sly as in the ca.se 
of “ accommodation bills.” to bo the cni.x on which the rate of exchange largely 
depends. Moreover, bullion as money enters only in international jiayments 
as a deh^rminant of values. Therefore, the response which a country should aim 
at can lie smnired, as has been shown previously, by locking up the proceeds in 
the home currency, out of the sale of bills on foreign countries against the gold 
reserve, and releasing them otdy in payment of bills drawn by the (jovernrnent. 
on ihself, and sold in foreign ccaintries to support the rate of exchange or add 
to its gold reserve in those countricis. 


If it be considered essential to have the home l urreiicy immediately res])onsive 
to the internal trade conditions without, as is really done, having an inflation 
or deflation of the credit sy.stem, this also can be achieved in the gold exi'hange 
standard. Ordinarily when gold rises as bullion, coins are withdrawn from 
circulation to be used "as metal, and when it falls, bullion is brought to the mint 
for coinage In the gold exchange standard when gold falls in terms of t.he token 
coin at its face value, the Government would Ik’s prej[)are<l to receive gold and 
issue the .home curreiuy. and release the gold locked up by the former process. 
But this demand for gold cannot be for an indefinite quantity becausi’i this gold 
cannot be coined and therefore can have only bullion value within the country. 
To begin with, the export of this may have to lx? restricted as it is ilone at present 
by all the European countries. Or, instead of releasing gold within the country, 
gold bills may be issued on another country as are done by India on London in the 
form of sterling drafts called reverse council bills. In either case the ultimate 
effect on the home curreucy will be the same. 
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Thus the system will work even with a gold standard for internal prices 
without a gold currency, and, on this point, will bo analogous to the external 
standard wnit*h is always g<jlA It should be noted that this gold reserve for 
internal use must be entirely si^parate from and unconnected with the gold re^rve 
maintaineil to support exchange. This does not mean that there will not be any 
transfer of gold from the home reserve to tl^e exchange reserve. Like the issue 
and the banking depjirtments of the Bank of England, the two will work in 
harmony but kept distinct. This internal gold reserve need not necessarily be 
the object of international agreement, and may be left to individual States. So 
far as other countries are concerned the level will be automatically determined 
by the balance of indebtedness working through the locking up or release of the 
home currency through the exchange reserve. 

(4) It may be objected that the cost of building up and maintaining a gold 
reserve dispersed in many countries will be very great. This should not act as a 
ileterrent inasmuch as such cost can never even approach what will entail if an 
attempt lie made to rehabilitate gold as the circulating medium of all those 
countries which are without a gold standard now. Moreover, the gold reserve 
will he kept at different places also for the sake of economy. For example, if, in 
Sweden, bills on Paris be at a premium, the obvious interest of both France and 
Sweden, under the gold exchange standai’d will be to sell bills in Swctlen on Paris. 
Sweden will do so to add to its gold reserve at home, and P' ranee to add to its 
reserve in Sweden. In either case these bills will l)c sold at a rate approximating 
to the gold export jmiiit in Sweden, since they supply a market which is short of 
bills; that is, the value of kronor in terms of francs will have gone down. This 
means that the gold reserve in Sweden, whether accumulated by that country or 
by France, will grow at a cost less than it would do at par. Therefore, the 
proposed dispersion of the gold reserve of a country is meant for further 
economising the cost of the reserve. Such a reserve may be at home or at any 
important centre abroad. When the system has developed siifiieiently it will 
not he necessary to transmit gohl from the reserve in one country to that in 
another, but gold certificates or even credit papers can lx* issued in one country 
hacked by th(5 gold in the reserve held in another country, but earmarked for the 
redemption of snch certificates or credit papers. Even with regard to the cost of 
holding such reserves it is not necessary to have them separately at the .same centre 
by the different countries, but the local hank, c.<jr., the Bank of England in London, 
may keep them and charge the cost to those countries. With international 
guarantee of the integrity of the re.serve, the cost of ma intcnance Avill 1x5 materially 
reduced. 


(4) Its .suitability for all couritrie.s. 

There is little chaiuo of recovery from the currency disorganisation in the 
iMiropeau countries east of the Ehine. In other words, more than two-thirds of 
ICurope are not expected to recover if the gold irurrency is sought to be re-instated. 
Of these parts Germany was the only country which probably might recover but 
now its case also is hoj)eless. Therefore, a cheap and effective method of currency 
recovciy will have to be found if the delicate balance of the economic situation in 
EurojX5 is to be restored. In this, not only are the more favourably placed 
I'ountries of Europe concerned, but all the countries of the world. Japan suffers 
from want of any demand for its go<xls. India is passing through a similar 
crisis; its exportable surjdus cannot be alxsorbed .so long as the currency and 
extrhange system of Europe is not placed on a sound footing. 'Phe United States 
is also suffering from the same want of demand for its exports. At the same time 
a large portion of humanity is suffering from want of goods which glut 
the extra-European Markets. Tlumanc seutiinent and self-interest thus combine 
to urge the great countries of the world to help the rebuilding of Europe. Besides 
the settlement of the amount of reparations and the balancing of the budgets, an 
essential condition of such work is to re-organise the currencies of those countries, 
and, in doing so, one must not lose sight of the cost of the home currency. The 
home currency in most countries consists of inconvertible paper, but within the 
countries themselves, the paper has been circulating, although, in some cases, 
hopelessly depreciated. The immediate problem, therefore, is to stabilise 
exchange, that is, the value of home currency in terms of foreign currencies or 
preferably gold, and simultaneously to reform as rapidly as possible the home 
currency. The process will be rapid in proportion as it is cheap. The recovery 
will be effective in proportion as it is not merefly a makeshift, but based on a 
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system which cp work permanently. The gold exchan^ standard has both these 
essentials. It is cheap inasmuch as it dispenses with the national investment of 
a larj^e sum in the home currency, releases most of the existing gold reserves to 
stabilise the external value of the home currency, and further provides for a 
development of the reserve in proportion to the increase in the volume of 
transactions, which, by demanding more of the home currency as time g«x!s on, will 
swell the profits of c*oinage to be utlised for the exchange reserve. The .system is 
permanent inasmuch as it will work with equal ettii'icncy when normal (^niditioiis 
are restored. Indeed, it will then work with greater clliciency than the gold 
currency by lieing independent of the fim^tuations in the value of bullhm. 

It may be pointed out that the exchange standard will not hinder any c«)iuitry 
Iroin. subsequently adopting the gold standard. When the gold reserve is 
sufficiently big, and when time is considered to be ripe for it, the reserve may be 
utilised in replacing the token legal tender by gold coins, and in withdrawing the 
token coins and notes in exchange for the new coins. Thus the gold exchange 
standard can be adopted not only by those countries which intend to stick to it, 
but also by those which want to have the gold currency and are unalile to finance 
it now. ITnlikc national bimetallism it has the further advantage in being able 
to work efficiently side by side with gtdd currency in the neighbmring countries. 

Finally, it may be pointed out, although it must be known to all economists, 
that a high or low exchange rate has no |)ermanent effect upon the trade and 
production of a country. Once exchange fluctuations are steadied through the 
gold exchange standard, and the rising or falling exchange raUi stabilised, it may 
be, at any }ioint, adjustments proceeil rapidly. In fac;t, to some extent, adjust, 
ments have already been effected. After this process is completed, the exchange 
rate has no influence whatever on trade and production. The point is of great 
practical importance because it may be imagined that the countries whose 
currencies are highly depreciated cannot recover so long as the pre-war gt)ld parity 
is not attained. The adjustment of internal prices in response to the exchange 
rate is of greater force among the European countries which are not at all self- 
sufficient and therefore in who.se economic .life foreign goods, both raw and 
finished, enter on a much larger scale than in other countries. It is evident that 
the greater the foreign tra<le of a country the greater will b(* the ease with which 
the evils of a depreciated currency can Ih' obviated by accejiting the depreciation 
to a large extent, and stabil ising at that. If the dejueciation be great and i f yet 
the currency bo decided to be retained, the best method will lie to .stop furtlier 
depreciation, or for the matter of that, further fluctuation, by stabilising at that 
jKunt, and linking the .standard, so ho|>eles.sly dclmscd, with a new standard, 
which will supersede the depreciated one as the full legal tender. This latter will 
1)0 a tolten coin sold be linked, in its turn, with gold in the exchange standard, 
'f’hs attempt, therefore, of Germany for having the Tloden mark or I'haler is in 
the right direction. 

(5) Its possibilities of development. 

Some of the possibilities of expansion of the gold exchange standard have 
been incidentally noted in the foregoing discussion of its underlying principles. 
Here 1 mi*y conveniently state them together. 

(1) The central bank in each country will do the work on Ixdialf of tlio Govern- 
ments of the different countries. This will considerably reduce tbe cast of main- 
taining the reserves, and the publication of the reserve accounts separately will 
materially help to inspire confidence. When the working of the system has 
developed, and it has reached the end of the initial stage, a further development 
will 1)6 in the establishment of an international clearing house of these banks, first 
to square the reserve accounts and then to settle international bill debts in one 
country against credits in another. Thus even the international movement ol 
gold on Government account to encash exchange bills or secure gohl will 1«) 
obviated to a large extent. 

(2) The banks will have internationa:! accounts. These will be credited or 
debited against gold held at any of the central banks doing exchange business 
on behalf of the various countries. Through the international clearing house 
the fbtal reserves of any country held in all the countries will be unified and 
therefore more effectively used than they could be if each reserve were separate 
and uncoimected with the others. 

(3) Thus gold reserves need not be held in all the different centres with which 
a country has dealings. These may be built up only at convenient centres, or 



.S6 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE 


even at one centre, and credit obtained, through the central banking organisation, 
in otlie)’ countries where a country has no gold. For example, in Europe, London 
may theoretically be the otdy centre of international gold reserve. 

(4) 'I’he clearing house system, .starting with the exchange operations in the 
gold exchange standard, may l)e extended to other operations of the central banks. 
Thi.s will be only an extension of the system which had already been working to 
some extent in Europe before the War. But the solidarity of interest, as 
devel()[HMl through the cxchanjjc reserve system with international guarantee, 
is bound to reflect u|X)n the ellicicncy and ease with which other o}x^ratlons of the 
central banks than exchange ones can lx: carried on. 

(5) The uuifleation of the re.serves of each country, and the international 
guarantee will necessarily secure for a country better credit in the world market. 
Uradually, through the sJime system, and on the basiis of the reserves, an entirely 
new credit system may be organised. Like the fiduciary [x>rtion of the note issue 
in the home currency, international credit pa[xirs may be is.sued, which will have 
as free circulation in the international market as the liest of securities. Such 
an iiwuc will be of a much later date, but there is no reason why it should noit 
succeed if, through the central banks, these credit papers are issued on purely 
business principles, and if their issue be pro])erly safeguarded by au international 
agreement on the principle, for example, of the English Bank Charter Act; or, on 
a more ela.stic basis like that in (lermany or America with a high penalty for any 
excess i.ssue; or, on a combination of the two principles: that is, elasticity on pay- 
ment of a penalty up to a certain amount, beycnid which, like the Engli.sh system, 
there shall lx; no further fiduciary is.sue. 

(6) Finally, through the same organisation international borrowing may be 
facilitated. This Ixirrowing may be either in the form of loans or merely credit 
accommodations. That is. it may lie either a regular loan, or, like the Treasury 
bills at home, temporary only. Tn the latter ca.se, in the beginning at least, the 
floating debt should lie kept within a statutory limit. 

(fi) Concluition. 

Therefore, my conclusion is that the gold exchange standard sliould be 
retained for India, because it is the cheape.st and the most elTective currency, and 
therefore especially suitable for poor countries. 

111. — Improvements in the Existing Maciiinkry. 

The main points under this head have been dealt with incidentally under ll. 
It requires to be emphasised here that in the case of India it is necessary rigidly 
to separate the exchange reserve from the curi-ency rc.serve. In order to have the 
automatic operation of the managed currency that obtains in India, this .separa- 
tion is vital. It exists in a way so far as the Gold Standard Kest».rve in Ijondon 
is conterned. But in India'the j-esources are ttxj much mixed up with the currency 
reserve and the general balances of the Government of India. The automatic 
operation implies that in i-a.se of an adverse balance of trade the home currency 
should contract and foreign currency expand. In the case of India the foreign 
currency e,xpands by the Secretary of State meeting the reverse council bills drawn 
by the Government of India; this statement applies so far as these bills arc met 
out of the gohl re.serve. But the liorne currency does not necessarily contract, 
for there is no law by which the Government of India is compelled to hold back 
the .sale proceeds of the reverse council bills till they are required to meet the 
council bills drawn by the Secretary of State in case of a favourable balance of 
trade. 

1 would, therefore, suggest that an exchange reserve be set up in India also, 
the use of which should Iw confined to exchange purposes only by Statute. This 
reserve should have nothing to do with the currency re.serve except through an 
aooount system like the relation between the issuing and the banking departments 
of the Bank of England. The function of this reserve should lie twofold, viz., 
(1) .sale and encashment of mincil bills and reverse council bills, and (2) sale and 
purchase of bullion required for exchange purposes. 

IV. — Fixation of the Rate of Exchange. 

This question resolves itself into two or probably three. The first is the 

a uestion of fixing the Indian currency in terras of some thing which is more stable 
tian the eterling has proved to be in the crisis of the last War. The second is the 
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question of fixing a rate now, that is, wlicthei* the present time is opi)ortniie for 
permanently fixing a rate. The third question arises out of the seeoud. that is 
to find out the mistake of 1920-21. 

(1) With whol should the rupee he linked f 

The sterling was formerly equivalent to gold, .so that wher) the rate of Indian 
exchange was originally fixed it was really in terms of gold. Now that gold and 
sterling have diverged in value and nniy again do so in ease another erisis like 
the late War intervenes, what should India do ( I think that on this i)oint both 
the majority and minority reports of the Kahington Smith Cojnmission eoiuur. 
The rupee, if it is to be linked with anything, ought to he linked with gold whic-h 
is stable in value throughout the world, and not with sterling whieh has dilTerent 
value in terms of different eurrencies of the world and varies eonstautlv even at 
that. When it is dwided to link the rupee with gold, a further question arises 
as to whether, linking the rui>ee with gold. India should eontinue to have sterling 
bills for controlling the rate or whether it should have gold bills; in other worcls, 
whether India should draw its council ami reverse conncil bills in gold or sterliim { 

The exchange rate may be maintained in two ways. It may be maintained by 
.sticking to stm-ling in the bills; or sterling may be abandoned as in the rate, ami 
gold substituted iu the bills. If the former method be adopted the I'atc for (‘nuneil 
bills would be the sterling rate plus the depreciation iu sterling plus the cost (»f 
transmitting gold from Kngland to India, and that for reverst* council bills would 
be the sterling rate plus the sterling dj‘prcciation minus the cost of transmitting 
gold from India to Kngland. This method does not obviously eliminate or control 
the uncertain factor, the pound sterling. Since 1929 the (Joverument of India 
is pursuing this policy. But it seems to be at least anomahius to lix the rate, in 
gold and to attempt to maintain it in sterling. If the rate be accepted in gold, 
the international medium, why fix the rate of bills iu sterling, the currency of one 
country, that varies in its relation to the currencies of other countries ! 'Phis 
method could have beeji rational if Imlia's foreign trade were confined otdy t<» the 
United Kingdom. But as that is not .so, India, by this method, is made de|)endent 
'Upon the English cross rate with all the other countries, so that in making its 
payments to, say, France or Italy or .Japan, India has to follow the sterling-franc, 
.sterling-lire, and .sterling-yen cross rate. If not anythingel.se. the.sy.steju at lea.st 
Ixicoincs more complex than a flat rate in gold with easy calculation of the rate 
with another country by finding out the depreciation of the foreign currency in 
terms of gold. 

On the other hand, if the gold rate Iw adopte<l for the bills issued by (lovern 
ment to maintain the exchange rate, there wo\ibl accrue certain .advantages to 
both Imlia and England. Such a rate would be maintained with gold at i)ar + 
the oost of transmitting specie. Such gold hills sent from Imlia in payment, .say, 
for the imports of English goods would increa.so the su|)ply of gold bills in London 
and raise the tlollar value of sterling. This is an advantage for India, as well as 
for England. 'Phis also means some Indian control of the gold-sterling (dollar- 
sterling) cross rate upon which Imlia has become dcpen<lent ai»d thereby help 
India to stabilise the gold-sterling (i.e., ru|)ee.. fixed in g«)hl, and sterling) rate of 
the Indian exchange. 

In this connettion it is well to consider whether there would be atiy <liversifin 
of India’s import trade with the I 'niled Kingdom; this question is relevant 
because now a system of Imperial ])referencp within the British Km])ire is Inung 
favoured in some quarters. ICvcn if this gold bill systein stimulated American 
imports into India at the expense of imports from the United Kingdom, it wonhl 
have been advisable to adopt it because (I) the dangers frojn an anomalous 
exchange to a country are very great and should be avoided at any cost, and (2) the 
effect of the rate of exchange on trade and production is always temporary. But 
I think that India or the Empire runs no such risk of being flooded with Amcriian 
goods coming merely as a result of gohl bills, apart from other and general forces 
already operating in that direction; tlmt is. those internal camses whu h have 
made English products too uncertain as to their jirice atul as to the time of (heir 
delivery The difference l)etween the gold prices in the United Kingdom and in 
the United States is very slight. Even this slight advantage in favour of America 
does not stand in final analysis since the cost of transport from America to India 
is much greater than the cost of transport from the United Kingdom to India; 
and, notwithstanding the American effort to incre.a.^ its merchant nuirine. it in 
expected to remain so for a long time. In any case this method of gold bills cannot 
penalise English exports to India so long as the sterling depreciation in the U.S.A. 
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cross rate is not greater than the sterling depreciation in the Indian rate. When 
the pound sterling recovers its gold value, which it has almost done, it will be at 
or about par in the American Exchange but about 33 per cent, lower than the 
former Indian par (if the 2s. rate be made the basis for calculation). If the rate 
be fixed at any other point, the temporary effect will be disturbing to the extent 
that the rate diverges from the market rate. 

If the cause of the gold bill be so strong a.s I have represented it to be, every 
effort should be made to convert our sterling bills into gold bills. With a godd 
exchange system India sliould attempt Uj tiome up to a gold bill system; and the 
sooner this is ilone the Insttcr for all the parties concerned in the Indian exchange 
rate. 

(2) Wkat was the rnistake in 1920-1 ? 

Eor this purpose it is nece.ssary to recapitulate the history of the rupee. Since 
1835 the rupee has been practically the sole legal tender and up to 1893 it was a 
free coin. J3ut owing to the continued depreciation of silver during the second 
half of the nineteenth century (in 1844 it was 59^d. per ounce, in 1889 it was 42d.), 
the rupee could no longer be considered; as the equivalent of 2^., the rate at which 
it was usually convertible iijto gold. This conversion was, of course, dependent 
upon the market rate of gold and silver; the Us. 10 of those days was roughly the 
pound sterling. The rupee was at this time a free coin and sterling was not 
recognised as the legal tender in India. Thus the relative value of gold and silver 
in the exchange rate depended u})on the fiuctiiation of their relative value as 
bullion in the world market. Silver depreciation, therefore, brought about violent 
lluctuations in the rate of exchange, and all interests — imports, exports, home 
charges, etc. — grew nervous at this uncertainty. A general desire for stabilising 
the external value of the rupee was manifest in India. The proposals for inter- 
national bimetallism failed at the international monetary conferences of 1878 and 
1881, as also the proposal of the United States at the monetary conference of 1892 
to “ increase the use of silver as money in the currency systems of nations ” for 
the purpo.se of retarding the fall of silver by creating a demaml for it among the 
nations of the world. Thus it began to lie insisted in India that either the rate 
should be controlled or gold should l»e introduced as the circulating medium. It 
was found at the time that gold was unsuitable for India as currency. Thus the 
problem was how to keep the riqiee aa the internal currency and at the same 
time to have a steady exchange rate with gold-using countries, that is, the 
countries with which the major portion of India’s foreign traiLsactions were 
carried on. In this way what is known as the gold exchange standard was evolved. 
I’o secure this, one method was to reduce the rupee to a token coin and coiLsequeutly 
stop its free coinage, so that the normal fluctuations in the relative value of gold 
and silver would not be able to affect the exchange rate or the money value of the 
rupee. The alternative was to introduce permanent Government control of the 
export and import of gold and silver to keep up an artificial rate between the two 
metals in India different from that in the world market, thus penalising all uses 
of silver in India other than for currency. A token rupee could evidently be 
maintained as long as the gold price of silver did not rise so high as to reduce 
wliolly the margin created by making the rupee token. Now this object of 
having a token rupee might have been .secured by either of two ways. The 
rupee might have been debased, that is, its silver contents might have lieen reduced. 
Or. tlie exchange rate might have been fi.xed at a point at which the value of the 
silver contents of the rupet^ would be iiermaneutly lower than its face value in 
gold. The latter method was adojiUxl in 1893 and the exchange rate was fixed 
at l.f. 4d. to the rupee. 

In this system the obvious defect was that when gold was excluded from 
circulation but retained in exchange, the rate could not lie restricted within the 
specie points siiico gold would not be easily available in India for purjxxses of 
external payment. The upjier limit to the excJiange rate set by the higher specie 
point, tlrnt is, the gold inqwrt }K>int, could not rise becjiuse (1) Europe, working 
h r India through the London money market, was a free market for gold, and 
(2) such a rise might easily be prevented by sales of ixmucil bills by the Secretary 
of State at London. But the ilifficulty was about the lower specie point, that is, 
the gold export point. If gold were not easily available in India for purposes 
of fdreign payment , tlie rate might go down below the specie point, that is, gold 
might run up and be at a premium; in which case the gold exchange stauaard 
itself would break down. Of course, this danger was neither continuous nor 
very great in extent inasmuch as India maintained, as it still maintains, not only 
a favourable balance of trade but also a favourable balance of indebtedness; this 



APPENDIX 12 . 


8a 

^anue is to the extent of India’s gold imports and the gold reserve built up 
in London by selling oouneil bills in excess of the requirements of the Secretary 
of State. Yet for the ooiitiugemy provision bad to be made. Hence tbe Govern- 
ment of India undertook, although it was not legally bound to undertake, U) 
supply gold for external payments in times of unfavourable debt balance. As all 
the external financial transactions of India, as of many other countries, used to 
be carried on through the Loiidon money market, it was considered more ix)n- 
venient to hold the gold reserve of India at London, so that when the exchangt; 
rate tended to fall below the specie {M>iut, tbe Governincnt, instead of giving 
actual gold for foreign remittance, would give the equivalent of gold by offering 
reverse council bilbs on London. The great advantage o:f tliis system is tliat it 
obviates unnecessary movements of gold to and from India, and, by the sale 
of council bills at the higher sp^de point and that of reverse council bills at tbe 
lower specie point, leaves to India a profit of about double the cost of transmitting 
specie. Even if the sale of reverse council bills be not necessary the gold staiulard 
reserve as indeed all Indian gold reserves at London is built up clieaply, that 
is, at the higher specie jwint, since council bills in ex(«.ss of the Secretary «jf 
State’s requirements are drawn at a favourable rate by olTei ing council bills at 
the proper time of the year, that is, whenever tbe rate tends to cx(xjc<l the higher 
limit. 

Thus it will be seen that (1) the rupee wjis not taini)crcd with in 1893 when 
it waa reduced to a token coin; and since 1835 it has been the standard not oidy 
as coin but also as to its weight and fineness throughout the whole of India; and 
(2) the exchange rate was in reality fixed in gold as in those days sterling meant 
immediate gold; and reverse council bills, meatit to supjKwt the rate at tbe bottom, 
were drawn also in gold, that is, .sterling 

In 1899 tbe pound sterling was made legal tender in India, at lis. 15 with a 
view to the eventual introduction of gold as the currency of India disj)lacing 
gradually the silver rupee. 1 need not now enter into the question, but for g(M)d 
or for evil the scheme of introdiuting gold as our enrremy was abandoned, 
perhaps within a few years of tbe recommendation of the Fowler ( ■ommis.sion. 
Since then our system deliuitcly became the gold exchange standard and not as 
before a prosptxitive gold standard. This system was supported by the 
Ohamberlaiu Comniissiou with certain modifications about gold I'oiiiage in India, 
which did not affect the principle of the system. 

The gold exchange standard worked admirably well in India till 1914 jus if 
the standard wore of gobl Imt Jit a considerably less cost to tbe I'ountry. Then 
Ciune the War followed by an unproAodented rise in the price of silver Jind 
do])reciation of the pound .sterling which, for external purjM)ses, is no longer 
convertible into gold. With all this India’s troubles began. During the Wiir, 
however, they were managed by India’s purcha.ses of more tlmn 200 million 
OUUCC.S of silver from the (Jnited Stiites at controlled ]>rice and by the oilicial 
fixation of the dollar-.stcrliiig rate at 4-76^, that is, only 10 cents, below par. 
The control on tbe cross rate was removed by the Government of tbe United 
States on the 20th March, 1919, .and that on the price of silver a few weeks 
later. Immediately the crisis in our e.xchange liecjune manifest. The sjiecial 
features of the crisis may be said to be mainly three, viz., (1) sudden Jind unpre- 
cedented rise in the price of silver, (2) divergence of the jiound .sterling from 
gold, and (3) influence of the London-I\e\v York cross rate ujion Indian exchange. 

(1) The price of silver rose very much owing to world causes. These were : 
signs of exhaustion of the Canadian mines, political unrest in many of the South 
American States, especially llolivia and Mexico, and demand in Europe and 
other countries fi>r silver to substitute for gold. Hence the margin obtained for 
the rupee as a token coin was not only swept away but the rupee was reduced to 
much less than the worth of its silver contents. Tiiis meant that instead of being 
appreciated in currency, silver liecame appreciated as bullion and dcprcciat<‘d as 
currency in India. Thus the rupee coin in circulation was threatened. 

(2) Jo make our poiiition wor.se sterling simultaneously declined. As our 
exchange was linked with sterling, its depreciation in terms of gold meant a 
rise in silver even when its price in gold, i.e., dollar, was unaffected. 

f New York tended to liecome temporarily the monetary centre of the 
the position so long held by Ixmdon. As gold could be freely obtained 
only in the United States, the English debt balance to that country determined 
the extent of sterling depreciation ; that is, the dollar-sterling rate was the only 
gold-sterling rate in the world. Moreover, the United States market was the 
great controller of the price of silver, so that the price of silver in sterling, the 
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currency in which the Tiulian exchange rate was fixed, was dominated by the 
dollar price of silver and the exUmt of sterling depreciation as measured in 
dollar. As the skirling {irice of silver affected the Indian rate by affecting the 
token character of the rupee, the United States cross rate was destined to 
dominaki the Indian rate so long as sterling was not the equivalent of gold and 
so long as the price of silver wtus not steadied. Therefore, the Indian rate was 
moving up with every depreciation of sterling, since, to prevent a very great 
rise in our rate, it was being lix(‘d at a point slightly higher that what was 
necessary to keep the rupeci not as a. token coin but as a coin worth its own metal. 

There were two alternatives before the Ihibington-Smith Commission, viz., 
(1) k> keep the ru])ee intact and therefore raise the rate, or (2) to keep the rate 
unaltered and therefore debasts the rupee. Theoretically there was a third means 
also, viz., to lontrol permanently the influx and efflux of gold and silver so that 
they would have in India an artificial value different from tludr world value, 
which wtmld mainkiin the present rupee as a token coin, whereas the external 
exchange would be fixed at lx. 4</. or indeed at any point by the fomplcte Govern- 
ment control over all movements of specie. This obviously was impracticable juid 
dangerous in principle. 

It sliouhl be iKited that neither of the above two alternatives should be taken 
as faultless, but we have to strike a balance between the advantages and dis- 
advankigcs of eai-h, and ascertain which of them would, on the whole, have 
conferred greater benefits on fndia, always of (ourse keiqiing in mind the then 
existing cccmomic conditions of the world. To take first the .second alternative, 
viz., the exchange rate of t.s. 4c/. with the debasement of the rupee coin. Its 
reat advankige was that Indian exjiorts would be stimulated, especially in view 
of the enormous ri.se in prices in all the (ountrics of Europe; at the old rate of 
exchange India was sure to have an unpreccdenk;d expansion of its ex])ort trade. 
This would naturally have tended to rai.se the ext^hange rate and thereby hel]) 
India to build up a hugh re.serve in sterling at london or lead to an influx of 
gold into India if it were available in the countries to which India would export. 
The negative argument in support of the old rate was that a rise in exchange will 
penalise India’s exfiorts, but this could Ik; so only when the rise; in exchange was 
greater than the rise in the jirice U-vel in India’s cxjiorting markets. Another 
argument was that if, in this way, the gold were reduced in value, those who 
had hcMirdcd gold would be penalised. 

'I'he most important fuck)r involved in this method was that the rupee would 
have to be debased, that is, its silver contents would have k> be reduced. Against 
this there were two objections, one et;onomie and the other socio-economic or 
quasi-political. The first was that when the delwised rupee would be introduced 
the present rupee would surely go out of circulation; this meant that the Whole 
of the coined ru|)ee.s must lx; repl{UK;d and that also within a very sliort ix;riod 
since the existing rupee at l.s'. 4c/. wofiild be highly profitable when sold as bullion. 
In a country like India where coin has a charm all its own, it was bound k) lead 
to a severe slnx‘k to the credit of the State, and the same diflicailties as had been 
experienced during the first eight or nine months after the outbreak of the War 
might have lxH;n jurentuated. This shock might be fatal to the success of the 
new currency, however sound it might otherwise be. Secondly, the rupee, as the 
majority rej)ort pertinently pointc<l out, has been well known in India for 
j^merations. It is aci’cpted even in the villages as the .staiulard of weight and 
fineness and it is thi; basis of many daily transactions which have nothing to do 
with money as such. All this would have been disturlx;d and the masses might 
grow highly suspicious of Government methods in general. Theoretically the 
debasement d(M;s not in itself mean much, but if a token coin or pajier money 
lie a credit instrument, its prospeirt is bound to suffer materially if it does not 
take into ojiJoulatinn the prejudii’es of the masses who are to use it; and in India 
currency prejudices are by no means confined only to the illiterate. At a time 
when the public, mind was in a highly disturbed condition for various reasons, it 
would have b(x;u inviting a breakdown of the currency system if the rupee were 
debased. This I wouhl call tlie stwiio-economic or qiiasi-political danger from 
debiLsement. 

Another argument in support of the l.s. 4«/. rate and debased rupee was that 
one cannot change the legal rate without some discredit. This is true, but one 
should accept the lesser of the two evils. Ai change in the rate is to be compart 
with a change in the silver contents of the rupee. The latter would affect the vast 
majority of the people, and would introduce a change never before experienced 
during the long career of the rupee for move than eighty years. On the other 
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hand, the exchange rate was unfixed till 189:i, before which, for a time, it fluc- 
tuated like the movements of a shuttlc-cock, and continued unsteady fur several 
years after the rate had been fixed. During the war there was unsottleinent of so 
many things, and the exchange rate was changed many times since January, 1917, 
when it was raised to 1«. As the exchange rate deals with India’s foreign 
trade, if a change were inevitable as a resadt of external causes, the shoi k .shouM 
be made to come on that rate instead of the internal currency, which has nothing 
to do with exchange as such. Moreover, the community, which is affected by the 
rate, ought to lie less guided by such sentimental reasons, because it is ex|xH ted 
to understand the reasons of exchange fluctuations. Furtlicr, it is accustomed to 
minor variations of the rate within the specie iK)ints, wliereas the weight and 
fineness of the rupee arc considered unalterable. 

Apart from seiitiineiit, which is not negligible in currency affairs, there was 
that economic argument against raising the exchange rate,' riz., its adverse elTect 
upon the export trade. So I shall examine this point in some detail. It is cer- 
tain that raising the rate would not have entailed a net loss to the ex[)orter .so 
long as this rise was less than the rise in the prices of the market to which India 
exjKirted. Hence a discussion of the topic that does not take into account the 
price level of the foreign markets is one-sided and mi.sleading. Therefore, I shall 
first of all give the figures of the whole.sale prices in the important counti ies, 
taking an average of the prices of all the imjiortant articles. Taking 191 J as tlie 
standard or basic year the index number.s are as follows : 


Countries. Index Numbers. 1919. 

Franco a;J00 June. 

Italy 329-9 April. 

Japan 2140 May. 

Sweden 3390 April. 

United Kingdom 257 2 August. 

United States 2000 May. 


The temporary effect on India’s export trade can be measured by i-omparing the 
percentage increase in the new exchange rate (2.''-. gold) and the extent of sterling 
depreciation on the one hand and the j)ercentage iiKu-case in the j)rii“e level of the 
foreign countries. I may illustrate the |x»int thus : Let the rupee be equal to 
2s. 6^., assuming that 2*-. gold was e<]uivalent to 2.s. Or/, in sterling. At this rate 
goods worth £100 in 1913 couhl in 1920 be ex|)()rted from India, at Hs. BOO, neglect- 
ing for the present the increase in the cost of tran.sportation. In 1913 at l.v. 4r/. 
they would have fctrdied It-s. 1,500; thus there would be a loss of lls. 700 to the 
exporter. But the price of goods worth £100 in 1913 was now £257 4.s-., by wliich 
an additional amount of £157 4.s-. would come to the exporter; this in rupees 
would be more than 1,257 according to the new rate of exchange. From this 
deduct lis. 700, the loss by high exchjinge; this leaves a net additional profit of 
Ks. 557. The item so far neglected is the cost of transportation, the incinm' in 
which must be deducted from Rs. 557 in order to find the net additional gain on 
the whole transaction. When sterling further moved towards gold the position 
of the exporter would become more favourable, fn 1919 when the Commission 
rejmrted, sterling prices in the United Kingdom and prices in general in the 
EurojM?an countries were mounting up. 

The above calculation is on the supposition that there was no sfiecial demand 
for Indian goods in the Ituropeaii markets. But when we consider the fact that 
Europe’s demand for most of India’s exports was inelastic just liefore the war, 
the position of the exporter was naturally taken to be very strong. 'I'he facts 
whitm were incontrovertible in 1929 arc as folIow's; In Eurojie then there was a 
great demand for foodstuffs, which formed alwut 25 per cent, of India’s exixirts. 
tiute, raw and manufactured, was another commodity in a similar position, and 
it also formed about 25 per cent, of India’s exports. Cotton export was idnuit 
20 per cent., and so long as the American exchange remained in favour of that 
country, Indian cotton could not 1 h> expected to fall in demaml. Tea formed alxuit 
8 per cent, of our exports, and its position was c-onsidered by the trade itself, to be 
absolutely secure. Hides and skins, raw and manufactured, and leather came up 
to about 8 per cent. ; it was a mistake, but from the fact that a sixscial export duty 
—what I may call the exi)erimental Prote(!tive-cuw-preferential tariff— had been 
imposed upon the raw variety, one was justified to presume that its foreign market 
was considered to be safe, these were all the important items in India’s export 
trade, and they could legitimately be t'onsidered to be in no danger of falling off 
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in demand. So that the European price, even if it had not otherwise been favour- 
able to the Indian exporter, as shown above, could not have been taken to bring 
any loss to him, since his capacity to push up prices was maintained in the pre- 
vailing circumstances of the European countries in 1919-20. 

It must, however, be remembered that all the above calculations rested on the 
assumption that an inelastic demand leading to a high price level would be maiu- 
tained for some time in Europe, so that enough time would be left for Indian 
prices to adjust themselves to the new forces. After this internal adjustment 
there could, of course, be no effect of the exchange rate upon the trade and pro- 
duction of the (."ountry. Thus the crux of the whole thing lay in the then existing 
high prices in Europe. All experts said that they would reniain so for a period 
much longer than what India would require for adjustment within itself. But 
we, who are now wiser after the event, know that prices began steadily to fall from. 
1921. The main reason is, of course, the vicious circle created by the treaty of 
Versailles, by which huge reparations are to lie paid by the enemy countries at the 
same time that their exports are to be prohibited from entering the allied countries. 
The breakdown of credit and the blind opposition to its rebuilding considerably 
reduced the purchasing jiower of all the European countries. Thus, we have now 
for six years the spectacle of immen.s<i sufferings of millions of human beings for 
want of the nece.ssaries of life, while the .same necessaries are glutting the markets 
of India, ilapan, and the United States; partially also of the United Kingdom. 
The economic solidarity of the world is more inexorable than the dictates of the 
Big Three at the peace conferences. The result is that the problem has become 
acute for the exporting countries outside Europe as it is for the non-con.suming 
countries of Central and Eastern Europe. The note of warning was early raised 
by the English economic ex^iert at the Paris conference, but it was in vain. With 
circumstances as such it could hardly lie expected that the Babington-Smith Uom- 
mission would anticiyjate the obvious follies into which the victorious countries 
of Europe drifted. In India the boom of companies in 1919-20 show's that a fall 
in prices was not only not expected, but a contrary process was confidently antici- 
pated. Thus for the miscalculation nolx)dy in 1919 -20 could be held ro.sponsib]e. 

Another disadvantage of the Is. 4^/. rate was that the price of imported 
articles would have risen immediately to the full extent of the rise in the foreign 
countries. The Indian public were already bitterly resenting high prices, and 
the Government, as well as many public men, were of opinion that a further rise 
might lead to disastrous consequences. This in itself was an advantage of the 
high rate fixed in 1919-20. Moreover, this helped the payment of the home charges 
as also that for the purchase of machinery, &c., for India’s nas(;ent industries, 
which had received a strong .stimulus iluring the last years of the war and the 
|wriod just following the armistice. On the other hand, it must be acknowledged 
that the attempt permanently to fix the new exchange rate by legislation at a 
time when there was the utmost disorder in the business organisations of the world 
was not only premature, but proves the want of that grasp of exchange principles 
for wliicli ihc India Office was famous during the life time of Sir Lionel 
Abrahams. 

Thus it will be seen that the mistake of 1920-21 was two-fold, viz., (1) in 
ascertaining the circum.stanccs in regard to future pric'es, which were likely to 
be permanent, out of a changing mass of circumstances which were further com- 
plicated by the foolish cc/inomic provisions of the treaty of Versailles, and (2) in 
ascertaining the proper rate of exchange, which, in view of the gold price of 
silver, could be maintained by the Government. I do not consider the sale of 
reverse council bills in 1920-21 as a mistake in itself. I believe that at the current 
rate of exchange the Government would have to do the same again if the sterling 
price of silver went up to 50</. per ounce. The alternative would be to lose all our 
silver nipees and half-nipees. 


(3) Is the presetit time opportune 1 

In view of the above facts it will be seen that the disturbing factors practi- 
cally remain the same as in 1920. The economic provisions of the Versailles 
Treaty remain intact, so tliat Central Europe cannot offer a good market for the 
extra-European wiuntries. Therefore, the course of prices in the world is yet 
uncertain, and little can be guessed about it when the old economic solidarity of 
the world will be restored. The currency system of Europe except the Umted 
Kingdom is uncertain and violently fluctuating. Therefore, it is futile to 
attempt to stabilise Indian exchange. For in exchange there are two ourrencies 
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involved, and it is impossible to stabilise the rate so long as otic item remains 
hopelessly untixed. The fluctuation is only a little minimised by the stability 
of the sterling and the dollar. Arbitrage operations arc an important factor in 
foreign exchange although they are now regulated by most of the (loveruments 
of Europe. Therefore, so long as European currencies are unstable the rate of 
Indian exchange must be uncertain also, for the rate is fixed through the marginal 
transactions, and these depend upon arbitrage oyicrations. 

Therefore, I would recommend that no rate should he prematurely fixed now. 
Otherwise the mistake in principle made in 1920 will 1 k> surely rc|)ea(ed. 'I’lu* 
great evil of nipcating the mistake lies in the temporary unsettlcmcnt of the trade 
and production of the txmntry as explained under T. 

V. — Suggestions. 

My suggestions, therefore, are that the present (Commission should — 

(1) affirm the principle of the gold exchange standard and accept it 
finally as the currency system of India; 

(2) declare that the Indian rate .should be fixed in terms of g»d«l and 
not in terms of sterling or the currency of any other iwuntry ; 

(3) recommend the desirability of building up a big gold res(?rve ear 
marked for exchange purix).ses, which should be rigidly separated from all 
other reserves, especially the currency reserve; and 

(4) declare that is premature to fix the actual rate of exchange, and, 
therefore, desist from doing so, and rcrtinuncnd that another ('urrcne.y 
(vommissioii should be appoiintcd to do that wlicn greater stability is 
attained in the currency systems of the Euroy)ean countries. 


APPENDIX 13. 

Statement ol evidence submitted by Mr. H. L. Chablani, M.A., Head of the 
Economics Department, University of Delhi. 

Question 1. — Is the time rijm for a solution of problems of Indian Currency 
and Exchange by measures for stabilisation of the rupee or othcrwi.se I What is 
the comparative importance of stability in internal prices and in foreign 
exchanges ? What are the eftects of a ri.sing and a falling ru|)ce and of a stability 
of high or low rupee on trade and industry including agriculture and on national 
linance. 

Answer.- In my opinion, it is premature to stabilise the rupee at any fixed 
i’atc m terms of gold at the present moment; Government ought to profit by the 
mistakes committed in 1920. The future treml of gold prices in the world is yet 
uncertain. Only recently Sir John Fergu.sson in his inaugural address as 
President of the Institute of Hankers held the view that taking a long view of 
the situation, we might expect a downward, trend in prices, that is a rise in the 
value of gold, lie advanced two main reasons for his opinion. The first was that 
“ monetary reconstruction in the world must inevitably lead to a greater demand 
for gold by central banks and Governments; the redistribution of America’s 
8U}>erfluous stock of gold over the world should tertai-nly tend to cause a rise in 
the value of the metal. Secondly, the introduction of mechanical aids to 
production, the cheapening of industrial proce.ss, mu.st expand the volume of 
wealth, and this factor acting on the demand side of the equation of value, should 
also tend to make for an appreciation in the value of gold,” As against this view, 
it is plausibly suggested that America has in reality demonetisi‘d gold, and that if 
the influx of gold to the United States had been allowed to play its normal function 
of expanding credit, the purchasing [lower of gold would be far lower than it is 
at present. The output of gold, which is again approaching the high levels reached 
between 1908 and 1916, and the ever increasing u.se of substitutes for gold as a 
medium of exchange throughout the world, are also important factors tending in 
the opinion of some to effectively oppose the tendency to a fall of gold prices. 
Much will depend upon the possibility of co-operative action by the Central 'Ranks 
contemplated bv the Geneva Conference Resolutions. The stock of gold held by 
the Central Banks of the world is so large compared to the’ annual con.sumption 
for non-monetary purpose, that it is quite possible for them to regulate by agree- 
ment among themselves the value of gold. But if the Central Banks compete with 
one another in their efforts to accumulate as large stocks of gold as possible in 
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order to restore the gold standard, the value of gold is bound to go up. Though 
at present, outside Onited States, there is little gold in actual circulation, wie 
cannot take for granted that there will be no reversion to an actual gold circulation 
anywhere in the world and that this will not make too severe a demand on the 
world’s stock of gold. The accumulation of gold in United States is so large and 
that ci.untry occu])ies such a wminanding position in the world to-day, that by 
slightly altering I heir monetary })olicy it can keep its general level of prices higher 
or lower and thereby give gfihl a lower or higher value ; and there is no certainty 
as to what ])olicv that f ountry will follow from time to time. As one of the critjcs 
of the restoration of gold standard in England put it, there is no guarantee that 
the present Federal Reserve Board will remain in olTice or that the inflationist 
{laitv which has always been very active in the United States will not at any time 
overthrow the present policy of prit'e stabilisation, and raise a cry for a more 
liberal use of the hoarded stores of gold which will lead to a large expansion of 
cretlit and a violent rise of prices in America. Personally T am inclined to lielieve 
with I’rnf. Uassel that for the future we must reckon with a growing scarcity 
of gold {vith’ his paper read before the institute of Bankers on dune 11th, 1924). 
It will, however, be unsafe to dogmatise on the subject when the facjtors to l)e 
considered are so uncertain. It is necessary, therefore, to bo extremely cautious in 
the matter, and avoid making exj)eriments with currency every now and then. If 
Government decides at the present moment to fix the value of the rupee at Is. 4^. 
(johl, more currency will have to l>e put in circulation ami prices will tend tt) rise, 
much to the detriment of at least a section of the comiminity. If a year later, gold 
pric es in the world fall, it will be necc'ssary to deflate the currency to maintain the 
gold values of the runce at !.■>•. 4/f. If, on the other hand, the ruf)ee is to-day 
stabilised in the neighbourhood of its prcsc'ut market value in gold, and gold prices 
begin to fall to such an ewtent as to bring down the gold value of the ruyiee to even 
less than \d. gold, the country in order to maintain the rupee at fid. gold 
rate, will have to .submit to drastic deflation which will raise a howl of protest 
among the business community. 

The only feasible course at the pre.sent moment is to fix the upper and lower 
gold value c't the rupee in such away as to leave some discretion to the authorities. 
I believe that the authorities can without any very great risk announce that they 
will use all their re.sources to kcccp the rupi'e between Ad. gold and !,«. (id. gold. 
Curiously enough, while the Finance Member told the Indian Merchants’ Chamber 
(3rd July 192.')) that it was the definite intention of the Government of India not 
to allow the rupee to rise above l.v. Od. gold, he made no announcement that the 
ru])ee will in no circumstances be allowed to fall l)elow !.'«■. Ad. gold. It is far more 
important to fix the minimum gold value of the rupee than the maximum. 

While I am in favour of .stabilising the gold value of the rui)ee, 1 am on 
principle opposed to any measures being taken to stabilise the 
exchange at any fixed level. I consider it a mistake to link the maintenance of 
the Indian standard of value with the incidental and varying circumstances of 
e.xchange. T agree with the view endorsed by the Babington- Smith Committee 
that “ exchange stability is an important facility rather than an essential 
condition.” I regard instability of foreign e.xchanges as a sympton of a disease 
rather than the disea.se itself. 'I’lie real diseases in the world are political 
insecurity, chaotic finance and uncertain currency policy. As these maladies are 
being attended to and gohUstandard gradually restored among the trading nations 
of the world, exchange fluctuations will gradually be reduced to such dimensions 
as would induce banks to supply the machinery which will enable the merchant 
to cover his risks. Stability of exchange is an international and not a national 
problem. It is not in the power of any country to stabilise its exchange with other 
countries, when the commodity values are constantly changing because of deflation 
in some countrii's and inflation in others. Even if exchange stability is attained 
lietwecn any two countries or even a group of countries, it cannot bind up a stable 
international commerce while exchange on other important countries continues to 
Puctuate, for the markets of the former would be subject to constant exchange 
dumping on the part of the inflationist countries. Stabilisation of exchanges must 
be general or it is useless. 

Apart from these objections on principle, the time is not yet firopitious for 
fixing the rupee sterjing exchanges at a particular level. There is still a certain 
maladjustment between sterling and gold prices. Since January last, sterling 
prices have shown a downward trend. Probably the fall would have teen more 
pronounced, but for the budgetary deficit of £36 million for the first half of the 
financial year, and the embargo bn foreign loans. Tf exchange were stabilised 
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to-day at l.«. 6/f., and sterling prices continue to fall at a quicker rate, (.lovernnient 
will either have to allow the rupee-sterling exchange to fall or produce acute 
financial stringency by a piilicy of deflation. The only wise course in the present 
circumstances is for each country to take care of it.s own standard of value and 
inspire general confidence in its comparative stability in terms of gold, if not in 
its general purchasing power. 

Even from the narrow point of view of exchange stability, the best remedy 
is the restoration of an effective, automatic gold standard in most of the nnintries 
of the world. Such wide e.xchange fluctuations as we have boon witnessing since 
the war are due to divergences between international price-levels; and divergent 
price-level movements as l)etwcen gold standard countries are impossible except 
within very narrow limits. 

Even an automatic gold .standard is o|)cn to the objection that it is wanting 
in stability of purchasing f)ower. Theorists like Dr. Eisher, Prof Marshall an<l 
Mr. Keynes have suggested far l)ctter monetary standards from this point of view; 
but the greatest difficulties in the way is the distrust of the public in all schemes 
that arc too scientific to be easily understood, or that involve (jovernmetit manage- 
ment of any kind. And tnust and confidence are the very essence of the matter in 
currency problems. 


The fear that gold may in the next few years prove even more unstable in 
purchasing power than before the war and that prices may fall to such an extent 
as to kill all enterpri.se, led some currency exjxsrts of international repute to 
suggest an international gold exchange standard for the w(*rld as a whole; and 
the Interimtional (Conference at (Geneva actually passed a resolution in favour of 
means of economising the use of gold by maintaining reserves in the form 
•%. u balances, such for example as the gold exchange syspan or international 
system.” These new schemes of an international gold exchange 
staP^'^x®* • \ffer in some res])ects from our pre-war Indian (Currency system. In 
t he there is no talk of any attempt to prevent a risr in the exi hange of 
am Jp ;\.\\'^:tici oat ing in the system, As one of its advocat 


an> vjo .^^^^V'tlcl paring in me system, ,'\s one m ns advocates explains the 
< ye obliged to take measures against a risr, the sign of deprecia- 
ti although it will quite naturally contribute a little to 

'^‘^^o'^^rising exehaiige as a promiiieut purchaser iu the market, 
f t>h \,.s. \a metallic currency sy.stem. neither (lOvernnient nor the 
<>r a"’ even been either legally or even morally obliged to 
guaraTittHi industrial life against po,ssible depreciation of foreign valutas. ” (C. A 
Verrijn Stuart in the Rrirnomic Journal, March, 1919). 'fhe only instance of 
such a guarantee is the voluntary practice of the Secretary of State of preventing 
a rise, in the sterling value of the ru|XX‘ by selling (’ouiicil Drafts at. fixed rates in 
unlimited amounts. Secondly, these new schemes all insist on a direct limitation 
on the quantity of legal tiauler inonev within the country. Thirdly, the advocates 
of the ])ropos('d system recognise that the currency policy is ultimately creilit 
policy, and that the co'-cqxu'ation of the central .h:inks of the participating 
iMumtries is an (sweiitial i-omlition in the problem. Lastly, these schemes aim at 
regulating credit “ not only with a view to maintaining fhe currencies at ])ar 
with another, but also wiili a view to |)reventing undue flurtuations in the 
/mrehasintj power of ifold ” (vide resolution No. 1 1 (Icneva (’oiifereiuv). In oilier 
words these schemes inqdy (a) international co-()|)eratioJi ; (h) a policy of stabilis- 
ing prices through the action of Oiitral Hanks, on the basis of an index number ; 
and (c) a policy of economising gold in internal circulation. 


If the Indian system is nuMlified along tliest? lines, almost all the objections 
against it disappear. Such a scheme will secure stabilisation Ixith of prices and 
exchanges. But the crucial questions are ; Is it |x>ssible to have a bimling inter- 
national agreement in these matters? Is it practicable to regulate, not rally the 
legal tender (*urrency, but also the market rate of riiscouiit or the rate of iritcre.st 
by the use of an index number of prices? Is the public sufficiently educated to 
have confidence in .such a reform ? Will the controlling authority (ximinaiid 
public confidence ? There i.s nothing inhomitly impossible in .such a scheme, but 
the practical difficulties seem almost insuriiionntable. 

Wo must therefore be content with sonxjthing less satisfactory but more 
feasible. The main object to he aimed at should lx; to ensure the automatic 
expansion and contraction of our currency and link it with a commodity that 
is comparatively stable in value. For this it is enough to have a convertible 
rupee, convertible not in gold min.s, but pold bullion only. The .stabilisation of 
the rupee in terms of gold will give us such stability of prioas as is jKXwible under 
an effective and automatic gold standard. What the country as a whole requires 
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is stability in internal prices more than in foreign exchanges. If owing to 
external causes beyond our control, this stability in internal prices does not give 
us stability of exchanges, I would leave the exchanges to their own fate. 

As regards the effects of a rising or a falling rupee on trade and industry, 
1 have nothing to add to what Professor Marshall said before the Fqwler 
(■ommiM.eo. Other things remaining the same, a depreciating currency or a 
falling exc^hange tends to stimulate exports and discourage imports. But the 
advantage to the exporter is largely at the expense of tjie other classes of the 
community and can lx; only tem^rary. The common opinion that a depreciating 
exchange was for the Ixmefit of an e.xport trade, rests on the natural habit of 
regarding the interests of the Kutre'pretke.ur as co-extensivc with those of the 
trade. What really happens when a currency is depreciating, is that a person 
wlio is under obligations to make certain currency payments fixed by definite 
(•ontracts or by custom is allowed through the change in the value of the currency, 
to discharge those obligatiims at less owt to himself and less benefit to those who 
were engaged with him in trade. There is no doubt that a fall in the value of 
the (urrency is a bounty; but it is a lx>unty not to the export trade but to one 
class in the export trade at the expense of the other classes engaged in it. Just 
the opposite is the effect of an appreciating currency. 




Hut these effects are only temporary. The depreciating rupee is advantageous 
to exjxirtcrs only so long jvs the co.st of pnxluction and pricus in India do not rise 
in terms of ri]|iecs. When that happens the hounty will disappear. In other 
words, there is a race hctwcon the sfiecific depreciation of the rupee in terms of 
sterling and its general depreciation in terms of commodities and services. 
Expirts will he stimulated (»nly so long as the specific depreciation is grcati pficin 
the general depreciation. As regards National finance, the effect fe to even 
different case's. The sterling obligation of the (Jovernment of Indi.s’. ^ally 
|)aid by the remittance of surjilus prodnre from India, the magnitwl of iinhich 
depends upm the value for w'hich the pnxlnce could lx; sold in the ned 

outside India. 1 f the fall in exchange is due to a rise in the jjpfj 1 „>\ 

of sterling, India will be obliged to send a larger to the ^uthoritil' 

fonncrly to meet its sterling obligations; and Government w' 4.i,j,t lUptS' • 

increased taxation in some form or other. Either there mu ^ 

old taxes, must lie made to command more, froduce. by '3|f,ii'Merch««t‘'’ 
of the value of the ruyiee; in either case the final result same; there will be- 

an increase of taxation of the people of India of an .g^tirely unavoidable kind. 
If, on the other hand, sterling pri(«s remain steady ai^^y thc^fall in exchange is 
due to depreciation in llie purchasing power of the rn ^ mme, produce will 
be sent from India as before, though the Government find that tWing to the 
deprcciation of its money its revenue is insufficient W ‘ gy)y,ain command of the 
pnxluce required to meet its sterling liabilities. In th^^^ .^yjat ig lost % the 
Indian Government clearly amounts to a remission of ' tj^x-vlion of equal amount 
to the yx?f)ple of India. The problem then is not hoW , ^ increase taxation as 
compared with what was before, but how to make the taxatiOj. , p„nivalent to what 
it was before. 


Similarly if the rise in the ruyxje -sterling exchange is due to the depreciation 
of the purchasing yx)wcr of sterling while the Indian rupee prices remain steady, 
India will part with less of her produce in discharge of its commitments abroad. 
On the other hand if the Indian exchange rises because ruysee prices fall while 
.sterling prices remain the same, the same amount of produce will be sent as 
before in discharge of external obligations. But so long as the Government 
revenue in rupees remains the same, it will command more produce than is 
needed by Government for the dis(;harge of its liabilities abroad. In that case 
Government gains at the expense of the tax-payer who while giving nominally 
the same amount of rupees as before in reality parts with a greater purchasing 
power over goods. 

But when once the amount of money realised from taxation has adjusted 
itself to the depreciation or apprec'-iation of the internal monetary unit, Govern- 
ment will cease to lasc or gain in the cases discussed above. For instance, when 
the tariff valuation of all the commodities paying Customs duties rises owing 
to the depreciation of the ruyice. Government will realise mpre rupees from 
Customs. Similarly rising prices will mean rising incomes and the taxes on 
income will yield more. When business and profit are good because of rising 
prices, there may be a larger movement of goMs than before and the railways 
earnings may go up. And if commercial undertakings like the railways increase 
their charges because of increase of prices and wages. Government gain, rather 
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the increased absorption of sovereitfns. . . . This demand for gold coin, 

accompanied as it has been by increased diMiiand for gold l)ullioii, doinLiiales the 
whole currency situation, for a country tliat takes gold ui great quantities an 
e.Ktensive token currency is most niisuilable. It lias the usual oHect of dri\ing 
gold out of circulation. It has the still greaU*r disadvantage that it keeps gold 
out of useful employment. I’eople who value gold so highly as to store and hold 
it to the extent witnessed iu India are not likely to invest or make other prolitablc 
use of it, so long as they have to take the risk of being repaid in token coins when 
they realise their investments. The token lairreiii v not only prevents the holJei’s 
of the gold from utilising it to some advantage, but tlu* connii-y as a whole loses 
the benefit that should accrue to it from the possession of great wealth. While, 
theiefore, the process of edueatiou in the use of economical forms of nirreiuw is 
imiceeding. the probabilities are that people will none the less (oin iiine to amass 
their growing w'ealth in solid gold. In my opinion what is needed is not educa- 
tion in the use of economical currency so much as edneat imi in the use of stored up 
gold, 'file lirst step, however, is to convinee the people that if they use their gold 
they will get it back when they want it, and that (.aniiol lx* iloiie while there is 
extensive and expanding token currency. .\ currency in which gold was a more 
prominent feature and to which token coins were less freely addecl would lx* more 
practical as an educative force. 

“ 'I'he hoarding habit iu India is no doid^t a dillicult problem. Its recent 
rapid development in increased demands for gold, and the possibility of its litrther 
expansion make it a question of I lie liigliest importance. 1 do not, however, tliiuk 
that the opinion e.Npivs.sed in paragraph 7~i of the Keport that ‘ the hoarding 
habit is samtioned by the experience of ceiiliiries in India and by religions and 
jaeial laws and customs.’ siiHicicntly accounts for the accelerated pace it lias 
latterly acquired. In my opinion tliat is to a large e.xtent the outcome of the 
|H)licy wliicli lias brought into c.xist(*nce the extensive token currency. I']) to the 
closing of the mints in to the free coinage of silver the public bad been 

aceiistomcd for gcjierations to full value coins for their currency rc(|niremcnls. 
and they are not now prepared to hold their profits aud savings in the form of 
over valued rupees, lienee, their preference to gold, both coin and hnllion. 

For the reaoiis that 1 have indicated, I am of opinion that the Irne line of 
advance for the eurrem y policy is to discourage an extension of the token etirreiu y 
hy providing inerea.sed facilities foi* the distrilinf ion of gold when further iiu-rea.so 
in the enrreney heeomes necessary. These greater facilities should, T consider, 
iiieinde the issue of a gold coin from an Indian mint of a value more suitable for 
general currency nsii llian the .sov»*reign and tin* half sovereign. 

Further, those who believe in the above line of iirgiimi'nt point their huger 
towaitis the huge addilioiistocurreiuy that ha\e been made in the years succeeding 
to the I?e])ort of the Fowler Committee, aud say that had (lovermiieut of India 
adopted the jiolicy of s(*udiiig gold coin into active circulation, then long ago very 
large quantities of gold coin would have permeated in the internal enrreney of 
the eimntry, and people would have lost the sense of insecurity about getting gold 
hack, which lias been engendered hy the inf ro<hi( tion of the silver tokens, aiul that 
now gold could have easily found its way to the treasuries of l',xehange Banks at 
the time of an adverse balance of Irailc. How sadly Iriu* this line of tlionght ! 
And yet now it only reminds me of tlio.se words of wisdom wliicli I remember 
having read somewliere that “ the saildest words are miglil have been 

No doubt, tliere is mucli force in the argninent of Sir .lames Begbie. that the 
use of token rupees helps to intensify llie desire of India people for hoarding gold, 
and that if gold were freely available as a medium of lirculation much of its 
glamour in tlio public eye would go. But there is one jxiint which we should 
con.sider before wo can comjiletely .suhserihe to the idea of immediate adoption of 
Hold Standard with a gold enrremy in active (*ireulation. Is the large consniiip 
tion of gold iu liulia solely duo to this cause, or is it also due to the iniiale desire 
iu man aud woman for jewellery and ornameuts f ff in India it is due to tli!* 
alKspiicc of gohl in act ive circulat ion then h«Av to account for the large ionsnm])l ion 
of gold in Knroiiian i-oniitries. where gold standard and gold currency are tlic 
riih' and where jieople are more advanced and etilighleiicd than the rndian ]X'opIe ' 
To me it seems that Sir .lames has .-ittached rather too much importance to the 
educative inllnem e of a gold enrreney on the hoarding habit of the people of this 
hand. Without denying the inflnenee of an active gold circulation in this direction. 
T would attach far greater importaiiee to such factors as general edncal.ion. the 
development of eo-operativc credit and hanking, and a general rise in the standard 
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of living and thinking, and this due to a rapid proCTess in the arts and industry, 
the means of communication, and trade. The development of banking and 
investing habits have been a slow process even in the countries of the West, and 
are bound to Ixj so in a wnservative country like India, and so long as these two 
habits arc not fairly highly developed, hoarding of prexiious metals is bound to 
continue, whether there be gold in active circulation or not. 

To me it seems that the initial mistake was made by the Fowler Committee 
which in recognition of the monetary needs of the masses permitted the continu- 
anc.'s of the ru])cc as unlimited legal tender. With many other things the 
Committee recommended (1) the opening of the Indian Mints to the free coinage 
of gol<l, (2) the lixing of the exchange value of the rupee at l.s-. ^d. gold, and (S) the 
continuation of the token rupee as well as of gold as unlimited legal tender. Now 
had the Government of India persisted in carrying out all the above recommenda- 
tions ill full, then the policy of open mints for gold would have sent all fresh 
supplies of gold to the public; and perhaps most of it, in the beginning at least, 
would have gone to replace ruiiees in hoards and notes in active cir'culation, and 
for years to come would not have formed a subtantial part of the active circulation. 
And as the rupee was permitted by the Committee to remain full legal tender, and 
as the Government had accepted this recommendation, therefore, perhaps at the 
time of an adverse balance, the public would have confronted the Government 
with large number of rupees to be exchanged into gold for export. How far 
Government could have discharged this onerous duty, without suffering a serious 
lo.s.'- is not easy to judge: but I for one think that they must have suffered consider- 
ably if an exi'hange crisis were to take place soon after the recommendations of the 
Committee, as it actually did take place in file years 1007-8. 

The idea of .some people, that just as in France we had what is known as the 
Jumping Standard where both the token silver franc and the gold franc were 
unlimited legal tender (in theory now, but in actual practice during the last 
(juarter of tlie last century) and the system worked for so many years almost 
successfully, similarly in India also we could have the same .sy.stem is, though 
plausible not practicable. .\nd the reasons are not far to .seek. In Franco, the 
silver token franc never held .such a. predominant position in the circulation of 
the country as the rniK'e d(K\s in India. The circulation of gold franc was much 
greater, aiid it acted as the actual money of account and the medium of circula 
tion for a very large part of the total population. While in India the bulk of 
I lie people arc pwr, their standard of purchases is low and for years to c(»me. 
rupees are likely to continue to be the most omvenient medium of circulation. 
Here a gold coin be it of the same weight and linenc.ss as the sf)vci-eign or even 
c>f so much weight and linene.s.s as would l)e equal to say l?s. 10 has not got nnich 
chanw of forming an appreciable factor iti activ«; circulation. It may si'rvc 
the convenience of the very few rich in cities like (kilcutta, llombay or I^afachi, 
or it may .serve as the stiire of value foir the hoarding variety, but under the 
existing ctnulitions of standards of income, exjienditure and living of the ma.ss 
of the people, it can never be of any practical use as curreiuw to the Indian 
people. The argument, tliat wc in Jmlia, have used the gold mohitr, and the gold 
fmiam in ages past, d»ies m^t apply to the existing conditions. 'I'lic days when 
these gold coins w(M’e used no longer exist. In the days of the gold faiKini. 
there wjis no (piick and cheap means of communication, there was very little 
trade Ijetween the cities and the surrounding rural a.rcas, and most of the 
bargains in the villages were transacted in kind and not in cash. In the days 
of the faiimn, although there was money, and that money of gf>ld and yet tlie 
majority of the ])cople lived under barter economy, and the few who could 
secure tlu* gold nuns invariably used them as a store of value. It was only the 
very few rich [leople living in towns who did make u.se of the gold mohw dr the 
gold fanam as mcflium of exdiauge. Now things are completely changed, and 
under the stress of modern economic forces are changing still faster. People 
even in the remote villages are using money in day to da.y transactions and for 
people in the villages, so far rupee is by far the most convenient unit, both as a 
medium of circulation as well as a money of account. 

That is why, T look upon the recommendations of the Fowler Committee as 
inconsistent. Perhaps if they had recommended the immediate declaration of the 
rupee as a sultsidiary coin tenderable say up to Ks. 100 or Rs. 250, then for all 
higher payments gold could have been attracted. It is tnie that the Fowler 
Committee themselves point out that at some future date the rupee will have 
to be relegated to the position of a subsidiary coin, tenderahle only up to a limited 
amount, but that failed to make arrangement for the intervening time. As a 



APPENDIX 14 . 


109 


first step therefore towards the realisation of their ideal and keeping? full well 
in view Uie peculiar needs of the people, they should have iiiado the rupee a 
truly subsidiary coin tenderable say up to l?s. ‘250 only. 

And the next iuiportaut steps towards the realisatuni of their ideal would 
have been (as actually recomiuendcd by them) (i) to take stej)s for the intro 
iluctiou O'f gold in active circulation and (ii) (this tlu'y omitted to do) to make 
note circulation beyond the limit up to which ru|K*es were kept legal tender, 
convertible in gold only. And to-day if we could do that our .system .so modified 
would be much nearer the ideal than ever luM'ore. Ihit can we lake all thc.si* steps 
now? IVrhaps the majority of thinking Indians, after witnessing the e.illons 
waste of India’s gold res<.)nrees during the war, have come definitely to this 
opinion that whatever the cost, luilia must at once adoj)t gold cuneney in active 
circulation to ensure that the full share of the world’s supply of gold to which 
she can legitimately lay a claim may reach her in safety. Suppose the (Jovern 
ment also decide to do so, then they e;in adopt one of the two following methods : 
(1) They may begin (a) by introducing a gold coin in India, and o|)ening mints to 
its free winage, (h) by declaring not(^s ivinvertible in gold, only keeping notes of 
small denominations, convertible in the token l•n[K'es and that to«» at the option of 
the holder, and then declare the rupee a subsidiary coin, tenderable only up h> 
a limit. (2) Or they can nuxlifv (i) by giving an o})portunity to the ])eople of 
India to exchange their rui>e(!a for gold at a fixed rate, and then allow the fn'e 
mintagi* of gold in India and as in (1) make the pa.per eurrency convertible in 
gold. If they adopt the one, then the public will be put to much inconvenienc«‘ 
and loss as the large mass of rupee circulation will have Ix'come comparatively 
useless except as bullion for securing gold, to meet large internal and external 
transactions. Further the country will .suffer an immediate loss as the Government 
shall have to change that part oi' the cover of pa|x>r currency which is now held 
in silver into gold. All this will cause substantial shrinkage of eurrency in India 
and prices will fall very much below what they are now. This will maU'rially 
injure the agricultural claases. This, of course, will stimulate export of raw' 
materials and thu.s by bringing altout a favourable balance of trade, .attract gold, 
and relieve the situation in the long run. But during the time tluit adjustment 
will 1)6 baking place, this move will have ruined a. largo niimlx'r of individuals 
having a. large number of rupees in their possession. It will have used up all 
the existing gold resources of Government in |)roviding cover for the paper 
(airrency and if an adverse balance were to take place and bring alx)Ut an exchange 
crisis like that of the ye.a.r.s 1907-0H. and 1914. then it will (’au.se a further loss 
to the people and the Governmeut. If they .adopt the se(’ond course, which they 
should on grounds of equity, thou the results would be substantially the same 
as disjcussco .abov(>, with only this difference that in.stead of individuals hearing a 
sub.st.anti.al part oi" the Io.ss, the whole of it would fall on the Government. But 
is it nbsohitclv e.sscntinl that wo must suffer all this lns.s? I think not. ;\s 1 
have discussed above there is much truth iu the statomenl, of Sir .T.amcs Bcghie. 
that India cannot come to adopt Bicardo’s ideal system without passing through 
active circulation of gold inside the country. But if is not ahsolntely essential for 
us to introduce gold iu active circulation immediately. For a long time to (’omc 
for the various reasons that I have discu.ssod above, there can not bo an appre- 
ciable .amount of. gold in active circulation, an amount nart of whic’h could bo 
released at the time of an adverse bal.ance to moot (‘xternal demands. We should, 
therefore, again adopt the Gold Exchange Standard system as we had it before 
the w.a.r, hut not .as a permanent system, as is contemt>lated by the Indian Govern 
ment. but as a prelimin.arv step towards onr ideal. To be sure there should be a 
definite announcement to l.his effec^t. 

That it is possible to I'C.ach the idc.al through the Gold Exchang(‘ Stand.ird 
.system will Ix) ('lear when wo recall to mind the tact th.at we had almost reached 
it during the years of the war had not the Government with callous indifferencx’ 
w.osted India’s accumulated gold resources as they did after the Rejiort of the 
Babington-Smith CommitUu by selling the Kever.se Gonnc.ils. And fnrtlu’r had 
not the GoT^ernment studiously and deliberately sacrificed India’s legitim.ate share 
oi world’s gold to the interests of the London Money Market wIm'U during the 
war years from 1916-17 onwards, the balance of tr.ule became very much favourable 
to India. Then was the supreme opportunity for the Government of India to 
I)ermit the free inflow' of gold into the country. 'to h.avo it minted here, and then 
to declare the notes convertible in gold instead of in token ru|)eos. .and to make the 
rupee itself a subsidiary coin, tenderjihle up to a limibal amount. But as I h.av(‘ 
said above, the interests of the London Money Markc’t came in their way and 
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iill sorts of fk'vicps were iidnptod to ftconoinisp the use of gold for England. What 
did it matter that India sulmred as she did? But this is jiast Juslory and it is 
no use worrying aliout it now. Now we have the present and tlie futiire to take 
tare of. .\fter we. have aiviimulated siifTieienl gold then we should take the fiivL 
move loward.s jiassing from the Gold Exchange Standard to the Gold Standard 
with gold in active circulation in theory, hnt gold in bank reserves in jiraetiee 
and this first sti'j) should Ih> the declaration of paper curromw convertible into 
gold. Of conr.se. (o facilitate the use of small notes, they should be made eon 
verlible in gold or rupees pist at tlie option of the holder. To those who might 
say why slioiibl we not declaiv* the pa|)er currency convertible in gold just now, f 
may be permitled to point out that we can not do so as our ])rpsenl stock of gold 
is not sniriciciit for the lairjiose ; This is dear from the m'l-muits of the t'nrrency 
Department on the 7th September. IJ)2o: 


Notes in circiilatifni 

Reserves in fmlia ; Silver Coin 

Gold t'oin and Tlullion 
Silver Bullion under ( age 
Securities in Tndia... 

in England 


Rs. 

isp,on,5i,:ioo 

Sl,l57,r)1,091 

,72,55!) 

t),!)!),4«,‘.li):l 

57,1I.I4,!)4() 

19,0n.(52.<}00 


If the metallic reserve to cover the total note circulation should lie 50 per 
cent., then the (tuanlity of gold in the reserve should come up to about Rs. 1)4 
( rores worth of gold, 'this means that our present gold resources in the I’aper 
Curremy Reserve fall sliort of the necessary minimum by alxuit Rs. 72 crorcs 
worth of gold. Probably greater part of this deficit could be met by .selling the 
silver (•oiitained in the stock of rupees which was about I?s. 8!) crorcs on the 7lh of 
September, 1925, held in the Paper (.'urremy Re.serve. At the presi-nt ])rice of 
silvt'r (Rs. 75 p(;r 100 tiflas of line silver) it is likely to fetch alxuit tt4'5 crorcs 
w'orth of gold. Even then we shall have a delicit of about 7 cron's wi>rlh of gold. 
However, as a matter of policy, I could not recommend the selling of r(i|iees 
in the Paper Currency Reserve, because even if the ruiiee were redmed to the 
j)o.sition of a subsidiary coin, people in India will surely continue to demand 
rupt'cs in exebange for notes as uell as for other purposes. We .should therefore 
utilisi' tlu'se riqiecs and substitute gold by and by. .\nv smk'i ii attempi to sell 
the hugh stock of rupees as silvm' is sure to depre.ss the price of silver iu the 
market and thus cause an u.nneiessarv loss to the fiidian I' xchcfjm r. 'rhcii 
again the gold in the Gold Standard Reserve should not be ul i Used for this 
jniipo.se, .so long as gohl has not permeated sulliciently iu tlu' active circulation 
and the rupee formally declared a subsidiary coin. So long as the rupee c<»|itinue.s 
to form the chief part <d‘ the Indian Curremy, and unlimited legal tender it would 
be dangerous to spend any part of this gold as at any moment it may be needed 
to sujiporl an adverse balance of trade and tlie resulting demand for reverse 
councils. Therefore the real shortage of our gold resources at present to jirovidc 
the minimum metallic covi-r for the note circulation is 72 crores. and so long as it 
is not ju’ovided we can not take the step of m:d\ing our notc.s convertible in gold. 
We .should, therefore, for the time being, resume the Gold Exchange Standard 
•system as we had it in the pre-w'ar period and be ever watchful for the accumula- 
tion of gold in India in the pajier curremy reserve till we have lu-ought it to the 
level of 50 per cent, of Note Circulation. To secure this end as soon as jio.ssible, 
we should renew ourelTorts towards the jiojudarisation of notes. Whenever there 
is a demand for Council Hills, they shoidd as far as possible be casheil in notes in 
India, and not in rnjiees. .\nd iu deference to the wishes of the |)eo|)le of this 
country, as w'cll as to save the chances of its being invested in foreign si'curitifes 
or employed for other jirmluctive but ea.sily unrealisable [Uirposes, all this gold 
received for such Council Hills should in future be shijtped to India to be kejit 
here in the Paper (hirrency He..;erve. 'I'be arguments generally advanced in 
favour of kei'jiing the Gold Standard Re.serve in England do not ajijily af all to 
this rase, as the object, of this Reserve is to sei ure the convertibility of note 
circulation. However, the gold received for that jiart of the sale of (kaineil 
Drafts, which is done by the Secretary of State for rndia, to meet the Home 
Chargi's. sluiidd not l)e sent to Tndia. And as I have mentioned above for the time 
being there .should be no fresh coinage of ruiioes. and if there is a demand for 
them, it should be met from the .stock in the Pajier Currency Reserve. In these 
two ways, within a rea.sonable time we may lie able to declare our note circulation 
convertible in gold. 
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When we have done tliis, we shuuh] declare the rupee as a subsidiary coin, 
teuderable up to say Its. lOU or its. 2i)0 and begin to send gold iit ai tive eircnlation. 
The coinage of ruiwes should be discouraged as far as possible. 

However, so long as the rupee i.s allowe<l to continue as unlimited legal lender, 
it will be necessary to have a legal rale of exchange lietween the rujjce and the gold 
for facilitating foreign transactions: The experience after the llabingttin-Smith 
Coniinittee has shown that it is next to impo.ssible lo maint.-iin the iinpossiitiy high 
rate of 2.s'. gold to the rupee. In his memorandum submitted Uv the Habinglon 
Smith (’oniinittee (which, however, the tyommittec have not includo*l in the 
evidence submitted before them, and which Mr. Madou has very kimlly sup])lied 
to me) Mr. B. F. Madou of Bombay had pointed tail that all past experience sliowed 
that wars getierally led to the rise of value of silver, and that after the war. silver 
was not likely to Jiiaiutain its high price in terms of gt)ld; and this statement of 

‘cd to it. 

(iilberl 
iclusions 

drawn by the Committee are imi warranted by the Report of these gimtlemen. 
took it for granted that the rise in the price of silver was going to be prolonged, 
with the result that the priee. of silver did fall, and the (loveriimeiit of India 
failed to maintain their legal rate. However, what has heen done, cannot he 
undone and we have now to a<lof)t a new rate. Whal .should it l«‘ ? Whether 
1.S’. 4('/. or l.v. dd. or l.s\ S</. f We had the I.s. 4d. rate hefore the war. and some very 
big authorities, inclmling most (d' the Indian writers on the snlijcct. have heen 
retommending going hack to it. But when we study the tabh* of (juotatiims for 
deimuul drafts in Calcutta, and at the same time recall to onr mind the fact that 
these (jUotKiions have been the result of frc»* play of price l('vcls in t ountric.'; 
having commercial rclation.s vvitli India on tlie pric'c level in India it.sclf. and ntit 
the result of any .serious mani|iul;ition.s on the part of tlic Indian Covernment 
then we feel that jierliaps a higher rate would he better. Fii.st we laitice that (he 
downward movement in exchange that s(‘t in after Kclirnary Ih2t). when it stoo<l 
at 2.S. i)d. brought the exchange down to I.s. iid. in Marth li)22. After (his wc 
again (imi a revival, which has been continuously maintained up to the presimt day. 
and the exchange now st.imls at about I.s. (id. If sidi? by side with this recovery 
in the rate of exchange, we study the conditions of politics, production, trade* anil 
finance in the erstwhile lielligereiit lonntrics of ihe west, we iiolid* a strange* Inil 
parallel nmvement that of gradual rese'ltlemont tee neermal e'eemlitiems in Iheese p.ivls. 
and of the lee-eivery of the rate eif excliange; in Tiielia. The pivseiie e eef 1 his par.illel 
movement is undeniable. What are its imidie alieens ' May it met mean that as 
new eemditiems civateel ley the war will have assumcel a iiieire or le'ss pe'iiminent 
e*haracter their re.snlt eeii Tnelia will ho a new aeljnstment eif lie*r ex|)e)rts and 
impeerts, as well as of her priee level within the cemnlry ? And perhaps let suit all 
these changed factetrs, a higher rate, wouhl he metre natural than the pro war rate*, 
of l.s. 4rf. ? Anel this bee’anse there is net denying etf tw<i facts ; (i) llnit (he* ]trie*e* 
level in India now is certainly higher than in the pre-war year, anel (ii) that in 
spite of a contimietiis elecline in the jietst-hellnm prie'e's in Kurope*an e'itnnlrie*s, the* 
present ])rice levels there are higher than what they were; in (tre-hcllum days anel 
at present .stand miuh higher than the prie*e 1e,*vi*l in Tnelia. In the pre*-war elays 
we had a price level Tnelia. anel we hael some prie’e* levels in all theise e*eiiintrie*s 
with whirl we have trade relatiemship. Similarly their priee leveds mn.sl stjiml 
to aeune re ationship our price level in India at pre'sent. Neew if (he difference 
to-day a.s between enir price level in India and the [iriee levels in those count ru*.s 
with which we have trade relations, be greater to-day (Imn if was in the pre-war 
days, then eertainly it is desirable to have a higher rate than what wc* had in the 
pre-war days. Now taking the index numher of pric'os in India in 11)14, 15(5 ec|nal 
to 100 priee level wc find that the ])riee level in India in 1023* was 133 (on Hu* basis 
of 207 the inejex nnmlx*r of price in India in 1023). Similarly taking (he index 
number of prices in (he Ignited Kingdom in year 1014 (122) as 100 we find (lia( 
price level in the United Kingdom in 1023 was 102. The same is true of the 
United State.s of America and (lanada with their respective Index Numher for 
1923 as 1 53 and 1 04. ( Tables A a nd B.) 

From the alxive discussion it is abundantly clear that Hu* rcl.-itive t)ri(*e levels 
in India and some of the important countries xvith xvhich India has tracle relations 
do Justify us to going in for a higher rate of exchange (han we bad before the war. 
Unless we do that the price level in India is sure to rise in rc'sponse to the higlu*r 
price levels in other countries. And .surely a higher level of prico.s than what we 

* This is the latest figure available. 


his IS supported by very interesting data. But tlu* committee jiaicl no 
They, on the Keport of l’rofes.sors IT. .(k t'arpenler, F.R.S. and tl. 
Cullis, D.S(\, quite unrea.soiiablv, I -sav uiiroasonablv bi*caii.se Hu* cm 
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have now, I for one, could never recommend for a poor country like India where 
the standards of income arc so low. A lower rate of exchange than what we have 
now may benefit the exporting houses in big seaside cities and put in their pockets 
huge sums by encouraging exports of raw materials but so far as the mass of people 
is concerned it would have only raised the prices of their daily newssities of life 
for them. True, the agriculturist who has exportable surplus, is also sure to 
lienefit, but leaving aside a few prosperous tracts in the Punjab, Bengal, Central 
Provinces and Bombay, where the agriculturist is likely to benefit, in other parts^ 
of India the agriculturist is .so bound up with the sahiikor that he is not likely to 
get any benefit out of the ri.se of price of his ])roduee which a low rate of exch^ge 
is likely to bring alxmt. Those who arc in touch with rural areas, and are familiar 
willi (he methods of the village money lender and the zemindar know full well as to 
who l)enpfit.s when the price of , agricultural products rises. (For further informa- 
tion on this point please refer t<i Mr. Darling’s Article on Prosperity and Debt in 
I’unjab, in the rndian .lournal of Economics, Yol. III. Part 2.) 

We see then that it is both desirable and justifiable to have a higher rate of 
exi hange than we had liefore the war not only because it would keep prices low for 
the m{is.ses, but further liecause it would give a better protection in future against 
another rise of ])rice of silver if that event were to take place in the period when 
wf would he |)reparing for declaring our note issue convertible in gold and 
reducing the rupee to the position of a narrof/ate. Incidentally it would also 
reduce the burden of TTome Pharges, and give relief to the various services without 
visible call on the Exchequer. 

Arguing on the above lines one might feel tempted to take the exchange to a 
figure pv(;n higher than where it is now (1.?. (id.). But that Avould mean injustice 
and hardship to a lot of people in this country. 'Prue the importer of fiireign 
articles would benefit, as well as the ])e.ople with fi.xed incomes in their capacity 
as consumers, but our exporters and the producers of raw mateidals who have an 
exportable surplus woubi suiter loss. Here 1 am conscious of that argument that 
whalevcM’ the rate of exchange in the long run the price for a country’s produce 
that would be paid by other countries anxious to have it, is determined by the 
relative cost of |)rodm-tion of the commodities in the two eouutries, and tlierefore 
a change in the rale of exchange one way or the other cannot cause a ])ermanent 
loss. This is true but it is equally true that in the iuteiveniug period while the 
ad justnumt to the new level will be taking place, serious injury will have been done 
to some interests. T am also conscious of the other argument that i f people in other 
countries want our ])roducc they mu.st be prepared to ])ay fiw them. There is 
mui h truth in this, but it presupposes a certain intensity of demand on the part 
of buyers of a countiy's exportable surplus. If this intensity of demand were to 
remain constant then whatever the price other countries would continue to* buy as 
much as before even at higher ])rices, but if it is also capable of a (diange then 
certainly their «lcmand would decrease and the Indian agriculturi.st would suffer a 
permanent loss. During the war when tlie demand of foreign (countries for 
Indian produce was very insi.stent we could with impunity raise the rate, of 
exchange, but things are not cx])ected to take the same coqrse now. In this 
connection we must keep an eye on the slump in production that is now ])resent in 
mo.st of the countries Avhicb buy our goods, before we decide to raise our rate of 
exchange ti' a figure higher than l.s*. M. the prevailing rate. 

L(X)ked at from these points of view the prevailing rate of 1.s‘. fief, seems to 
Ih! suitable, but in future it would mean that one sovereign would be equal to 
Rs. 13 as. 12, instead of being cither equal to Us. 15 or Rs. 10. This parity of 
sovereign to the rupees would prove full of inconvenience. a.nd there is no doubt 
almut the unsuitability of the rate of 1 j?. M. from this point of view. But after 
taking all things into consideration, to me, it appears as the le.sser of the two 
evils either we must suffer all disadvantages of a variation in the rate of 
exchange if we de])art from the. prevailing rate, nr we must put up with the 
inconvenience of making nice calculations. 

But whatever the ratio fixed, when it is done, Covernment should definitely 
undertake to sell council drafts, as well as the reverse councils, without limit 
whenever there is n demand for them at a fixed rate. There should be no uncer- 
tainty and hesitation alwut it. 

Allied to the above is the question, whether the gold in the Gold Standard 
Reserve should l»e kept in India or in England ? I.ooking at this que.stion from 
a purely economic ]ioint of view, and leaving sentiment, as well as other con- 
siderations. for the time being apart, ns well as taking the practice of other 
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independent nations like China, Japan, Germany, Franee, or lielgium into con- 
sideration, I must say that it is desirable to keep a substantial pail of this 
Reserve in Foreign Securities. The funds in this Reserve are needed to supiKirt 
the foreign exchange in the event of an adverse balance, and as \vc do not have 
an adverse balance every year, but very seldom, say once in 12 years, it would 
be wasteful to keep the whole of it in liquid gold. Rut this does not mean that 
the management of this Reserve should be in tlie hands of the Secretary of State, 
and that the whole of it should be invested in the securities of the British 
Government and other public and private bodies of the British Isles. 'Phe 
entire management of the Reserve should be in the hands of the Government of 
India; they should select the securities, and the liquid gold should be kept in 
the country itself. There are people in India who realise the wisdom and the 
desirability <)f keeping their gold reserves in foreign securities, but when they 
see the interests of the country sacrificed, and that in the name of .sound cur- 
rency policy, they cry down the policy itself. And one cannot reasonably blame 
them. 

However, before any of these things is done it is absolutely essential that 
Government should definitely adopt a well-thought-out policy, lie it as T have 
suggested above, or on some different lines, and then pursue it with determina- 
tion. Public in India should know the ultimate aim, and the various steps that 
are proposed to bo taken in the intervening period. This will create confidence 
in the public mind, and then there will be greater chance of the success of the 
scheme. One great curse of the Indian Currency System, so far, has heen its 
dependence upon the will of the Executive, specially the Secretary of State 
and his financial advisers of the London Money Market, and unless this is 
eliminated Indian interests are not likely to receive their due consideration. The 
safety of the money market in London was a laudable object in the days of the 
Great War, when the safety of the Empire was at .stake: and we in India could 
look upon that practice with a feeling of suppressed indignation when India 
was being governed as a mere dependency of the British Isles, but certainly now 
when the declared policy of His Majesty’s Government in India is progressive 
realisation of Swaraj, the subjection of Indian interests, and the sacrifice of 
Indian sentiment, in the matter of currency policy, to the intelrests of London 
Money Market is at least out of tune, if not worse. 

Taiu.f, a. — Nnmhers. 
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AlM'liMDlX 15. 

Statement ol evidence submitted by Mr. Cyan Chand, M.A., Professor of 
Economics, Benares Hindu University, Benares. 

1 . 

Ill view of the necessity of linding sui abiding basis for the reconstruction 
of the Indian Currency System, it will perhaps be helpful to preface this 
Mcnioraudutn by a statement of the requisites of a good currency system in 
order that the suggested remedies of our currency difficulties may be examined 
by rclcrence to the lirst principles. The first requisite of a good currency system 
IS, ol cour^, that it should enjoy the coiilidence of the people. A currency 
system which is not aiiceptable the people for whom it is intended cannot, 
whatever its other merits, work well. 'J’his docs not, however, rule out the |)os- 
sibility of a people being educated in the use of a lietter system than the one to 
which they are accustomed or have pieference for. 'fhe paramount importance 
oi a currency system giving stability of purchasing ])ower, both internal and 
external, is now taken for granted by every student of the subject, and it is also 
turthcr admitted that if the choice lies between having stable internal prices 
and unvairying rale of exchange, the former alternative should be accepted on, 
acTOunt ol its manifest advantages. The need for stability cannot be satisfied 
without making the currency system flexible as far as possible. Economic life of 
every nation is subiect to fluctuations, and should, if it is sound, expand as a 

matter of course for all-round national progress requires a strong material 
basns. This consideration suggests the desirability of introducing an element of 
what is general y called elasticity in every currency system. The word connotes 
wo d.Borent th.ngo to to di«mg«,»h,5 4™ each oih™ 

the seasonal and periodical fluctuations, which have to be provided for The 

increa^d or decreased in 

response to the changes of economic activity and the extent of variations should 
neither be in excess nor fall short of the need for them. The economic pronress 
further r^iiirM that the circulating media of the country should contmuouslv 
increase to make it possible for an economic system to work withou? SiS 
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On account of the growing complexity of economic life, these two objects cannot 
be realised without an intelligent direction of affairs. A plea for a policy of 
laissez faire should have as little weight in currency matters as it has the other 
spheres of social life. No currency system can be made fool-proof or knave- 
proof, and the only adequate safeguard against the ignorant or deliberate |ier- 
version of a currency system is an enlightened public opinion alive to the pro- 
found importance oi excluding the use of all devices, which, wc know from 
experience, eventually react adversely on national life. The maintenance of a 
sound currency system, like that of every other vital activity of social life, means 
an outlay of national resources, which should be economised in every possible 
manner. This can be done by reducing the use of metallic money to the mini- 
mum and extending that of the credit instruments. Tt is in this connection 
necessary to emphasise the distinction between currency and capital. Every 
measure of ewnomy increases the potential supply of capital, and use of less 
expensive or inexpensive media of exchange has the same effect. Hut it is vain 
to expect an increase of capital from the working of a currency .system itself. 
The soundness of the latter is an essential condition for the growth of national 
iiuKime, which is the source of all capital, but all proposals which seek to find 
funds for trade and industry by the reorganisation of our currency system, 
involve inflation in disguise, and should in the national intere.st be denounced. 
A good currency system should make it possible for us to mobilise our liquid 
resources and increase the turnover of our currency; but it should be recogni.sed 
that the problem of increasing our capital resources is distinct from that of pro- 
viding a suitable currency for the country. Scarcity of capital is often mis- 
interpreted as scarcity of currency, and attempts are made to ease the situation 
by multiplying the latter while the real remedy should l)e to increase the former. 
The confusion between currency and capital is responsible for a great deal of 
loose thinking, and has to be avoided. This introductory paragraph may be con- 
cluded by pointing out the obvious necessity of devising a currency system best 
suited to the economic and social structure of the nation. Tt is necessary to 
reconstruct our currency system on a sfmnd basis, but it would be nnwiw to 
ignore the limitations inherent in the very nature of things, or press .sectional 
or narrow standpoints in the consideratioh of the question. Pecuniary calculus 
being essential for exchange economy, it is of very great importance to develop 
the currency system in conformity with the requirements of the economic 
organism. 


TT. 

2. The considerations referred to above may ajipear somewhat academic, 
but it is necessary to put them in the forefront of the discussions of our (mrrency 
[iroblein. Every currency system must have a standard of value. An ideal stan- 
dard, which may be an unvarying unit of value, is conceivable, but is not within 
the domain of jiractical politics. The standard of value must, for a long time to 
come, bo a constant weight of gold or silver. Silver .standard or bimetallism 
being of no practical inifiortance. the possibility of their inti’odnction need not 
be seriously (xmsidered. For us the choice lies between Gold Standard and Gold 
Exchange Standard. The latter system, it is generally assumed, has been dis- 
credited by events, and it would be wrong to re-establish it. But most of the 
arguments generally urged against it are mistaken. The strongest arguments 
used against the system are its inability to maintain a stable rate of exchange, 
and the great rise in the level of the Indian prices during the period that it 
remained in operation. The Exchange Standard that fails to restrict the varia- 
tions of the rate of exchange within very narrow limits ceases to fulfil its essen- 
tial function. But the weakness of exchange in 1907 and then in 1914 was i»)t 
due to the Exchange Standard, but unwillingness on the part of the Government 
of India to accept the liability of managing it to the full. They have never 
accepted the responsibility of converting rupees into gold even for the discharge 
of our international obligations. The Chamberlain Commission and Babington- 
Smith Committee l^th pointed out the necessity of authorising the Government 
of India to sell Eeverse Council Bills without any limit, and if their sale had 
been on the tap ” on the occasions referred to above, the rate of exchange 
would not have fallen below the gold point. The breakdown of the Exchangei 
Standard in September, 1920, is due to causes which it is not necessary to discuss 
here, but the fact that it went out of action under conditions, which would have 
meant a very severe strain for any system, is not a inclusive argument against 
it, A currency system should not merely be a “ fair weather ” scheme, but a 

56696 H 3 
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system vrhich will work successfully in spite of the cataclysm of a world war has 
still t() be discovered. The fact of the matter is that the full implications of the 
ICxcliange Standard were not understood by the Government of India till 1914, 
and since then the w.ar and its aftermath have created circumstances that have 
made it iiiUMJSsible for the authorities to give it a fair trial. The stabilisation of 
the rate of exchange is a dilTicnlt task, but it is not right to (xmdemn the principle 
of the Excbaiigc Standard on account of its unfortunate career in India since 
the outbreak of the war. 

3. The rise of prices in India since 1900 is another serious charge that is 
brought against this system. The rise in itself would not be a matter of special 
significance since it is a world-wide phenomenon, lint it is contended that the 
rise in India is higher than elsewhere, and the fact is due to the working of the 
Indian Currency System. The currency notes and rupees were not convertible 
into gold for internal purposes. The (nirrency history of the world shows that 
the use of iucronvcrtible money invariably leads U) its over-issue. Since 1900 
about 350 crores of rupees have been coiticd and issued by the. Indian mints. 
The active circulation of notes has increased from 22 crores to 166'5 crores and 
tlui ah.sorptif)n of small coin, which, wc are told, ought to be taken into accoimt 
in calculating the effective circulation of currenc.y, has also (!onsiderably in- 
creased. In view of the very great rise of prii-es the conclusion, according to 
this view, seems to be irresistible that the Indian Currency System has led to 
over-issue of currcticy and its depreciation in terms of commodities. This 
charge cannot be sustained with regard to the war jMjriod, as there are very few 
countries in the wmrld where the prices have not risen as high, if not higher, 
than they have in India. But it is inaintaincil that during the pre-war years 
rise of prices in India was much greater than elsewhere, and was directly due 
to the inflation of our inconvertible silver and ru|xui currency. The facts on 
which this conclusion is bast'd may l)e briefly slated. Taking 1890-94 as the base 
the Index Number shows that while prices in India rose to 156 in 1914, the prices 
in the United Kingdom and the United States of .\merica, taking those (wo 
cotintricsas the reprusentatives of thewhole world, ro.se h> 124 and 127 respectively 
during the same |)eriod. Since 1900' the circulation of rupees increased from 
130 to 191 crores and active circidation (d' currency noles from 22 to 50 crores. 
It is difficult to gauge the effect of the increase of bank clearings on prices iin 
India. They cannot have affected the prii'cs anything like the extent to which 
their amount increased during the jierioil in question. Hut the fact that they 
increased from 212 to 615 crores may be admitted to have contributed in some 
measure to the rise of Indian prices in the [ire-war years. The rise of about 

56 per cent., in prices and more than 60 per cent, in the circulation of currency 
points to the existence of some connection between the increase of currency and 
depreciation of money. But the existence of this connection cannot be held as a 
conclusive argument against the Exchange SUmdard from the standpoint of the 
stability of prices. The decennial average of the balatuxi of trade in India in 
1894-95 was about 31 '5 crores. It increased tu 38-9 crores in 1904-6 and to 

57 '.) c'rores in 1914 15. I’art of the balance was liquidated by increase in the 
net import of gold and silver, the decennial average of which was 12 04 crores 
in 1894-95, 13'6 crores in 1904-5, and 3r7 erore^s in 1914-15. The only way in 
which the remaining balance could Iw adju.sted, taking the foreign investments 
as being out of question, was by the increase of domestic, currency. Even if 
India had had what is generally called effective Gold Standard, this incTcase 
could not have been prevente<l, and the fact that this increase took the form of 
gold coins, paper currency, and rupees instead of gold coins and paper currency 
makes no malerinl difference so far as the question of inflation is concerned. 
During the war the countries like the United States of America and Swexlen were 
considerably embarrassed on account of the influx of gold, which was, as is well 
known, due tc the inability of the belligerent countries to pay W their imports 
by exports. There was inflation in these countries, but it was due to causes 
with which the standard of value of countries conoemed had nothing to do. 
In India from 1900 to 1914 the exports increased much faster than the imports, 
and. in spite of heavy imports of the precious metals, there remained a balance 
to be adjusted, which made the increase of currency inevitable. No one has 
blamed Gold Standard in America for the rise of Index Number of pric.es from 
100 in 1913 to 226 in 1920, and the Exchange Standard is as little responsible for 
the increase of the Indian prices in the pre-war years as Gold Standard is for 
that of American prices during the war and post-war years, A creditor country 
must either increase her imports of commodities or of securities and money. 
.India during the pre-war years exported securities instead of importing them, 



APPENDIX 15. 


117 


and as her increase of import of commodities, iududing precious metals, did 
not keep pace with her increase of exports, she had to squai’e up her iutcr- 
uatiouai account by the expansion of her currency. Apart I'roiii the possibility 
of the Indian rupee having been undervalued in 1900, when the rate of 
was adopted as a permanent measure (a fact which the critics ol the Exclmiige 
Standard have not even taken into account) and therefore exjwrts having 
received an artificial stimulus, about which something is said a little later, tliere 
is no connection between the working of the Exchange Standard, such as we luul 
in India before the war, and the rise of pricey during the years in which it was 
being unconsciously evolved as the result of “ a scries of experiments.” 

4. This argument leaves unnoticed the wnteution on which the charge 
mentioned above rests, that the Exchange Standard not being automatic, the 
currency in India could be expanded but not contracted esisily, when tlie changes 
in the trade conditions made the latter course desirable, it is claimed that if 
India had gold currency she in times of slack trade would have exiwrted gold or 
otherwise melted and withdrawn it from circulation, w-hich alternative was not 
open to her on account of the intrinsic value of silver rupees being haver than 
its nominal value. Rupees as it is figuratively put, could easily be pumped in but 
not pumped out. It is a good figure of speech, but obscures the issue a little. 
'Ihe export of gold would have been necessary if the balance of internatioiml 
ai^coimts was against India, but as throughout this period, wdth the exception of 
1907-0H, the value of Indian exports was mudi higher than her imiJorts (even 
nmking allowancxi for her invisible iii 4 K)rts) the question of the contraiction of 
currency on account of the need of heavy payments abroad did not and u)uhl not 
arise. The oidy other way in which gold in circulation could have been with- 
drawn from its use as money was by its incrca.sod consumption in arts and for 
social and religious practices. India, during the period from 1900 to 1914, 
imported gold worth 208 98 crores, most of which went into hoards or was usccl 
for ornaments; and it is idle to suppose that the consumption of gold wouhl have 
increas(Hl if fndia had luid more gold in circulation. The line of argument is 
based on the mistjilcen assumption that the expansion of currency was neiressitated 
by iiuu’oase in demand during tlie busy season and ought to have been contracted 
when that need was over. The real cause of the increase of curremey was, as 
alrciuiy stated, the rising balance of tra<le in India’s favour, which could not 
liquidate in any other way. The Exchange Standard Ixiforc the war did not give 
us stability of prices or provide for temporary expansion of currency, but it 
is wrong to attribul-e this defect to the absence of a larger volume of gold in 
circulation or inconvertibility of ruj)ecs and notes into gold. The departure from 
the reoommendatioius of the Eowler (lommittee, whitii is often spoken of as a 
grave offence of the (lovernment of India, may be taken exception to on the 
gromfd that the latter drifted into a position the full significance of which it 
failed to appreciate on accoujit of the absence of a well defined currency ptdiey; 
but a .stricter adherence to their letter ami spirit would not have givtm us a 
more stable level of prices or relieved the sea.sonal stringency in the Indian 
Money Market. Marshall’s wcdl-knovvii analogy that stable exchaiigi^ is some- 
thing like bringing the railway gauge of the countiy in unison with the main 
line is often quoted in the writings on Indian currency (|nestions, but its full 
bearing on our economic life is generally overhwked. The commercial contact 
of India with the world has since 1900 beixmie much closer than before, and the 
presumption is that the lag of the Indian ])rice level behind the hwel of 
world pricxjs has been made up during the period. 'I'his tVut in itself would 
go a long way to account for the liigher ris(‘ of pricies in India than ehsewhi'n; 
tefore 1914, which is so often laid at the dm)r of the Exchange Standard: hut 
as it is difficult to give juiy statistical evident* in suppa-t of the conclusion, 
it is not given jjrominentx^ in pointing out the erroneous nature of the argiiiiieids 
used against the pre war Exchange Standard in India. 

5. There is one other argument which deseiwes a passing notice in this 
connection. It is held that the (Joveriiment of India in as.snming the role of 
the Exchange Hanker and undertaking ihe responsihility for [)royiding currency 
for the growing volume of business went beyoml tht* limit of iUt legitimate 
funcjtions, and haiJ, therefore, erred grievously in handling the curreiuy problems 
of the oountry. It is not necessary to sit in judgment up)n the (Joveriiment 
of India and assess its responsibility for the creation of the present difiienlt 
position. Some serious mistakes have been aimmitted, and a few of ihem could 
perhaps have been avoided if our currency system had lieen free from bureau- 
cratic control. But it would be wrong to argue against the re-intrmlui’tion of 
the Exchange Standard on the ground that the Government (^cials have already 
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been tried aud fouud wanting in this respect, and cannot be entrusted with the 
duty of managing a ‘ ‘ uuiiiaged ” system of currency. It is possible to safeguard 
against repetition of the errors of the past by providing for a clo^r association 
of banking, business and other interests in the management of the currency 
system. But it is n»)t possible to avoid an intimate contact of the Treasury vyith 
its working. The Tinanus Departments in all countries have been drawn into 
the very centre of the currency ambits of Uieir respective tiountries. That is 
partly due to tlie exigencies of the war linanee, and the need of the speeily 
liquidation of all outstanding issues, which have been bequeathed by it; but it 
is mainly due to the need of regulating the currency system in the interest of 
the community as a whole. E(x>nomie Liberalism is .in outworn creed, and tlie 
demand for ‘‘ automatic ” currency is an attempt at reviving it in a sphere, in 
which organised action, with its many limitations, is of utmost importance. 
The close association of the Uovernmeut with the currency system is inevitable, 
and the fact that the Exchange Standard presupposes the existence of a regu- 
latory auUiority is not, as is often assumed, a strong argument against its 
adoption in any country. 


III. 

0. The pre-war E.xchangc Standard dues not aildrd us any arguments 
against itself. But it does not thereby carry its own recommendation, i'hc one 
thing U) its credit is the iixity of exchange for a period of 20 years, but that 
dues not make it an ideal system of the future. Its must ardent advocate- - 
Mr. J. M. Keyuesr— has ailmitted that a Iixity of exchange when the prices in 
India aud elsewhere are rapidly changing is more an element of weakness than 
of strength. The pre-war system therefoi’c may practically be ignored in the 
consideration of the question of the future. The considerations which have to 
be taken into account in this connection are comparatively simple though they 
carry in them dilliculties of fundamental character. The success of an Exchange 
Standard depends upon, to use tlie happy phrase of Sir Basil Blackett, the 
selection of a rate which is attainable and maintainable. It sums up very well 
the conditions which are essential for the successful working of the Exchange 
Standard. The first condition requires that the rate chosen sliould neither under- 
value nor overvalue the rupee. There should be no disparity between its internal 
and external purchasing power. An error in either direction will not necessarily 
paralyse our trade or make it prosperous, but it will have the tendency to give 
it a turn which it otherwise would not take. The only criterion which can be 
used in tlie dioice of the rate is the comparison of the Index Number of prices 
in India and in other countries, witli which she has got active trade relations. 
Among the latter the most inqiortant are the United Kingdom, British 
Dominions, United States of America, Japan, Erance and tlermany. The cur- 
rencies of all these countries, except Erance, are in a fairly satisfactory con- 
dition. A comparison of the Indian prices, taking 1913 as the base, with the 
prices of these countries shows that tlie value of rupee is not very different from 
the value of their currencies. The price level in Japan is considerably higher 
than the Jndiiui price level, but her trade with India is about 10 per cent, of the 
total international trade of the latter aud may, therefore, be taken as relatively 
unimportant in the choice of the rate of exchange between rupee and gold. It 
would appear that if Index Numbers can be relied upon for this purpose, 
reversion to the pre-vvar rate would not lead us very much astray. The proviso 
regarding the reliability of Index Numbers is, however, important. Price indices 
are constructed by taking the mean of a series of means aud are not an exact 
measure of the general price movements including the cost of services of various 
kinds. It is neces.sary to proceed very warily in basing any conclusion on their 
compari.son, and even the most elaborate calculation, which would require careful 
and complicated examination of the available materials with the use of difficult 
matbcmatiiml devices, will not eliminate an element of arbitrariness in the 
selection of the rate. Whether the selected rate would turn out to be appropriate 
to any given price level, is a matter with regard to which it is not safe even to 
venture a guess. In India the question of the selection of the rate is rendered 
more difficult on account of two other considerations which have to be taken into 
account. 1 f the Exchange Standard is to work in India, the gold value of the 
rupee should lie high enough to keep it a token coin in spite of the upward move- 
ments in the price of silver. The Babington-Sraith Committee, as is well known, 
attached very great importance to the consideration and in recommending 2s. rate 
for the stabilisation of rupee in gold was mainly guided by its forecast of the 
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lilffily changes in the movement of the price of silver. The nioveiuents in the 
price of silver have so far proved very tricky, and though for the present it seems 
to have settled down between to 36</. per oz., its future movements arc a 
matter for speculation, and cannot be predicted with any degree of certainty. 
The margin, however, between the gold price of silver and pre-war rate 
of exchange is not wide enough to set at rest the apprehension regarding the 
possibility of the rupee ceasing to be a token coin. The selc(!tion of the rate 
which will correctly express the rates between the Indian and tlie world prices 
is difficult enough, but to make this rate correspond to the rate which will make 
the gold value of the ru{)ee independent of the movements in the price of silver 
is well-nigh impossible. The changes in the purchasing power of currencies are 
in no way connected with the changes in the price of silver, and the divergence 
of the rate required by the relation of the former from that which will liavc to be 
adopted if the rupee is to remain a token ciirreiujy, may be taken for granted. 
The fact that in our domestic currency the silver rujieu with a high intrinsic value 
occaipies such an important position handicaps us still further in the selection 
of a suitable rate. The other (jonsi deration which is significant in this connection 
is the influence of the balance of trade on the rate of exchange in India. The 
view, which is now generally in favour with the theorists, is that the balance of 
trade, apart from its effect on the temporary fluctuations on the rates of exchange, 
is not an important factor in the determination of the foreign exchanges. There 
is an element of truth in this view, ami in the long run it may be assumed that if 
the other conditions which make for stability of exchanges are present, the balance 
of trade can be left alone to look after itself. But in a country like fndia over 

f jcriods long enough to matter, the influence of trade on foreign exchange cannot 
)e left out of account. The Indian economic life is very precarious on account 
of its extreme dependence on the adequacy and seasonableness of the rainfall, 
and her ability to hold her own in the world markets is determined by the annual 
production of raw materials which constitute the bulk of her exp«)rts. In spite 
of a steady price level and low exchange a condition which is generally .snp{)osod 
favr)urable for her exports — India may suffar from a sudden contraction of her 
purchasing jiower on account of the failure of the monsoon, and that fact more 
than anything else may set up such a severe drain on her means of meeting her 
liabilities abroad as to defy all calculations of the purchasing- power-parity 
theorists. This adverse contingeiujy occurs at least once in ten years but two 
or three years of successive droughts have not l)een unknown. But Ijesides the 
variations in her own annual output of exportable gfMids, changes in the economic 
life of her customers have also to be nnikoned with. Our recent experience in 
this respect is somewhat abnormal on account of the upset of economic conditions 
throughout the world in 1920, but with the restoration of normal conditions the 
cyclical fluctuations of trade will remain, and if unfavourahh! trade conditions 
elsewhere synchronise with a bad agricultural year in India, the strain on the 
resources, on which we mu.st mainly rely for attaining the selected raU^ 
of exchange, may prove unbearable. India bas had four years of good monsoon 
and the world has been plodding upwards on the painful path of economic 
recovery. 'I’herc is room for qualified optimism, but it is not reasonable to think 
that no mishap will occur within two t»r three years t»t endanger the siu'cess of 
our enterprise, if we now set ourselves to the task of exchange stabili.sation. We 
need not anticipate the recurrence of the condition of 1920 when our favourable 
balance of 49 76 crorcs in 1919-20 was changed into an unfavourable balance of 
88-39 crores in the course of a few months, but we will be had students of our trade 
history if, having selected a rate suggested by any accepted formula, we take it 
for granted that the balance of our international account will not matter. But 
it may be contended tW every period of transition has its risks, and even allow 
ing for a moderate error in the selection of the rate, we may be able to tide ovei- 
it if we have a substantial reserve of gold or its equivalent at hand, and the fori;cs 
O'f nature and economic life do not censpire together to frustrate the attempt. 
Once the system has been set going for a number of years, it will be established on 
a self-regulating basis, and it will not le nece.ssary to watch its working with 
anxious care. But it is now accepted that for stability of exchanges stability of 
prices is an essential pre-requisite. Flux referring to the delusion that official 
decree can fix the rates of exchange compares the notion to an attempt to prevent 
the temperature of a room from altering by preventing changes in the thermometer 
which indicates it. The Genoa Conference, in whose deliberations the Exchange 
Standard was so much in prominence, postulated the stability of the value of gold 
as an e s s e n tia l condition for the success of their proposals. In Resolution 11 
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they said that “ currency will be reguliited not only with a view to maintainmg 
the currencies at a par with one another, but also with a view to preventing undue 
fluctuations in the purchasing power of gold.” They were of opinion that the 
Central iianks of Europe would have to act in close concert with one another in 
order to stabilise the prices and regulate their credit policy not with reference to 
their gold reserves, but to the changes in the price levels of the countries con- 
cerned. The proposal has remained a pious wish, and there are no signs on the 
international horizon of its being implemented in the currency policies of the 
leading countries of the world in the visible future. Their fruitless deliberations 
have, however, emphasised the importance oi the stability ot prices for the work- 
ing of the Exchange Standard. To maintain a rate of exchange, which may once 
be attained, it is essential that prices inside the country and outside it should not 
differ by more than relatively small amounts which, to quote Gregory, produce 
self-regulatory effects. During the war India was called upon to make a very 
heavy sacrifice on ac'count of the pegging of sterling-rupee exchange. She wan 
practically forced to raise her prices and inflate her currency as a measure of war 
service. The sterling-dollar exchange was i)eggcd, but the way it was done was 
different from the way that sterling-rui)cc cxihange was fieggcd. In order to 
prevent the fluclnations in the sterling-dollar exchange, England had to export 
gold, commandeer securities, control imports, and float loans in America. She 
found herself under the necessity of taking initiative in the matter, as otherwise 
she would not have been able to imj)ort war necessaries or maintain the exchange 
value of sterling— a desideratum wliich tecame very important in view of the pre- 
vailing lielief that the fixity of exchange was essential for the internal financial 
soundness of a country. Messrs. Morgan and Co. were placed with funds to buy 
all foreign bills drawn on London at a fixed price. In India the Exchange Stand- 
ard made it unnecessary for England to take any steps for the pegging of ster- 
ling-nijxje exchange, 'fhat made it possible to force India to receive payment in 
the form of external credit against which the Government currency notes were 
issued. The process was much simpler, but not in the interest of India on that 
account. The rise of prices in India was, as Mr. Lucas pointed out in the evidence 
before the Currency Committee of 1919, due to the fact that the rupee-standard 
of value in India was mechanically linked to the .sterling by the ^legging of rupee- 
sterling exchange. Dejiradation of the monetary unit was one of the most onerous 
services which India had to render during the war. and without saying anything 
almut the equity or otherwise of requiring her to make this contribution, it is 
necessary to point out that this experience reinforces the argument in favour of 
the stability of prices as an essential condition of the .stability of exchanges. 

7. India is not i n a position to prevent variations in the purchasing power of 
her currency. Ot the two schemes that are in the field, assuming for the sake of 
the argument their soundness, neither one nor the other can be made effective in 
India. The bank-rate of the Imperial Bank has praetieally no effect on Indian 
prices and a wise discount policy cannot, therefore, be of any use for the purpose. 
According to Dr. Fisher’s plan rupees will have to be exchanged for varying 
(piantitics of gold bullion. That besides entailing frequent fluctuations in the 
rates of exchange, which will defeat the essential purpose of the Exchange 
Standard, will not produce the desired effect on Indian prices. But even if the 
changes in the price level of India were to cease it will not be possible 
to eomitcract the disturbing effect of changes in tlie world prices. England has, 
by returning to Gola Standard, shelved all proposals for manipulating the 
currency for preventing the changes of pric(!-level. The Federal lleserve Board 
has disavowed the intention attributed to it of bottling up gold for reducing the 
price movements, and is not likely to pursue any policy of price stabilization. 
Other countries arc anxious, as Professor Pigou has pointed out, to find the firm 
ground that they have left behind rather than seek to realise some new Utopia, 
Gold may he a barbarous relic, but the people would rather trust it with all its 
vagaries than the Governments which, they think, have betrayed them woefully 
so very recciitly. This prejudice is regrettable, but it does exist and makes the 
chances ol having a world level of prices, which will vary only within narrow 
limits so very remote as to make us despair of the Exchange Standard, if the ratio 
on which it rests cannot be maintained without stable prices on either side It 
may. of course, be urgeil that sudden and violent changes in the price-levels will 
soon be a thing of the past. Changes in prices will occur, but the corrective 
proccM implicit in the Exchange Standard will be adequate to meet the situation 
that they may give rise to. It is very diflicult to foretell the future but phrases 
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like “the world being on the edge of a volcam>” and “rujnbling of the times” have 
^’quircd currency and indicate the presence of a general feeling that the worst 
is not yet over. It is desirable to hope that all will go well with the world and 
disruptive forces will te effectively hold in check by the good tliat then; is iii men; 
but it is also possible that events may take their own course and ra])idly produce- 
stresses at least comparable to the miijor stress of war itself. It is not safe to 
count u{)on the inci'casiiig stability of currencies when there is so much instability 
in the worhl. 


IV 

8. It is not fair to expect greater stability of prices from lixchange Standard 
than from Gold Standard, but a reasonable stability of prices is more essential for 
the former than for the latter, it is uiwler thi!se circumstances advisable that 
India should endeavour to have Gold iStandard. For Gold Standard the identity 
of circulating medium and the standard unit of value is not essential, or, in other 
words, it is possible to have Gold Standard without gold lurrency. But it is 
essential to realise three conditions before Gold Standard can be said to be 
established. The most important condition, of course, is that the value of the 
currency should be kept at par with gold. The next in importance is the redemp- 
tion of rupees and notes in gold. Then comes the niiciissity of iiaving certain gold 
reserves as covering for the currency in circulation. lA‘aving the cardinal ques- 
tion of the rate at which the parity between rupees and gold should be established 
out of account just for a while, the prospect of fullilment of other conditions may 
Ixi considered. 'J'he average active note circulation in 11)24 25 was 100 ‘Jl crores, 
and, accurdiug to Mr. Findlay Shirras, the circulation of rupees amounted to 
228 crores in 1011). Since 1010 about 34 5 crores of rupees appear to have been 
withdrawn from circulation. The total circulation of rupees and notes may very 
r*.tughly be t-aken as 35(i-5 crores. Sir David Barbour once said that a stock of 
gold equal to one-fifth of the total quantity of ruj)ees and notes in circulation will 
(io to maintain the Gobi Standaro. We have at present 22 32 itrores of gold, 
20 crores of short-dated sterling .securities in Paper (hirrency Reserve and about 
60 crores of sterling securities in Gold Standard Reserve. I'liat gives us, if the 
securities are sold, alKmt 100 crores of gold. There are, hesicles, 70 crores of 
rupees in the Pa})er Currency Reserve, which can bi* converted into gold in two 
or three years. We can in this way arx-umulate about 50 per cent, of gold as a 
cover for the combined circulation of rupees and notes, it is a very good pro- 
jX)rtion, and it should, in a normal year, when India has its usual favourable 
balance of trade, be possible for the Government of India to assume the liability 
for the redemption of rupees and notes into gold at a selected rate of exchange. 
The Government of India has since 1893 refused to accept the obligation to find 
gold in exchange for rupees and notes, for it was afraid of bringing thereby an 
amount of demand into existence which it nught not be in a imsition to satisfy. 
Since 1835, 647‘56 crores of rupees have been coined and issued from the Indian 
mints, and more than two-thirds of this huge amount have gone out of circulation. 
What has ham)ened to them is not known, but supposing even half of them aie 
in hoards, and can lie presented for conversion into gold, the Government of India 
will find itself in a very embarrassing position. This apprehensitm is based on 
the assumption that the Indians prefer gold to rupees and will avail themselves of 
the opportunity of exchanging the latter for the former as .s(X)n as t he Government 
undertakes the liability to give gold for rui)ees. The demand for gold can arise 
either for hoarding or for currency purposes. The introduction of gold currency 
will not affect the people’s demand for hoarding. We arc now im])orting an 
enormous quantity of gold every year and may be expected to do so in the future, 
no matter whatever the system oi our currency. People who ])n‘fer to hold their 
hoards in silver rupees will not change them into gold unle.ss the ollicial rate is 
more favourable that the market rate. They can get all the gold that th(‘y desire, 
and convertibility will not make them more keen to do so. India’s demand for 
gold as atrrency is bound to be limited for years to come. 1'he currency most 
generally suitable for our internal needs must consist of rupees and notes. Even 
if the introduction of Gold Standard leads to increa.sed demand for gold currency, 
the facts of economic life will make themselves felt sf)on after, and gold will 
return from circulation. The drain that may arise at the initial stages of the 
establishment of Gold Standard can very well’be met from the large stock of gold 
that can be made available by the conversion of rupees and securities in the Paper 
Currency and Gold Standard Reserves into gold. The Chamlierlain Commission 
took sp^ial pains to point out how in 1900 the Government of India, in spite of 
its earnest efforts to increase the circulation of gold in India, found itself under 
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the necessity ot‘ resuming fresh coinage of rupees, because most of the gold coins 
soon made their wav bjick into Government’s hands, and came to the conclusion 
that India neither demanded nor required gold for purposes of circulation. The 
fact that India is not likely to require gold for circu ation under any circum- 
stam^s is not an argument against nut for the establi.shmeut of Gold Standard. 
It will make it possible for us to economise the use of gold to a very large extent, 
realise the objec t to which the Chaml)crlain Commission rightly attached very 
great imj)ortfUH’P, vi/., the centralisation of gold reserves, and simplify the 
exchange problem very largely. One of the reasons which has stood in the way of 
the introduction of Gold Standard in India is the dread of the Loudon Monev 
Market that the measure wouhl involve a draft on the world’s supply of gold, 
which will cau.se .serious inconvcnieiuie to the monetary systems of other countries 
Apart from the cthi(^s of the question which reouircs that India as a creditor 
country .should not surrender her unquestioned rignt to take at discretion as much 
golfl SIS she may desire in payment of her trade balance, it is necessary to point out 
that this fear is imaginary. India wil w-quire a large quantity of gold for hoard- 
ing under any currency .system, and so long as the world requires the raw materials 
which India can supply, it will not be possible to withhold from her the share of 
gold to which she is entitled, if she chooses to take payment for her commodities 
in that form. Since 1919 the ab.scnce of Gold Standard has not prevented her from 
importing gold h> tlie value of 1(10 crores, which is more than the annual output 
of gold in the world. It is bad for India to utilise her economic resources in this 
unproductive manner, hut she i-annot be saved from the consequences of her own 
folly, by the efforts of any outside agency, much less of tho.se who have an interest 
iri preventing the inflow of gold into India. ’Ihe currency demand for gold in 
India will not be very large even under the Gold Standard and need not cause 
any uneasiness to those who are anxious to coiLserve the world's .supply of gold or 
to the Government of India iii assuming the liability of giving gold in exchange 
for rupees and notes. The transiti(m from l,he present system to Gold Standard 
requires the exercise of caution and forethought, hut it can be made without any 
undue striin [irovidcd a suitable rate of exchange can be .sehvted as a basis for 
the future. 

9. The solution of tlie problem, therefore, turns oti the selection of the rate 
at which purchasing power of currency is to be maiutaiueil at parity with that of 
gold. 'I’he (lilliculties of selecting a good rate have already l)een briefly referred to, 
but in vicAV of the great interest which is being taken in the question it is worth 
while to e.xumine it a little more fully. The pre-war rate of 1*'. 4</. has been 
iusisteutly deiiuinded by one section of tbe public, which, liowover, claims to speak 
on behalf of the whole community. It is said that stabilisation of the rupee at u 
rate higher than Iflrf. will be au act of fraud and practically amount to debasement 
of the rupee. It is not necessary to examine this contention in detail, for ac:COrding 
to it the gold value of the rupcic will have to be kept fixed, whatever may be the 
eliunges in the gold value of silver or the relation of internal and external 
punlinsiug power of tlie rupee -a state of things which may give us u fixity in 
the gold value of our currency, but will upset the whole equilibrium of economic 
life, and produce violent oscillations in tlie working of the forces on the inter-play 
of which real stability must depend. But in view of the inqiortaiice attached to it, 
it will he useful to refer very briefly to its history in order to sec how it worked 
its way to its pre-war position and whether we are bound to revert to it. The 
history of exchange prior to 1S73 is not of any practical importance from this 
standpoint. During the jieriod from 1 873 to 1893 in the proposals put forward for 
eseajung from the ineonvenienees of falling exchange, a number of rates varying 
from 18rf. to 24rf. were suggested, aud in 1892 the Government of India wanted to 
take power to declare gold sovereign legal tender at a rate not less than Rs. 131 
per sovereign, which would have prevented the cxchan^ from rising above 1«, m. 
But the Hersi’hell Committee wanted to set a limit to the rise in the exchange value 
of the rupee, and ])rovidcd for the issue of rupees at the mints in exchange for 
gold at the rate of l.v. 4</. per rupee, though they made it quite clear in paragraph 
151 of their Report that it was not essential to their plan that the rates would 
never be fixed above Is. 4r^. and recommended that the Indian Government, with 
the sanction of the Secretary of State, lie authorised to raise the ratio if the 
circumstances arose rendering it proper or necessary to take that step. Sir David 
Barbour in his speech introducing the legislation for carrying out their 
recommendation laid stress on the provisional nature of the ratio, aud intimated 
that a permanent rate of exchange would bo provided for by future legislation 
and in the light of future experience. The first time that the Is. id. rate b^me 
a practical issue in the history of the Indian exchange, no one seemed to attach 
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au} special importauce to it, and the qucstiuu was left open on account of inadvisa- 
bility ot hxiug it permanently. liie h'uwlcr Uommutee was divided ever the 
question of the sterling rate i'or the rupee, but the majority ul' the members were of 
opinion that the experience of the preceding (i years justihed the adoption of ls.4d. 
ratio, h'or this recommendation they gave tbree or lour reasons. One was that 
for ten months prior to the submission of their Keport this rate had been main- 
tained. It was stated that though the limit of Is. 4:d. for the rupee was dcHlared 
to be merely provisional, it had been regarded generally as a permanent rate at 
which the Indian monetary standard was to bo transterred iroiii a silver to a 
gold basis. They further assumed' that Is. Td. being the rate “ of the present 
(lay " the prices in India had adjusted themselves to it, and the adoption of a 
dillereut rate would cause a distinct and, in their opinion, mischievous dis- 
turbance to trade and business. The Secretary of State accepted the view of 
the majority “ in the light of the experience ol the last Id months.” That was 
on the 25th July, 1899. The Is. \d. rate was thus given a place ol' honour in 
our currency system — a place to which, we are told, it should be restored, in 
spite of the explicit statement of the ilerschell Committee and the Tinance 
Member regarding the tentative character of the ratio, the majority convinced 
itself that any departure from it would almost amount to a breach of faith. 
From 1897 to 1899 the index number of price-level in India fell from 113 to 
96 to rise again a year later to 116, and still the as.sumption that the Indian price- 
level had adjusted itself to tbeir favoured rate was supposeil to be warranted 
by facts. During the same years the price-level in Great Britain, which also 
should have been taken into account in considering the question of adjustment, 
varied from 62 to 75 according to the Saurbeck Index Number. In paiagraph 66 
of their lieport, while referring to the proposals to fix the rate from Ls. l\d. to 
Is. 6</., they pointed out that all of them were arbitrary and would involve a 
dislocation “of the existing rale between rupee prices and sterling prices.’’ 
Of all the possible rates only the rate reconunended by them was to be taken as 
expressing the real rate of exchange betwcHin Indian and world prices, and it 
had, besides other advantages, the merit of being “ the rate of the present day.” 
The rate which lias acquired such an important for some of us, that they 
cannot wait even for the award of the Currency Commission for its re-intro- 
duction, was made the basis of our currenev for sudi reasons. It is risky to 
moke much of the purchasing-power-parity formula, but if it is of any utility, 
it appears that the rupee was overrated in 1900 and its external purchasing 
power remained higher than its internal purchasing |X)wer till 1924-25 with 
the exception of two or three years. This fact should have, on theoi’etical 

g rounds, stimulated inerts and discouraged exports. But this, as we know, 
as not taken place. It may be incidentally mentioned that if the rupee had 
been underrated in 1900, the Exchange Standard could have been, according to 
this theory, rightly held responsible for the expansion of our currency in the 
succeeding years. But these assumptions are so very hypothetical that it is 
not worth while to press the point in either direction. It may be contended 
that even if the rate was not chosen with sullicient care, the fact that it remained 
operative for about two decades is a very strong argument in its favour. This 
argument would be valid but for the fact that the rate ceased to be operative 
about 10 years ago, and during the interval the world war has made all the 
difference. Revaluation of all values — including the value of Indian currency— 
has become neceasary, and it would show an irrational attachnn'iit to the past 
to insist on the adoption of this ratio merely l)ccause it was our rate- in 1914. 
A great deal of nonsense is talked about thcj gross inequity of the proposals to 
raise tlie rate of exchange above Is. 4(/. to the debtors, poor consumers and the 
tax-payers, be(‘auao the rupee, being a tokmi coin like the .shilling, ought to 
have a constant value in terms of gold. The outstanding contracts which were 
entered into 10 years ago cannot be very many, and the injustice, if any, to the 
parties concerned is due to the rise of prices and not the rise of the rate of 
exchange; and the right method of redressing it is not to restore the pre-war 
rate of exchange, but the pre-war level of prices, an alternative which would l)e 
leas acceptable to those whose main reason for asking for the !.<>■. rate is to 
get easier ac!(x>mmodations from the banks by the immediate expansion oi 
currency. The rupee is not a token coin like tne shilling, but an inconvertibie 
currency note printed on silver. It is money of account, and the debtors and 
creditors have a square deal, if they make and receive payment in it. The 
conditimis have radically changed .since 1914, and a large number of persons 
have undeservedly suffered or been benefited by the process. But it is not possible 
to straighten out things by fixing the rate of exchange or even the prices at a 
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particular level. The sullcriiig has already been gone through and unmerited 
l)euelits derived, and it is not necessary for the currency reformer to increase his 
ditliculties by hiking uixm liirnself the task of dealing out justice with an even 
hand to all who have l)cen affected by the monetary changes. The question of the 
rate of exchange should be considered in the light of present circumstances, and 
the only factors w liich need be taken into a{;eount are' those which have a bearing 
on the existing sil nation and it.s future ilevelopinents. 

K/. The question of the rate of exchange on exports and imports may here 
be coiisidered. This is a vexed question in the real sense of the word, .it has 
Licimi a source m acute controversy since 189:3. The Herschell Committee heard a 
lot of evidence ou tlie question but came to the conclusion that the view that low 
exchange was good for exports was based ou some trains of a priori reasonii^s, 
and was not boi'ue out by the examination of the statistics of the years during 
which the exchange liad been falling. The i'owler Committee also devoted a 
great deal of attention to the considcrutiou of the question and though it had 
nothing to say about it in its Iteport, it definitely recorded its opinion that it was 
not by such an expedient as the writing down of the rupee in sterling that a 
permanent stimulus could be given to priaiuction. The Chamberlain Commission 
was more concerned with showing how the Government of India had muddled 
through with admirable results than discussing tlic question of the effect of rate 
of exchange on our economic life, and, therefore, maintained silence on this 
iiucstion. The Babington-Smith Committee was confronted with the issue again, 
and one of the reasons why it reconuneuded 2<>‘. rate in gold was its belief tliat 
the volume of Indian ex^xirts would nut fall off ou account of insistent demand 
of the world for the supply of raw materials and foodstuffs and tlie Jiigh level of 
prices in most of the countries with which India had trade relations. It was of 
opinion that in discussing the question of the future of Indian trade exchange 
was only one and not necessarily thti most imixirtant factor of which account had 
In be taken. The events, which followed the attempt to give effect to its recom- 
mendations, showed how mistaken it was in its anticipation, but the}' showed more 
conclusively the effect of this trade ou exchange rather than that of exchange on 
trade. In spite of the weighty character of opinion against tlie view that any 
country cun derive any permanent gain from the depreciation of its currency, it is 
still held that the adoption of any rate of exchange higher than !.>•. 4</. will be a tax 
ou the Indian anti a Iwuuty to the foreign producers. The reason which ac.counts 
for tJie vitality of this discredited opinion is very simple. The changes in the 
rate of exchange affect different cla.s.ses differently. Some gain while others lose, 
ami those that suffer can, by a process of reasoning which self-interest easily 
stimulates, readily postulate the identity of their sectional and the national 
interests, and raise the alarm that exchange is ruining trade and industry. It 
is not its partial truth which has given to it such a long lease of life, but the 
possibility of its lieing pres-sed into service by those who liiul or fancy that 
exchange is going against them. Jn 1803 it was the tea and colton industries 
which were against any action being taken for arresting the further decline of 
tlie rate of exchange, and considered that their industries would be crippled, if 
not killed, by the rise in exchange. In 1898 again the proposals were put forward 
by the interests concerned to throw the mints open again to the free coinage of 
silver, who advocated this polii'y in the interests of the nation as a whole. Now 
it is once more the cotton industry which is threatened with extinction unless the 
l.v. 4'/. rate is restored to its pie-war position, and attributes its present condition 
to the exchange {lolicy of the Government of India. The rise of the rate of 
exchange from l.s. 4rf. to l.v. (id. is considered almost a national calamity, and the 
small cultivators, piuir debtors and voiceless millions have had their cause valiantly 
osiwused by those who are interested in the further expansion of our currency. 
It is natural for the interests ODneerned to convince themvselves that their gain 
is also the gain of the nation, but it would be a misfortune if their claim to 
represent the interest of the latter is not taken for what it is worth. The wails 
of the cotton industry call for sympathy and even a great deal of charity, but 
should not be allowed to influence our judgment in the slightest degree regarding 
the right exchange policy of the future. The advocates of tlie low exchange are 
virtually putting in a demand for inflation in a disguised form, and though India 
is not the only country where the dcKitrine of the issue of more imrrency as the 
specific for numerous economic ills has been preadied, we know that the countries, 
which have followed the line of least resistance and accepted it as their working 
faith, have not thereby made the task of their economic recovery easier on that 
account. That, in the trade of the country, exchange is only one and not the 
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most important factor is a fact wliicli can Ih; hotter illustrated by a brief exainiiia- 
tion of tne trmle statistics in India since 1873 the year since which the cxchaii'je 
Iwgan to loom so large in our currency discussions’ The trade ligurcs till ishh 
need not be analysed as the Ihirscheil Conmiission has in paragra])h 27 of its 
lieport dealt with tJiem in detail ami sliown how inconsiderable was tlu' elTcct of 
the falling c-xchange both on imports and export*!. Since 181)3 the exchatige 
history of India falls into four well-marked periods. The exchange fell from 
1893 to 1890. It lx;gan to rise in tlnat year till it stcKal at about 1.x. 4rf. in 1898, 
and remained stationary till 1917. From 1917 to Septeunber, 1920, tlie rate rose 
once more on ae(rount of the unexpeete<i rist? in the value of silver and the ill- 
conceived (exchange policy of the Governimmt. of India and 1ms since then been 
fluctuating on account of the changes in the trade demands; bnl during the last 
two years the rate has, as it is well known, been moving upwards. The 
rupee has risen during the last 22 months in sterling, and risen still higher 
in gold on account of the attainment of parity of sterling with gt)ld. The gold 
value of the rupee has during this pcricwl risen by more than 20 per cent, a 
change which should have paralysed exj)ort trade and inundated tbe country with 
im{)orts if exchange has all the ])otcncy w^hich is attributed to it in popular 
discussions. The table giving the Index Numbers of ex])orts and imports, sini-c 
1873 with the average of 1865-0 to 1874-5 as base, the actual rates of exchange and 
what is now called the parity rates with its attached graph, forms the aiinexurc 
to this Memorandum From 1893 to 1890 during the fall of the actual rate by 
5 per cent, and the parity rate by 14 per cent, exports increased by 8 i)er cent, while 
imports increased by 5 per cent. From 1879 to 1917 the actual r:ite. was fairly 
steady and parity rate rose by 60‘4 per cent, but the exports rose by 130 |)er cent, 
and imports by 98 per cent. From 1917 to 1920 the actual rate iiuTcased by 20 per 
cent., and the j)arity rate remained constant, and the exjiorts and imports increased 
by 34 and 47 })er cent, respectively. During the period from 1921 to 1925 the 
actual rate rose by about 20 per cent., parity rate fell by 7 per cent., cxfvirts 
increased by about 43 per cent, and imports dwreased by alnnit 17‘5 per cent. 
During tbe year 1924-5, in spite of an appreciable ris(‘ in tbe actual rate of 
exchange the exports increased from 348 to 384 erores, and established a new 
reixird, while the imports increased only form 217 to 243 erores. Almn.st all the 
prineijial articles of exports, raw”^ cotton’ Jute, raw and manufactured, rice, wheat, 
oil .seeds and tea .snowed (onsiderahlo iiu'rease. The only excejition was 
manufactured cotton, the export of which fell from 13 erores in 1922 3 to It erores 
in 1924-5- a decrease of 10 per cent., hut when wc remember that the eximrt of 
inanufaetured cotton is only 3 per cent, of our total exports, we will he dis])osc«l 
to retain a right scn.se of proportion in our appreciation of the present position 
'I'hese figures have not lieen quoted with a view to arrive at any positive eonehision. 
but they point to the comparative unimportance of the fate of exchange in 
determining the volume and value of our exports and iin|)iirts. 'Die parity rate 
is the quotient of the Index Nnmliers of India, and the United Kingdom and is 
not expected to yield any conelusion, except that even if it is the true normal rate, 
there is no direct relation Ix^twecn the variations of the rate of I'xehango and tho.se 
of the exports and imports. This hoary old fallacy, to use the familiar words, 
has lieim revived in India at a time when the latest statistics ])erhaps affords its 
most striking refutation. The future of the Indian exchange has already become 
a controversial issue. 'Phe feelings that. ha,ve been stirred up about it have created 
mnfusion in the public mind, but it is important to rememlier that what is called 
the popular view of the matter is neither supported by the history of the question 
nor by the figures of exports or imports. In matters relating to currency and 
exchange, the fact that a view can be called popular is generally a very good rea.son 
W presuming that it is entirely mistaken. The view disimssed here raises this 
pre.siimption against itself. 

11. The arguments set forth in the foregoing paragraph only lead to a 
negative conclusion, and that is that there is no necessity nr nhligatioii for adopting 
the 1.x. 4rf. ratio as the basis of our curroney system. But they leave tlie question 
of the selection of the rate still unsolved. It has already lieen jxiinted out that the 
purchasing-^ower-parity formula is not quite reliable, and in the .selection of the 
sterling rate of the rupee, the value of silver and the changes in tlie balance of 
trade have also to be taken into account. The ideal rate of exchange betwei^^ii the 
currencies of two countries should Iw such as, to adopt the word used by llicardo 
in his famous theorem regarding the distribution of precious metals, to accommo- 
date itself to the natural traffic which would take place if the currencies were not 
in use and the trade between the countries was purely a trade of barter. In other 
words the selected rate of exchange should not have any disturbing effect on the 
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working of what is called the principle of comparative costs, which governs the 
currents of international trade. It should not stimulate the export or import of 
any commodity, which otherwise would not have been exported or imported, or in 
any way modify the terms at which the exports and imports would exchange with 
each other. This is the real importance of the purchasing-power-parity theo^. 
It does not give us any formula which can be mechanically applied for the adoption 
of the exchange ratio. It restates Ricardo’s theorem, and emphasizes the necessity 
of not disturbing the internal economic equilibria of the countries concerned by the 
adoption of a wrong rate of exchange between their currencies. The selection of 
this rate must l)e a difficult Uisk even when things have settled down, but in the 
present unsettled condition of the world it is impossible not to commit a serious 
mi .stake in the selection of the rate. The Finance Member, after having very ably 
argued against the premature stabilization of the rupee on several occasions, seems 
to have veered round to the view that now the circumstances are favourable for 
fixing the »'xt,hajige value of the rnj)ee. The introduction of the Dawes plan, the 
restoration of (jold Standard in the United Kingdom and the prospect of 
Germany’s entry into the I^cague of Nations on a footing of equality have improved 
the situation wltliin certain limit.s, but it would show an excess of our optimism if 
we were to assume that normal conditions have, thereby, been already established, 
or are within sight. The prices are not the only factor to be considered in this 
connection, though oven they have b(5en rising in almost all countries since the 
beginning of 11)24, and the argument of India not being tied down to the chariot 
wheels of any country still holds good. There arc other factors upon which the 
barometer of business generally depends that must be taken into account, and with 
regard to which it is idle to contend that a state of normal equilibrium has been 
e.stabli.shed. Things iire still in a state of flux. It is difficult to say what the gold 
value of the ru|:)ee .should be. Any rate that may be chosen is bound to be a rbitrary. 
There are no (criteria which we can go by in our choice. Our last ex})erience is a 
wai'ning aga in.st pre.suming too much. Since Septernber 1924, the rate of exchange 
has been about l .s\ but apart from the fact that it has been maintained at that 
level by the sterling purchases of the Government, it would be a mistake to fix the 
gold value of tlie rupee at a ratio “ of the present day ” or “ in the light of the 
experience of the last 1 8 months.” Sir James Wilson is of opinion that the present 
liigli gold value of the rupee is due to a general fall in the commodity value of gold, 
and exceptionally good harvests in India; and as he anticipates a rise in the 
commodity value of gold on account of the increase in the world’s demand for it, 
and almost a certainty of comparatively poorer harvests, he suggests that the gold 
.sovendgn be declared legal tender at 14 Rs. or the par rate of excluinge should lie 
17' I4rf. It would lie possible k) support the proposal for any other lower ratio with 
similar arguments. It must lie admitted that we neither po.ssess knowledge nor 
experience to choose the suitable rate and since the choice is so very difficult, it is 
liesf to desist fn)m making a wrong and possibly a rash one. The lK*st way to 
reali.se the real stability for some time to come is, to use Sir Basil Blackett’s 
excellent paradox, not iixity but mobility of exchange. Nothing will be lost by 
waiting iijion events for a few more years. Our exports and imports need not fall 
ofl if onr barve.sts are good. The merchants engaged in international trade can 
always cov(>r Iheni.solves by forward dealings, and the Exchange Banks can, by 
following the ])olicy of “ even keel.” afford exchange facilities without any limit. 
Tlie Governmotit of India Budget will remain .speculative to a certain extent, but 
if, otherwise, onr finances are well managed, it will not have an unduly disturbing 
effect ('ti them. The Government of India can reduce their sterling obligations hy 
introducing the system of rupee lender for the purchase of stores, the question of 
the inlTodiiclion of which is already under their consideration. The dictum of the 
Babington-Smith Committee, that stabilitv of exchange is more a facility for 
inlernatinnal trade than its es.scntial condition is sound and .should convince us 
that since the rate at which the gold value of rupees should be fixed is a matter 
with regard to which widely different opinions can well be held, there is no 
immediate necessity of deciding its value permanently. 'The Brussels Financial 
Coiiierence in yminting out the limitations of the financial remedies said “ Finance 
is. after all. a reflection of commercial and economic life- a part only, though an 
es.sential part of its mechanism.” This is also true of exchange which is a part 
of the financial part of economic life, and since the latter, of which it must 
reflection, has .still to find its own level . the obvious conclusion is that the rupee is 
still not ripe for stabilisation, or rather the conditions are not ripe for a stabilized 
rupee 
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V. 

12. These cousideratinns by natural transition lead to the question of the 
position of the rupee in our monetary system. T'here arc two aspects of the matter 
which may be separately considered. What should be the position of the rupee 
when the stability has been attained? Two or three alternatives suggest them 
selves. Rupees should no longer be the king of the monetary system. It should 
be dethroned, declared a limited legal tender, should not be convertible into gold, 
and no more rupees should be put into circulation for a very long time to come. 
The remedy will be heroic and possibly eilicacious, but as far as it is possible to 
lool; ahead, it will not lie practicable. The other is that the rupee should remain 
mdimited legal tcmler, but its further coinage should be absolutely stopped and it 
should not be convertible into gold. The additional currency should be provided 
by the issue of standard gold coins and currency notes. 'Phis will mean the 
introduction of what Inis been called “ the limping standard.” 'riiere is no reason 
why this alternative should not be adopted. 'riic value of the rup»*cs will hi* 
maintained by the limitation of supply, and the automatic exqiansion of currency 
will take place. 'I'he decisive factor in the adoption of the altcM-native must be our 
opinion as to whether no serious inconvenience will arise by withholding the 
additional supply of rupees when the economic life needs the c.vpansion of 
currency. As it is merely a matter of opinion, it is not necessary to be jiosilive on 
thi.s point. But since small payments form the bulk of our economic tran.sactions, 
we will need .small units of value for everyday life, and either one rupee notes will 
have to be re-introduced, if the objection regarding their being more e.vpensive 
in the long run can be got over and the people weaned from their attachment to the 
metallic com, or additional silver rupees provided for the purpose. I f it be found 
nec.essary to adopt the latter course, it will [iractically mean the re-introduc.tion of 
the pre-war method of issuing rupees in exchange for gold, which really amounts 
to their unlimited t^oinage of rupees with varying seigniorage determined by the 
gold value of silver. That will again give ri.se to knotty problems. TTow should 
profits from coinage be utilised? If tlie rupee is (^invertible into gold for internal 
ymrposes, gold reserve will have to lie maintained. The profits of the (Miinage will 
most likely enable us to build up sulhcicnt reserve for the purpose, and the demand 
for gold ^or foreign payments can, as suggested below, be met by drawing upon 
the invested portion of the Paper Currciuiy l{e.serve, which would mainly consist 
of readily realisable short dated foreign securities. The arrangement will work, 
but in order to insure its smoothncs.s it will lie desirable to devise measures for 
making the ruyiee a comparatively less important constituent of our curreiiey 
system. It is not possible or necessary to suggest any, as the question is not of 
immediate importance. 

13. It is of greater interest to consider the position of the rupee in the imme 
diate future. Its gold value should not lie fixed, but even then the question as to 
whether more ruyiees should be coined or is.sucd will have to be answered. A com- 
plete cessation of coinage will mean that the only method provided for yiermaneiit 
expansion of currency will be to incn'ase the invested portion of the I’ayier Cur- 
rency Reserve, the amount of which will lUMessarily depend nyion the discretion 
of the Government. To this cour.se there are two objeclions. I'hcre must be a 
limit to the increase of fiduciary issue, and as the amount of additional currency 
will depend upon the discretion of the Government, it will be in its yiower to 
affect the course of exchange by increasing or withholding the issue of currency as 
it may think fit. The exercise of this ywwer by the Government will, apart from 
the question of its liability to serious errors, defeat I he object of not taking imme- 
diate action for the stabilisation of the ruyiee. It should, therefore, be yxissibli- 
to increase the currency yiermanently even during the jieriod of transition. Thif 
object can be realised by adopting the scheme which the Government of India, 
formulated in 1878 for transferring the Indian currency system from a silver to a 
gold basis, in a modified form as a tentative measure. They, in paras. 48 f.o 51 
of their despatch' No. 423, dated the 9th November, 1878, suggested that the Gold 
Standard be adopted in India and the gold value of rupee be fixed at 2.?., but as 
they expected that the exchange wmuld not settle itself sufficiently to enable them 
to lix the ruyiee value in relation to the pound sterling pcrmaneiitly at 2s., th^ 
wanted to take power to receive gold coin at rates to be fixed from time to time, 
an(I charge a varying rate of seigniorage on the coining of silver, so as to make 
the cost of a rupee to a person imywrting bullion equal in amount to the value 
given to the rupee in comparison with the gold coin. The proposal amounted to 
charging a seigniorage varying inversely as the gold price of silver and directly as 
the current rate of exchange. The proposal was turned down by the Committee 



128 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE ; 


appointed jointly by the Seeretary of State and the Chancellor of the Exchequer. 
From the evidence given by Sir Robert Gilien (who was a member of the Com- 
mittee) l)cfore the Fowler Committee, it appears that the main reason why the 
proposal was rejected was the apprehension that its acceptance would make the 
Indian sysUmi a “ managed ” currenejr. The Herschell Commission also con- 
sidered tKe prof)<)sal of charging a seigniorage varying inversely as the gold price 
of silver, ami rejected it, as it w’onld have l)een necessary to provide for frequent 
alt(;rations of such a varying seigniorage, which would have involved “ adminis- 
trative function of .some dilliculty.” 1'hc work of calculating the seigniorage to 
be charged would be purely of a mechanical nature, and would therefore not entail 
much “ management.” though now the word “ managed ” should not be enough 
to prejudice us against the acceptance of any prop<isiil. As regards the adminis- 
trative diniculties, it is sulTicient to quote the words of Mr. I^onard Courtney, a 
member of the I lerschell Commission. Referring to the plan for charging a vary- 
ing seigniorage, he said : “ In para. 139 T think that we have overrated the diffi- 
culty and delicacy of the administrative function involved in the plan there dis- 
cussed. I believe that action would be fairly simple, if the plan were practically 
tackled. The mints in India are not so very numerous as to prevent a daily tele- 
graphic mes.snge of the seigniorage to be charged if such frequency should be 
deemed necessary.” The Government of India in 1878 contemplated the adop- 
tion of this proposal, as they expected that the period of transition would be short, 
and the 2^. rate soon lie reached. It is impossible to foretell the duration of the 
period during which the plan, if adopted, would remain in operation, or the rate 
at which the rupee would be eventually stabilised. That the period of transition 
would not be short is almost certain, and the permanent rate is at present incal- 
milable. But these facts do not affect the soundness of the proposal or its prac- 
ticability. It would provide for expansion of currency without necessitating any 
attempt to cfTcct the premature stabilisation of the ru|)ec. 

14. 'Diere are two ways in which varying seigniorage can, according to this 
plan, be charged. One is to announce the weight of silv<‘r bullion which would 
have to lie brought to the mint to get a rupee in exiihange, and the other is toi alter 
the rate at which rupees or notes can be issued against the tender of gold or gold 
ctiins. The first alternative throws the liability for the provision of silver on the 
public, and thereby obviates the necessity of making any special arrangements for 
tlic purchase of silver. The second alternative has the advantage of resulting in 
the automatic accumulation of a reserve which will be utilised later for the con- 
vertibility of rupees and notes into gold. It will be, however, advisable to c-oin- 
bine both the alternatives in the working of the plan, and let the public utilise 
one or the other according to its convenience. The accumulation of gold in the 
Paper Currency Reserve, which cannot be used for the encashment of notes and 
the evaluation of which will, on account of the variations in gold value of silver 
and silver rupees, lea<l to accounting complications, be a disadvantage of the 
seconil alternative. But it will not give rise to any serious difficulties, and need 
not stand in the way of its adoption. 

15. As the nominal value of the silver rupee will most likely be generally 
higher than its iulriusic value, the question of the use to which the accumulated 
profits of coinage should be put during the |)erio<l of transition will have to lie 
faced. 'Fhev should not In; used for supporting exchange or converting rupees 
or notes- into gold. They shoidd be usecl for building up a gold ireserve, which 
would in clue course be the basis of the (kild Standard. The reserve may be 
invested iii long-dated .sin-uritics of the Government of the United Kingdom or 
the Dominions. But proposals for using it for the capital development of the 
(‘ountry should not bo countenanced at all. They, besides depleting the reserve, 
which ought to be kept intact, iiractically amount to financing industries by infla- 
tion. There is a difference hetwi'en the issue of inconvertible currency notes on 
which cent, per i«nt. scugniorage is charged for development of industries and 
the us of funds rai.sed by the inijmsition of the .seigniorage on the coinage of 
rupees for the same purpose, but it is only a difference of degree, and does nob 
change the real nature of the transaction.’ No one has seriously suggested thdt 
inconvertible notes should be issued for accelerating the pace of economic progress 
in the country. But proposals for using the profits of coinage for the purpose 
have freely been made, and have passed unchallenged. The historical instance 
of this confusion of ideas is the recommendation of the Mackay Committee that 
£1 ,000,000 out of the profits of coinage of 1907 should he used for railway develop- 
ment, and the decision of the Secretary of State in the same year that one-half of 
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the profits should thereafter bo used for capital expenditure on railwjiys until the 
Gold Standard Reserve reached £20,000,000, and after that total amount had 
been reached, the “whole profits on silver coinage were to be spent for what would 
have been technically described as the avoidance of debt. This ill-considered 
decision was given effect to for a year only, but the events of 1907-8 and not the 
^^eahsatipn of its essentially mistaken character modified the outlook in this 
respect. Mr. IT. F. Howard made similar proposals in his Memorandum submitted 
to the Rabington Smith Committee. Proposals have lately been put forward by 
a well-known merchant of Calcutta which will have the same effect. All of them 
rely on insidious methods of inflation for realising deairable end, and should not, 
on that account, even be entertained. No nation can ever become properous by the 
use of such questionable devices. 

VT. 

IG. The importance of having a sound Paper Currency System in India is 
admitted by all S(’hools of thought. The cheque currency being unsuitable for 
India, the only method by which we can realise the advantages of economy and 
elasticity in our Currency System i,sl the extensive use of currency notes. Two or 
three questions have to be taken up in this connection. T’he present Act makes 
provision for a minimum cash reserve of 50 per cent., which, however, can in prac- 
tice he reduced by the issue of emergency currency in the busy season. Rut the 
disadvantage of fixing a proportion of note issue to cash reserve is that in times 
of panic every drain of one rupee from the reserve w'ould, under certain con- 
ditions, involve a forced cemtraction of Rs. 2 in the currency, and unless issue in 
excess of legal limit be allowed to stay the panic, the cash reserve will he immolu • 
lised, and what is known as the “ dead line ” reached. It is better to fix the 
amount of fiduciary issue rather than the proportion of the ca.sh reserve. This 
amount should be high emongh to realise the advantages of note issue, but not .so 
high as to dispense with the necessity of keeping a substantial amount of cash 
reserve. The temporary provision in the Paper Currency Act that the fiduciary 
issue should not exceed 100 crores seems preferable from this standpoint. The 
maximum amount of fiduciary issue must, of c'ourse, bo changed from time to 
tinie, generally in the upward directi(*n. Rut it should not l)e raised to provide 
extra currency for a temporary period. The raising of the limit of 8,5 crores to 
100 crores was a mistake, as the object of the change Avas only to avoid sea.sonal 
stringency in the money market. In fixing the maximum amount, however, pro 
vision should be made for special arrangements to met't the emergencies. It 
should be possible to adopt a plan which can be put into operation without special 
legislation, though the conditions under which it should be set to work will have 
to be cnrefully considered and defined. If, however, the provision regarding the 
proportion of cash reserve is to be maintained. st(‘ps should be taken to extend 
the limit for the issue of currency notes on the security of bills of exchange, and 
the Government or the authority in charge of the Paper Currency Svstem lie 
permitted to prevent the reserve requirement from acting as the “ de.ad line ” by 
authorising their suspension for a specified perioil. The cash reserve should lie 
located in India and the permission keep gold to the value of 5 crores in London 
be withdrawn. For the purcha.se of silver the treasury balances or the .sale proceeds 
of the sterling securities, which should lie readily realised, can easily lie n.sed. 

17. 'I'he question of the paper cover of the note issue also needs very careful 
consideration. As regards a part of the Pajier Currency Reserve being invested 
in the.self-liquidating trade bills there can be no difference of opinion. That is 
the only method by which the note issue can be made elastic in the real sense of 
the word. The limit of 12 crores will soon have to be exceeded and provision 
should be made for the purpose. Rut the investment of the Paper Currency 
Reserve in securities other than the trade bills is a matter which lends itself to 
being used as an issue on which the honrifides of the Government can be quc.stioned. 
If, however, the political aspect of the raatt<‘r is excluded from consideration, the 
question is comparatively simple. The yiermancnt provisions of the present Act 
require that the investment in Government of India securitias should not exceed 
20 crores, and the remaining invested portion of the Paper Currency Reserve is 
to consist of securities of the United Kingdom, the date of maturity of which 
should not lie more than one year. The restriction regarding the investment in 
the Government of India securities is sound, for it is obviously undesirable that 
promises to pay ready cash in exchange for currency notes should, to any large ex- 
tent, be secured by other promises of the same authority to pay a certain amount of 
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nioncv' ul'lur a speciliud period and interest at stated intervals during the period in 
question. It is a cast^ of one 1. (.). U. alreaily issued eovering another 1. O. Ij. in 
the forni of t^urreiiey note. 'I'lie ])rot‘ess of the creation of securities for the issue 
of notes can be rendered easier in this way. Hut the restriction ot 20 crores should 
not be rigid and it should Ik; possible for tJie (lovernment of India to pay oJl tlieir 
outstanding loans by increasing tJieir investment in thew securities within certain 
well-delined limits, for the purchase ot rupee securities by the use of Hajier 
Cui rency lleserve practically amounts to the redciuptum of public debt. There are 
no other Indian securities which (!an be used as a suitable coyer for the issue of 
notes. I’roposals have Ix'en made that the (jlovcrnment of India may issue 
si'curities directly to the Paper (Tirrcncy Keserve against which they will hold 
assets in the nature of productive works constructed out of the proceeds. 
Mr. 11. F. Howard imnle a proposal to that effect lajfore the Babingtou Smith 
(.Committee for, according to the view put forward by him, tliere could be no 
objection to the (lovernment of India utilising the funds in the Paper Currency 
Keserve for increasing their assets and thereby improving their jiosition and credit, 
|)rovi(led tlie rupee portion of the investments in the Paper Currency Keserve were 
.strictly limited to the amount which it would never Ik; necessary to realise. Prinm 
facie there can be no objection to investing a part of the currency reserve in 
linanting productive public works and converting cash in the reserve into assets in 
the slcipe of (‘apital development of fndia, provi»led the c(mdition regarding an 
absolutely safe minimum not being extended is strictly observed, and in a 
[lartii'ular year there is no sudden iidlux of curremiy in circulation. But the 
inherent ilanger of adopting such a course has to be realised. India's need for 
capital is so urgent that if the investment of Paper Currency Keserve is considered 
as a recognised method of lindiiig funds for capital developmetit, the temptation 
of extending the us(‘ of such investments will be so great as to make it mxfessary 
for us to provide, very elTeitive safeguards against excessive issue. Wluither sucli 
safeguaros lan or cannot be jirovided is a matter with regard to which it is 
possible to take differmit views, but the fact that investments of this kind are risky 
suggests the need of making u.se of them very sparingly. 'I'he bulk of the invested 
portion id' Paper (Tirrency Keserve should be held in a readily realisable form. 
.\s regards this portion of the investment realisability is essential. If this 
condition is to l)c fulfilled, it is not i»os.sible to .suggest any other method which will 
do as well as the investment in the short-dated securities of (Ireat Britain and 
now possibly of New York. But this brings us against a mass of pre judices which 
have gathered round the question. 'ITie investment of a large jM)riion of Paper 
(hirrency Reserve in foreign securities- and that of (Ireat Britaiti- when India 
needs all the funds that she can get has all the appearance of being an act of 
robbing a pixrr nation for the benefit of a rich one. The political status ivf India 
makes it easy to understand why this prejudice should exist, and the foolish 
utterances of a muulier of otherwise estimable meir connected wdth the Condon 
Money Market do a great deal to strengthen it. But in spite of these difficulties, 
the fact remains that the foreign securities which mature in a year provide us the 
l»est means for the temporary investment of T’aper (hirrency Kesei-ve. Besides the 
Treasury Bills, we may also make use of the fir.st class hills of exchange for the 
same purpose. Prejudices do not. die soon, but the preiudice referred to here may 
lie decreased if the proposal made below for practically withdrawing all contnil 
of currency questions from the Secretary of State in Council is accepted and 
realised. 

18. 'I'he investment of a large jMirtion of the Pajicr Currency Reserve in 
foreign securities has another advantage. The ftireign .securities reserve can be 
used for Ihjuidating an adverse balance of international accounts when India is 
in a position to establish the Cold Standard. Cold reserve in India should 
ordinarily beu.sed for converting inipees and notes into standard money, and. pay- 
ments abroad, when it is neces.sary to make them, should be ma<le by selling these 
.securities by the authority in charge of the working of the Paper (hirreiicy System. 
'Fhcsi* securities can be u.sed for the .same jnirpose even if the Exchange Standard 
is working. A reserve of fibO millions is generally considereil adequate for the 
suppoit of exthange. The portion of the Paper Currency Reserve invested in 
foreign securities will always he in p.xce.s.s of this amount. 'I’he use of this portion 
for foieign payments will either result in the reduction of the circulation of notes 
in India or the strengthening of the cash reserve. In the fir.st case the liabilities 
on account of note issue will he decrea.sed and in the other the cash assets will lie 
incTeai-^d. In either case convertibility of notes will be rendered more secure. 
This .step can lie taken up at once. An analysis of Cold Standard Reserve, as it 
w'as constituted on the 31 st March 1925. shows that one- fourth of it was invested 



APPKNIIIX 15. 


ill thfi Treasury Bills und the rest, with the exee])tii>ii of small amount, whieli 
was kept in eash or invested in National War l oan lt>2tt 17 slock, tonsisted of 
securities which at the outside will remain outstandiii>;; till llKW. (In the same 
date we ha<l about £20 millions of Treasiirv Mills in the Paper ('urreiuy Reserve 
and but .for the fact that there are .still about 17 crores of created .securities iu the 
(.'urreiicy Reserve, the vahie of foreign securities in the reserve, according to the 
|Kunianent provisions of the f'nrrem-y Ait. would have amounted to about 
45 crores. '('he foreign securities in the Paper ('urreney Reserve can be made to 
perform excae.tly the same function as the securities in the (Sold Standard Reserve, 
and will do it bettor on account of their early maturity. There is no sense in keep 
ing two reserves with dilTerent names when ibey are almost alike in their contents, 
and can Iw put to the siiine use without proilncing any undesirable results. I f the 
long-dated securities in the Cold Standaril Reserve arc conyerted into short dated 
securities, it can. with very great advantage, Ix' alMilished and mert.’'ed into the 
Paper Currency Reserve. This will make it possible to cancel the m! hot- securities 
in Paper Currency Reserve at once, and the way will be clear for bringing into 
operation the permanent provisions of the presiuit .Vet. or as it may be amended 
on the recommendations of the Currency (dmmission. ft will not be neiessary 
to use foreign securities for international payment for the years during which the 
ratio between nij)ees and gold remains indeterminate, and rnpees ami noti's are 
not convertible into gold. With the establishment of normal conditions foreign 
securities can be relied upon for facilitating the snuxith working of the Cold 
Standard. This advantage will, however, be merely incidental to (be es.scn(ial 
purpose of investment in foreign securities, vi/., realisability. ft will, in spite 
of its subsidiary character, be a great advantage and has a.lso tin' additional merit 
of making it possible for ns to abolish the Cold Standai'd l?eserve and get rid of 
created securities in the Paper (’urreiuy Reserve, which evtirution will be 
welcomed by everyone' I'oncerned. 

lb. 'I’he management of the Paper (’urreiuy Ri'serve system by the Con- 
troller of Currency on behalf id' the Finance Department of tin- (Jovernment of 
I ndia is another matter which calls for considerat ion. 'I'lu' right method of 
working a paper currency system is that its fundamental principles .should be laid 
down by (he Pegislature a fter due consideration of (he is.snes involved, the Finaiiie 
Department should ensure the ob.scrvancc of these |)rinci|)l'‘s and cxercist' general 
snpi'rvision. and the actual work of day to day management sbonid be entrusted 
to an authority, which has the opportunity of’ ac(|uiring first -band knowledge of 
the different currents and under currents of economic life. If (be temporary 
investments of the Paper Currency Reserve in Indian bills of ('\change and 
foreign securities are to hi' made iisi' <d' to a larger extent in (he future, it will 
1 k' necessary that the management of (be Paper Currency Svstem shoiihl In' con- 
du( ted on tile iiasis of knowledge, which only direct i‘onlact with facts of economic 
life can give. The authority which seems to be competent to undertake the work 
is the Central Board of the Imperial Rank, ff it is required to manage the Paper 
Currency System, it should, for the time being, keep its banking department 
sejiarate from the issue dejmrtment. and maintain separate re.si rves for its 
banking and currency liabilities, (hough it should be idjowed to transfer funds 
from one reserve to another at dilTcrent places, provided the integrity of the 
currency reserve as a whole is not thereby aliccted. I bis facility will be utilised 
for the movement of funds in the same way as the transfers from Currency to 
Treasury ami -nirr vemt are being used at p’re.sent for reducing tlie remittance of 
eash from one place to another to the minimum. 'I'lic expenditure to be iniurrcd 
on the management of the system should, as now. be met out of the receipts of 
the Currency Department, a' fraction of the proiits jiaid to the Imperial Matd<, 
and the balaitce credited to public revenues. 'I'his ap|)ea rs to be the natural cour.se 
under the present circumstances, and the conditions suggested above will probably 
meet the re(iuirements of the case. Hut tliere is one dilliculty in ailo]ging it. the 
magnitude of which is likely to be differciitly estimated by dilTerent individuals. 
The Imperial Bank will, in a few months, be lompleting the fifth year of its 

existemo Duritig this period it has maile satisfactory progress. Tt has fulfilled 

the condition regarding the opening of 100 new branches. Its I.ondoii branch 
has l)een doing imeful work and the scope of its activities can very wi'll be extended. 
Tt has provided facilities for the transfer of money between its branches, which 
have Wen fullv utilised by the public. Iks deposits have increased during this 
period The only feature of its work which is not (pnto satisfactory is the low 
proportion of cash to its liability, which, however, can be strengthened. The 
Imperial Bank has. therefore, done well and deserves well Hnt in .spite ol it-s 
good work it has for reasons, perhaps not of its own making, not been able to 



132 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


inspire confidence in its impartiality or sense of detachment from lower elements 
of e(;onoinic life, which seems to he so essential for an institution which is» ur 
aspires to become, the keeper of currency conscience of the community. The 
cliar}?es of racial discrimination in i(s dealings have often l^en levelled against 
it and though it is not po.s.sible to investigate them or establish their correctness 
(jr flic reverse, it is ( lear that the o])erntioiis of the Hank have not been considered 
alxjvo criticism, (hider these i:ircumstanccs two courses are open to us. Either 
the Imperial Hank should be reconstituted and practically converted into a State 
Hank; or the t'urrency work of the country should be assigned to an authority 
wliicli may lio considered as much alxive suspicion as any authority working in 
i.loso associat ion with the alien Government (‘an be consiclered under the present 
m’reumstances. The latter course is the easier of the two and will lie more 
effective. .\n institution whose good faith is being (constantly questioned cannot 
be c.xpeeted to perform well the delicate function of the management of the I’aper 
Currency System. 

VII. 

20. The problems of currency and banking are inter-relat-ed, and the solu- 
tion of one has its reactions on the other. Hut in India their connection, if note 
issue is not made a function of the banks, will not be as close as in other countries. 
They are (vssmitially dealers in capital, and do not perform any imiKirtant (;ur- 
rency function. Tlieir (ktposits arc, though reliable information is not available 
on (his ])oint, “ («ish ” deposits, and are not, as in countries like England and 
the United StaU^s of America, civatt'd by loans. 'I'hey do not, to use a very 
expressive phrase of an Am(;ri(;an professor, coin goods into money— or, in other 
words, convert specialis(!d purchasing power into general purchasing power. The 
importance of the (Uwelopmeut of the Indian Hanking System cannot, from the 
stand])oint of the development of our capital resources, lie exaggerated. It is 
imcessary, as has been recommended by the External Capital Committee, to 
undertake? at once a comprehensive survey of the whole field, which should be fol- 
l()W(?d by a detailed inquiry by one or more committce.s. Hut it is not necessary to 
devote much attention to it in the examination of our curiviiey problem, though it 
is not })ossil)le to overlook it altogelher. 'I’he main currency function which the 
banks ran perform in .India is to iiuTcase (he mobility of money, and (hereby 
make it do much greater work than it does at present. Collection into the hank- 
ing reserves of innumerable stores of moiu;y lying idle throughout the country and 
centralising them as far as possible has consiclerable importaueo from the cur- 
rency point of view. It will make money a much more efficient instrument of 
exchange, and thereby r(‘ali.se the priiicijial advantage of the u.sc of paper cur- 
rency, vi/.., economy. The main defect of our banking sy.stcm, looking merely at 
the currency asjiect of the (piestion, is the lack of cohesion. It is a very loo.se and 
ill -co-ordinated system — so very loose indeed that it is hardly possible to call it a 
system. Without undue centralisjjtion, it is necessary to make it much more 
comjiaet than it is, and give to it an organic unity of its own. For this purpose 
th(‘ first reipiisite is greater differentiation. There should be different banking 
organs for different functions. The long-term and short-term credit requirements 
.should Ik* .se])arately provided for, and there should he different institutions for 
the iH'cds of agriculture, commerce, and industry. Institutions of the same kind 
fuiK'tioning in different areas should lie federated together, and different institn 
lions .should all he a.ffiliated to a central institution, which .should become the cus- 
todian of the capital resources of the country, and mobili.se them to the highest 
degree. That will give us integration of the s])ccialis(?d in.stitutions, which is 
equally c.s.sential for the introduction of a fully- developed banking system in the 
country. The elaboration of these gcni?ral principles in actual practice will 
require collection of accurate and up-to-date information, its detailed analysis 
for api)rcciating the present situation, and adoption of a well-thought-out 
scheme of future reconstruct ion and development. Tins will take time. In the 
meaiiwJiile the currency sy.stem can lie taken in hand and placed on a satisfac- 
tory basis. The introductiiin of a currency system, which, as Sir 1). M. Dalai 
jiointcd (ait in para. 7!^ of his minute of dissent written by him as a inernher of 
the Currency Committee of 1910. inspires the public with absolute eonfiden(;e, 
will lead (o a great extension of modijrn hanking in India. The immediate nooea- 
sity is the solnfion of our currency difflindties. 

21. The other ancillary problem which cannot be left unnoticed here is the 
question of remittance of funds for meeting the sterling obligations of the ^cre- 
tary of State. The first consideration which can be urged in this connection is 
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that they should be reduced. The advice to this ol)‘ci;t lias been consistently given 
ever since the fall in thi) price of silver threw a new burden on the Indian 
Exchequer, and has been, as consistently, ignored. Tlie result is that India's 
sterling payments on account of expenditure charged to revenue anuainteil to +7 
erores in 1923-4, as against about 30 crores in 19134, and liesidcs this amount 
more than 10 crores were s|)ent in England on capital acc.ount in the same year. 
It is time that the question of the reduction of our sterling obligation should he 
seriou.sly taken in hand- All stores, whether purchased in Kngland or in India, 
should 1)0 iiidentcd through the new Stores Purchase Department in India, and 
the rupee tender system be intrixluced without further delay. I’lio outstanding 
(luestions regarding the apportionment of charges, which are a .subject of dis 
pute, must l)e settled at om;e, items like ca.])itation charges icdiued in order to 
rcdres.s the wrongs of years, and every other avenue of minimising such payments 
fully explored. The e.vtinction of these obligations is a jiolitical (jncstion, and 
cannot bo brought alxnit merely with a view to easing the cui iencv situation ; hut 
the i:uri-ency aspect of the matter is also an aigument iti favour of the ])lea for 
reducing them as fast and as soon as po.ssible. I'or many years to i-ome, however, 
the need of pbu'ing the. Secretary of State- in funds to meet his ohligations will 
remain. The practice of drawing funds from India, to meet the home charges by 
means of bills of exchange drawn on India is a legai-y of the East India (^ompatiy. 
From being “ a simple and effective, means of laying down in f-oiulon the funds 
ri'quired by tlui Secretary of State ” it became “ the key to tlic w’hole system ” of 
cmTcncy and exchange in India. The maehinery, of which it was the centr.il 
feature, has broken down, and if it is not to be set up again it is necessary to 
reconsider its future, and revi.se it in the light of tlic coirsiderations which iiave 
now to be taken into account. The two alternatives of effecting remitlanees, i.r.. 
hy selling draft on India in London or by buying sterling bills in India are. in 
appearanee. different, but. in reality, identical. It is suggested that the ]»iirehast* 
of sterling bills should in future lie the normal melhod of nmiilting funds to 
London, and the sale of rupee bills resorted to under exeeptional ein nmstances. 
For the adoption of this course two reasons can be given. In the first plaee, the 
(lovernment of Fndia slionld, in respect of remittances, be emancipated from the 
control of the Secretary of State. The latter .should, while sending bi.s estimates 
to India, state the amount that be is likely to reipiire the next year, and leave the 
(piestion of remittances entirely to the unfettered discretion of tlic (iovernmont 
of India. The Controller of Currency, who is in i barge of (he ways and means 
programme in India and England, will, from time to time, have hi decide I he 
amount that should bo transferred from India, to F-nghiud. lie will, of eourse, in 
these matters, as he does in all others, act under the orders of the Finance 
Member, and b()th of them will, in choosing the I ime and amount of the purchase, 
be guided by the need of keeping the Secretary of State supplied with adcipiale 
funds and the condition of the Afonoy Alarket in India, for the interpretation o( 
which they will, necessarily, rely on the advice ol the exjx'rts. M'he remittanee ol 
funds has an important effect oii the working of the rndian Currency System, tlie 
Money Market in India, and the rate of exchange; and it is higldy desirable that 
in alfmatters affecting these important intere.sls tlie centre of gravity should he 
.shifted from London to Delhi. It is not necessary to aiid that in making these 
sterling purchases, the authorities iii India should not st'ck to modify the rate ol 
exchange, or otherwise produce an impression of their own choice on the Money 
Market. Their main objeol should be to place funds in l-omlon as economically 
as possible, and in realising it they should follow the lead of the market, and not 
set the pace themselves. This coinW is also preferable for another reason. I'-ven 
from the jioint of view of trade, it is more convenient that I he l‘’\ehangc H.iiiks 
should lie able to sidl sterling hills in India than redi.seonnt the sterling lulls, 
which they buy in India in the London Money Market, and with the proceeds buy 
Council Bills or Transfers from the Secretary of State. I'he latter course, 
obviously, sets in motion a very complicateil train of (‘vents, whieli can Ih‘ easilv 
avoided by the Government of India purchasing the sterling bills for moving their 
funds from India to England. This method of making nunittam es is simpler, 
and has the advantage of giving the Government of India the opportunity of 
taking initiative in the execution of their wmys and means estimates. The tra 
•ditional practice of selling eonncil drafts for mt'cting the home charge's shonhl. 
therefore, be abandoned, and in its place the method, which is eornmemlahle on 
account of simplicity and .suitability to the local conditions, substituted. 
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22. TJio ixmciusioiis ol I lie Muiuurauduiii may, for Ihc sake of uoiiYciiicuee, 
lie l^ritslly .suiuiiiiinseo. Imlia slioulil endeavour to have Gold Standard, and she 
IS in a position to estahlish it at oni'c, but for the fact that it is exceedingly dif- 
lereiit to lix the gold value of the rupee. A number of couilietiug eousiderations 
have to be taken into aceonnt in coining to a decision, and the economic conditions 
of the world are not stable enough to make it possible for a suitable rate to be 
selected. It is, therefore, Ix'st to leave the excliauge to itself, and in the mean 
while making provision ior the e.\pansioii ol Liiriency by charging a seigniorage 
varying directly as the rate of exchange ami inversely as the gold value of silver. 
'I'he J'ajier Currency rfystein should be managed to realise the advantage ol 
economy and elasticity, fhe ma.ximnm of lidiiciary issue should be lixed, but 
changed from time to time as the circumstances of the case may require. The 
investments in the I'ajier Currency liesm-ve should jiartly consist of the securities 
of the Government ol' Imlia, but the bulk of them should be temporary aud take 
the form id' the purchase ol the bills of exchange and short-dated foreign 
securities. The total amount to be invested in this form should be determined 
from time to time provided the prescribed maximum is not exceeded. It is not 
necessary to maintain a se|iarate Gold Standard Keserve. It should be merged 
in the I’ajxir Currency Uoserve without any delay. A well -co-ordinated Hanking 
Systmn can, by increasing the, turn over of money, realise the ailvantage 
of economy and should be developed. 'I'he normal metliodsof making remittances 
to KiiglamI should lie the [iiircha.se of sterling bills in India. 

23. in conclusion it is necessary to einpiiasise a very important considera- 
tion. it is admitted that there is a deep-rooted and widespread suspicion that 
the policy ol the Government ol India in regard to l/urrency and hxchange is 
dictated by cousuleration oi interests other tlian those of india. The h'inance 
Member considers that tins suspicion is untounded, aud tells us that he ardently 
wishes for knowledge which may help lum to combat it. Jt is easy for him to 
trace this susjiicion to its source, and take steps to remove this “ bar to ell’ective 
co-operation.' iSir Stanley Keed in Jus evideiuxj before the IJabington -Smith 
Committee referred to “ the mountain of misunderstanding " v/hich had been 
reared up by the secrecy with which tJie Secretary of State controlled the indian 
currency policy, and lait in a vigorous plea I'or publicity in all matters relating 
to Currency and I'ixchange in oriler that “ the truth which was interned in the 
archives ol India thlice ' might have the chance to prevail. He suggested that 
the S<;crelary of State should, as far as possible, divest himself from the inanage- 
menl ol Indian Currency and IvxchaiJge. 'I'his is the only way in which this cloud 
of suspicion can be dispersed. The finance Member may contend that in mutters 
of I urreiicy policy there can be no conflict of interests thougli there may hediiTfcreiice 
of opinion, but it is not possible for him to convimre the public that exercise of 
such complete powers by an authority so far removed from Jndia and, to quote 
from Sir Stanley’s evidence once more, “ surrounded by, aud naturally amenable 
to, interests which are not Indian in their ideas and aims " cannot be perverted 
to serve the interests of those who unlike the Finance Member himself, do not 
always “ imt the interests of India first, second, and last.” 'The Finance Com- 
mittee, on who.se advice the Secretary of State naturally relies in currency 
matters, contains members who are connected with large banks in the city of 
Imndon. It is considered undesirable that men connected with, the Big Five 
shouhl have anything to do with the management of the Bank of England, in 
spite of i he fact tliat even in that case there is room for difference of opinion 
though none for any difference of motives. 'This has given rise, in the words of 
Hartley VV'^hithers, “ to one of those anomalous absurdities so common in 
England,” which disqualifies for membership of the Bank Court anyone with an 
expert knowledge of hanking. 'I’he Finance ('ommittee has practically a decisive 
voice ill the questions connettted with the transfer of funds, allotment of Council 
Bills, investment of reserves, and treasury balances, and the pursuance or sus- 
jieiision of a particular policy wdth regard to the rate of exchange-matters in 
which the banks are vitally interested; and it is really Ux) much to expect that 
tlicy, in giving their advii.-e to the Secretary of State, will always keep the best 
interests of India in view. They would be more than human if they, in giving 
their opinion on issues, which involve the questions of location and use of millions, 
do not often succeed in wmvincing themselves that their interests are identical 
with the interests of India. Even if they can take their stand on an elevated 
level, and subordinate their interests to that of India, it is almost impossible to 
make the Indian public believe that they have performed this remarkable feat. 
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llui reiiiudy of tiu! evil is not the aholition or reeoustitution of the Finaiire t’oin 
mittec, but ubdicatiou of all powers over matters eoimeeted with tbe ludiaii Cur 
reney aii<l Exchange by the Secretary of Stale*. This sliould not be made a con- 
stitutional issue. It may not be possible U) put statutory limit on the jmwers of 
the Secretary of State in this resiject, but fudia should by convention, if not by 
law, be guaranteed that in these matters the Secretary of State will jmrsue a policy 
of non-intervention as far as possible. The belief tliat India's currency polity is 
dictated from Whitehall in the interests of the liondon Money Market will do 
more to endanger the good relations of India ami (Ireat Britain than the similar 
belief with regard to India’s li.scal policy lias done or can do. It make.s it impos 
sible to secure a dispa.ssionate consideration of the complex currency problems or 
have the nece.ssary atmos])here for the successful working of a currency fxilicy, 
even though it may be formulated in the highe.st interest of India. It is, there- 
fore, a matter of primary importance that the Secretary of State should virtually 
let the (jovernment of India and the Tiidiau Legislature determine the principle's 
on which the Indian (•urrency System slaadd be based, and anthori.se the con 
stitution of a body fully equipped for its <luties. to which shouhl l)e assigned the 
work of the day-to-day management of the Currency System. 

24. This body may, in the abstmee of a Ixjtter title, be calle<l the National 
Currency Board. It is not possible bero to work out in detail the constitution or the 
functions of this authority. It will consist of naanbers nominated by the (oivcrn 
ment, and their number may vary from seven to nine. The Government sJiould be 
represented by two members, one of whom will, of coiir.se, Ix^ the Controller of 
Currency, and the other may be the Einaiu-e Secretary. Tin* non-oflicial meml.H‘rs 
should represent bunking, business, and general interests. Indians should have a 
distinct majority hi the composition of this body, thmigh any [lolitical i>res.snre to 
pack it with men belonging to a particular party or holding certain views should 
Ixj strongly resisted. The Board should have a nonollicial and preferably an 
Indian tdiairman, and its own odice and Secretariat. A permanent administra- 
tive ollicer of the rank of Deputy Controller of Currency should lie the Secretary 
to the Board. It should practically be in charge of the working of the whole cur- 
rency system, though the ultimate responsibility for its soundness and clliciency 
must rest on the Government of India. It should declare the .seigniorage to be 
charged for the fresh issue of (.urrency, manage the Paper (Currency System - 
tak<? custody of the securities, decide (piestions of tenqxirary investments within 
the provision of the law, and see to the proper distribution of the i^ash reserve 
advise the Government of India in effecting its home remittances, and work the 
arrangements for the jmrehase (d' silver for coinage. .\ll purcha.ses of silver for 
the Government of India should, in future, be by open tender to be delivered in 
Bombay. The Board should, if (he members nominated to it are men who.se repu 
tat ion and knowledge inspire contidence, be able to dis|)el most of the prejudices 
that have accumulated round the Indian (hirrenev System, and prepare the way 
for introducing such changes as experience and knowledgt* of its working may 
suggest or Tiiake inevitable! It is absolutely nece.ssary that the existing diff’icul 
ties “ of arriving at and carrying through the |Kilicy most truly beneficial to 
India ” l)c removed by an arrangement which will disarm ail suspicion, and be 
considered satisfactory by tho.se who are in a position to form an intelligent 
judgment on questions of Currency and Exchange. As things are, it is impos 
sible to promote clear thinking on thesis matters, or carry conviction merely by the 
inherent soundness of particular pro|)osals. We badly reijuire an atmosphere tree 
from the mist of doubt and distrust. 'I'he National Currency Board should be 
able to create it. 
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Annbxure tu the Memorandum, 


Table showing the Index Numbers of Exports and Import, the actual rates 
of Exchange and Parity rate from 1873 to 1924. 

(Note.- For exports and imports average of 1865-6 to 1874-5 is the base and 
])arity rates have been eahailated by taking the rate of 1873 as the base.) 


Year. 


t(» 1871-75 

1875- 76 ... 

1876- 77 ... 

1877- 78 ... 

1878- 7i» ... 
1871»-80 ... 

1880-81 ... 

1881-82 ... 

1882-8H ... 
188:5-84 ... 
1881-85 ... 

1885- 86 ... 

1886- 87 ... 

1887- 88 ... 

1888- 81t ... 
188'J-OO ... 

1890- 01 ... 

1891- 92 ... 

1892- 9:5 ... 
189:5-94 ... 
1891-95 ... 

1895- 96 ... 

1896- 97 ... 

1897- 98 ... 

1898- 99 ... 

1899- 1900... 

l'.i(K)-01 ... 

1901-02 ... 
1902-0:5 ... 

190:5-01 . . 

1901-05 ... 
190.5H»6 ... 

1906- 07 ... 

1907- 08 ... 
1908(19 ... 

1909- 10 ... 

1910- 11 ... 

1911- 12 ... 

1912 i:5 ... 
191:5-11 ... 
191115 ... 

1915- 16 ... 

1916- 17 ... 

1917- 18 ... 

1918- 19 ... 

1919- 20 ... 

1920- 21 ... 

1921- 22 ... 

1922- 2:5 ... 

1923- 24 ... 
1921-25 ... 


xjiort. 

I1U110H. 

100 

KHI 

105-62 

118-18 

110-9:5 

113-64 

118-58 

125-76 

110-78 

114-55 

122-2 

124-85 

1:55-6 

160-9 

119-02 

148-99 

151-78 

157-58 

160-31 

167-27 

151-36 

168-78 

152-51 

168-48 

160-85 

187 18 

164-62 

196-97 

176-43 

210-42 

188-11 

209-67 

182-22 

218-09 

196-67 

210:59 

193-8 

200-79 

19:5-61 

2:53 

198-02 

222-79 

207-87 

221 

189-05 

230-64 

177-51 

223-15 

205-07 

218-48 

198-:i;5 

228-18 

195-81 

245-12 

227-07 

269 03 

2:55-25 

260-03 

279-11 

280-,57 

286-76 

;516-:59 

292-42 

:539-72 

;52l-85 

:555-42 

:522-69 

114-00 

278-44 

:590-24 

:541-75 

:i7i-67 

;58l-75 

105-15 

412-69 

4:56-52 

117-65 

.501-91 

152-75 

586-06 

3:51-22 

1:59-18 

:162-81 

418-73 

119-61 

1.55-27 

445 27 

495 

161 22 

571 -39 

605 

671-89 

486 8.-5 

105:5-24 

4.52-09 

8.56-;5.‘5 

571-67 

716-03 

660-67 

788-73 

64:5 -.58 

705-0:5 


Lialo of 
Excliange. 

Parity rato. 

21-01 : 

20 M-) 

20-199 j 

21-25 

20-81 1 

18-4 

19-93 1 

16-5 

19-895 i 

16-2 

19-96 i 

17-0 

19-888 ; 

18-2 

19-572 ! 

21-2 

19-53 

18-6 

19 :547 i 

16-8 

18-:518 ' 

16-7 

17-46 

15-8 

16-93 

15-15 

16-389 

14-4 

15-562 

11-4 

17-999 

14-55 

18-833 

11-8 

15 026 

13 -5 

14-556 

1:5-1 

1:5 -KMl 

12-1 

13 -4 

12 

11 •4:5:5 

11-2 

]5-;566 

11-0 

15-972 

13-4 

16-069 

14-3 

15-981 

13-0 

15-9S2 

12-8 

16-022 

i:5-i 

16-047 

11-0 

16-015 

13-1 

16-012 

i 13-35 

16-087 

1 12-05 

16-031 

! 11-75 

15-9:51 

10-7 

16-0:57 

12-0 

16-06 

i 12-85 

16-08:5 

12-5 

16-059 

12-5 

I6()69 

n-95 

16-009 

11-7 

16-082 

14:5 

16-147 

14-8 

16-496 

18-0 

17-497 

17-2 

21-691 

15-05 

20-66 

18-0 

15-85 

13-25 

15-76 

11-2 

16-5 

11-8 

16-006 

12-:55 


Noth. — A graph of theno valueH in aUo attacliocl.* * Not priutod. 
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APPENDIX 10. 

Letter from the Secretary, The Chamber of Commerce, Bombay, to the Joint 
Secretaries, Royal Commission on Indian Currency and Finance, 
No. 2491/213, dated the 24th November, 1925. 

My Committee have larei'ully eousideml the lei'iiis of rereretiiv et' the Iteyal 
Cummissiuu on Indian euiTcuey, and I am now instj ueted to plaee bo fore you tlio 
written evidence which they wish to submit. 

2. At the outset, I am to say that my Committee are unanimously of opini<m 
that the time is now ri|.)e for an attempt to be made to solve the proltloms att’eoting 
Indian Currency and Exchange; pending the le-establishment of the Cold 
Standard in the United Kingdom Jiiy Committet.^ felt, and repeatedly emphasized, 
that it was undesirable that any attempt should be made to arrive at a solution 
of India’s particular problems, l)oth liecause of the uncertainties surrounding 
world gold values and because of the ovUmiL to wbicli the foreign trade oi India 
is financcH in sterling. My Committee were of opinion that it would be most 
undesirable to attem 2 )t definitely to link the l upeo with gold until such time as 
the stability of gold values througlmut the world appeare<l reasonably assured, and 
the United Kfiigdom was in a position to reestablish a gold .standard. While? 
my Committee recognise that the lljiited Kingdom lias teehnically not yet fully 
restored her gold standard they feel that sullieient progress has l)e(?n macic in this 
direction to warrant India giving eonsidcration to lier own s|)ecial problems of 
Exchange and Currency, with a view to cfleeting stability of the one and institu 
ting a more automatic system of the other. 

3. My Committee have cionsidered very fully the problems involved, and I 
am to lay their views liefore you under live main lieailings, e/r. .• 

(a) The Standard in relation to whii h the rupee should be stabilised. 

(b) The Patio between the rupee and the standard of value. 

(e) The CurriMicy Deparinient in India and in l.ondon. 

{(I) The Homittanec business of the Covernment <d’ India. 

(а) The Cold Standard Ueserve. 

'I'llE ST/VNU/Utn. 

4. Inasmuch as gold is the world's standard of value my Committee are ol 
opinion that stability of the rujHH? in India must eoniiote stability of |mrehasing 
])ower in terms of gold, and they therefore feel that stability of the rupi*e can only 
Ijc assured by basing the rupee on gold. My Committee have discussed the, com- 
parative importance of stability in internal jirices and foreign exchange, and 
while they agree that it is desirable that internal prices should be as stable as 
possible in relalion to the currency, it would a])pear to them to be impossible to 
ensure complete stability of inlernal prices, wliicli must be subject to iulluences 
which do not affect external prices, and they consider it of prior im|)»>rtamx^ that 
Indian Exchange should lx? stabilist'd in relalion to tiu? world s standard cd' 
value. 

5. Agreeing as they do that gohl shouhl be the .standard of value on which 
to base the Indian Currency, my Cimmiittee have considereil whether it is advis 
able that India should revert to a gold exchange standard, or whether she shouhl 
attempt to instal a full gold standard and gold currency, and I am to say that 
they consider it desirable, with a- view to stabilising exchange that India .should 
ultimately have a full gold standard and gold currency. 

In arriving at this lonclusion, which corresponds with the viinvs they have 
■ advocated for a great many years, my Commiltee have been inlluemu'd by several 
considerations, viz.:- 

{a) The more automatic nature of a full gold currency makes a strong 
appeal to the commercial community, whii h would naturally be glad to .si?c 
any form of inanagement of the country’s cun-ency and exchange policy 
restricted as far as possible. 

(б) They feel that a gold standard and gold currency, if gold could 
be made to circulate, would probably have a relatively greater stabilising 
effect on internal prices than a pui-e rupee currency working under a gold 
exchange standard. 
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(r) They Tool a {fold curiviicy, divorml from liourd'mj' itdlucnct’s, 
wttidd bf nil no easily oapabio ol' cojitraol ion tliaii a nipoo ciiiTotioy, iriiisinuo]i 
as ni|)Oos are noil her exportable in I be same manner as f^old. nor meltable 
witlioiit loss, ami this eapaeity tor eontraetion should have the elTeet i'.i 
the long run ot prodiieing greater slabilily. 

(</) They are of opinion that a gold etirrebey would pntbably have 
the eltect ot imparl ing eoididenee in batd^ing amongst the people ot India 
as the result ot the hnowledge that gold eonid always be obtained in 
exfliange tor a ehetpie. In this eonneition my (‘ommittee would prefer 
to see the iisi' oteluapu's rather thatt of t urrem v notes eneon raged in Fiidia, 
and it their premise is eorrect it follows that the ust of eheques would 
be promoted, and this would in its turn give greater elastiiity to the eui' 
reiiey from the point ot view (d‘ the volume of credit being increased. 

(c) Nfy Commit t(‘e tn-1 that more actual gold would be imported into 
India nndi>r a toll gold staiidaial and ciirreney than under a gold (‘xchange 
stamiard. and that this would automatically ensure the aciTetion ot greater 
real WTallh in terms ot the world's standard of value. 

(/) Mv Committee feel that the rural popidatiou prefers gold to silver, 
ami they consider that this, coupled with the strong political demand tor 
gold in India, is a factor which should be taken into cotisi«h;ration. 

ti. My Committee realise that a gold standard and tiirrencv would he more 
co.stly to maintain than a gold exihange .stamiard. ami that in Kuropc it is con 
sidered uneconomical to dissipate gold res»“rves in actual enrrem y. but they feel 
that in this respect India cannot be judged .solely by We.stern standaiwls, and that 
the mentality of tlie average Indian must be taken into consideration. 

7. My Committee have given consideration to tlu* problem ot hoarding in 
India, and while they agree that a gold currency in its (ir.st stages might increase 
the leiidencv to hoard, they W'ould point out that the gold exchange standard has 
not stopped the hoarding (d' the precious metals in the pa.st. whilst it is more than 
possible that familiarity with a gold currency and the knowleilge that gold could 
he obtained at will in exihange tor a token coin would ultimately promote the 
eoididenee ucee.ssary to reduce the tendency to hoard. 

8. My Committee have further tliseussed whether there is a real risk with a 
gold eurreiiey in eireulatioii that gold would nut he fortheoming tor export when 
recpiircd exeept from the J’aper Currency lleserve; tor if it could he shown that 
this would be likely to occur, there would exi.st, of course, an argument of .some 
weight against a gold curroiiey, tor eoiitrnetioii would become diflieult to edeet ; 
but while an expression of opinion on this ])oird I'an at lK*st be eonjeetural my 
Committee would point out that a falling exchange normally follows crop failures 
ami the swinging <d‘ the lialaiiee of trade against India, and that under the.se eir 
eiimstanees it is more thaji probable that the peopb* woiihl bo toreed to part with 
a port ion of their gohl. 

9. If a full gold stamlai’d ami eiii’reuey were in operation my Committee 
are agreed that a necessary (;oucomilaiit would bi“ legislation providing for the 
compulsory conversion ot ruiiees into gold or gold into rupees, on demand, but 
they feel tliat it would be uiisute tor (lovernmeiit to ai-ec[)t the tiUl responsibility 
ot conversion ot rupees into gold without in some way limiting the issue ot silver 
ru[)ces or the i.ssue ot Jiotes against a hacking ot silver, for not only would it 
appear necessary to limit the liability of Covernment in tliis connection, hub also 
it is doubtful whether the objective ot a real gold currency could ever be achieved 
as long as there was no limit to the coinage ot rupees. 'Phe advisability of con- 
tinuing to purebast? unlimited stwks of silver, which can alter in value in terms 
of gold, and the fact that an unlimited numlier of token coins in circulation may, 
by their very number, and the fact that they are unlimited legal tender tend to 
depreciate the value of the rupee evmi umler a gold standard, are factors which 
my Committee consider should be seriously considered. 

My CoTumittoo do not subserilK* to the theory that a gold currency cannot 
exist unless the major (jortion of the eirculating'curreuey consists of gold. They 
liold that the adoption of the principle of (xmvertibility into gold would in itself 
en-sure the existence of a gold currency. Hut at the same time they arc of opinion 
that the full advantages of a gold lurreney cannot be obtained merely by increasing 
the gold element in the silver currency. The actual circulation of gold, coupled 
with the acceptance of the principle of convertibility would, they feel, tend to 
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give greater stability to internal pria's, anti also to oiieonnige lianking, so that 
any means to secure tliostt ends, such as tlie liniitalion ol' the coinage ol riqiees, 
wtmld appear worthy of consideration. They wish it to be understood, however, 
that they do not advocate the liiuilatioii of the issue of ru])ees solely in ttrder !.» 
fttrec gt)ld into cireuhition, or in sneh a manner as delil)erately to contract the 
volume of circulating currency. In slitirt, they would be opposed to any attempts 
being made to force gold into circulation. 

'rii(‘y appreciate that the mcetingof all demands for gold migliteventually 
entail the melting down ol a portion of the silver currency , and they have con 
sidered whetheu’ (lovernment would ever find themselves, as a result, in such a 
|H).sitiou as to be unable to meet a .sudden ilemaud for rupees, but as the adoption 
of a full gold standard would of necessity have to take place very gradually they 
are of opinion that such a position would 1 h‘ unlikely to arise. 

10. My (kimmittee are inclined to the view that the sovereign is too large a 
coin to circulate freely in India, and they would prefer to see a smaller coin 
minted in India. 

11. 1 am to say, however, that while my (.'Ommiltei^ are of opinion that India 
sluadd ultimat(‘ly have a full gold standard and lurreiicy they appreciate that 
there are many and obvious dilliculties in the way of the immediate attainment 
of that objeiit. 'i'hey therefore recommend that as .soon as possible a transitioii 
period should be inaugurated, during which a gold e.\change .standard should be 
in operation, and that (jlovernment should endeavour during this ti'ansition ]M‘.riod, 
by the cri'atiou of sullicieut gold reserves in India, to place India in a position 
ultimately to adopt a full gold standard. 

12. With regard to the gold exchange standard that should lie in operation 
during the transition (leriod, my I'ommittee are of opinion that to eii.sure as lom 
plete a stability as possible aiul to render the system as automatic as possible it 
would be necessary to iiv both high and low gold [loints. and for (jiovernmeni to 
undertake, by statnU', to convert ru|M*e.s into gold or .sterling, at their option, on 
demand. My (kimmittix* arc of opinion that it would not be safe for (iovernment 
to undehake full conversion into gold at this stage. 

'I’nii liATlO. 

13. In discussing the question of what should be the ratio between the rupee 
and the standard ut value, consideration must be given to the e.vtent to w hich the 
rupee can be called a token coin. My Committee are of oiiiniou that the riqx'e is 
to all intents and purpo.ses a, token coin, whiih for many years [irior to the 
iindings of the Habington Smith Committee represented the. fifteenth part of a 
sovereign. 'I'lieoretii-ally the ideal token coin should never vary in its ratio with 
the standard of value, and its bullion value .should Ix^ low enough to permit oi' 
this .stability, but the problem ol the exchange value of the rupi'c is complicated 
by the fact that for generations before it became a lokcii coin the rupee was a 
standard of value, and is still looked upon as such in many parts of the country, 
and, moreover, that it is unlimited legal tender. 

My Committee submit not only that the bullion value of the rupee is, because 
of its universal use, somewhat greater than that of mo.st token itoins, but also 
that the gold value of the silver contents of the rupee, owing to its unlimited 
issue, is a factor that must inllueiiee the ratio between it and the standard of 
value, 

14. The fixing of the ratio at 2.'>'., following the recommendations of the 
Habingtou Smith Committee, has Ix'en proved in the light of subsequent events 
to have lieen premature, for this ratio has almost from the beginning been ino])e.ra 
tive, and the subseipieut rapid fall in exchange to below l.s-. 4r/. was only to be 
expected, but it is interesting to note the manner in which the gold price of silver 
influenced that Committee in its ileeisions. 

The jisein exiihange from the l.v. 4ft. level in 1923 to the !.«. (Sd. level, at which 
it stands to-day, was clearly due to a series of favourable trade balances, and 
might have been prevented by the liquidation of those balances with imports of 
gold, 

(ft) If the ratio betwmi Iherujiee and gold had been such as to jx'r 
of gold being bought and tendered in exchange for rupees. 

(6) If sullicient gold had been available for this purpose. 
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(c) If it had been considered prudent to expand the currency to the 
extent of the imports of gold that would have been necessary. 

(rf) Tf it had been considered safe to allow the percentage of the gold 
value of the silver rujjcc to increasi*. 

My (lommitttKi Jnivc held throughout that it was inadvisable to make any fresh 
change in the ratio until suidi time as gold prices and values showed real signs of 
stability, and, because of the extent to whioli Indian foreign trade is conducted in 
sterling, until it had been found jiossihle to restore the gold standard in the United 
Kingdom. Consequently, they have been opjxised hitherto to any fresh change 
being made in the jiresent inoperative ratio of 2*’. lint apart from that they 
would point out that the free export of goUl from the United Kingdom was not 
permitted until early in 11)25, when exchange was already at over U’. Gd., so that it 
is iinprohahle that sudicient gold would have been forthcoming as long as the 
control of gold lasted to have enabled the rate of exchange to be kept down at 
4d., oven had the ratio been altered from 2.«. to l.<f. 4d. 'And, as it would 
appear to hav<^ lieeu impossible for (ioverumerit under its statutory limitations 
to have sold and eoined suflicient rujiees against {lurehases of sterling securities 
to liave ensured the rupee ri'inainiug at 1.«f. 4f/., it apjiears to my Committee that 
the rise to !.<?. Gd. was inevitable. (.SVv Appendix A — Average Exchange Rates, 
and Ap|)en(lix IV- Imports of Gold (^)in and Ihillion.) 

15. The question for consideration now ap|X‘ars to bo whether there is any 
Justification for an attempt lieing made to stabilise exchange at its former ratio of 
i.s'. 4d., or wlicther it is advisable to stabilise it at its present level of l.s‘. 6d. or at 
any other level. 

In (liscussiug this matter my Committee have, given the fullest consideration 
to the question whether a change in the ratio of a token coin involves .any section 
of the i)eop]e of India or .-iny part of India’s cominerciiil activities in hardship or 
loss, and they arc agreed tliai any alteration in the ratio, which has as its effect 
an iiuiroa.se in the gold value of the rupee, must, to the extent that a complete 
adjustment of internal prices fails to take place, result in indirect taxation of a 
large section of the agricultural population, and must also lu> detrimental to local 
industries, and inasmuch as my (k*mmit(ce are of opinion that si country’s main 
obligation is to its internal debtors they agree that every effort should l)e imide to 
stabilise exchange at a figure as near tlie original ratio of ts. 4d. as pinssible. 

But they would juiint out that a return to Is. 4d. would involve • 

(flf.) A large expansion of the currency. 

(/>) A I'ise in the internal price level. 

(r) liOsses to (loveriiment in connection with the payment of home 
cliarges, external debt, &e., which might or might not be halaiieed by 
iiu-reased customs duties and greater prosperity. 

'rhese consideration.s in themselves are sufficiently serious, .and in particular my 
Committee have grave doubts wlicther in the (went of the bahance of trade eon- 
tinuing heavily in favour of Fudia and the ratio being brought down to Tv. 4//. 
it would he possible to adjust the balance by means of gold imports without 
expanding the currency to a point that might be daiigcnais; and my Committee 
would also point out that when the ruiiee was fixed at l.v. 4(7., the gold value of 
the fine silver contents was 1 i.r., 71 per cent, of the currency value, while 

tii-day the gold value is 12'2H5(7., or about GH per cent, of the currency value, 
wliercas if the ratio were to he reduced to l.v. 4(7. the percentage would at oaw be 
increased to 77 ])er cient. Therefore, taking into consideration on the one hand 
the inerea.sed cost of production, and the fact that it is improbable either that 
the price of silver will return to its pre-war low levels or that the gold value of 
(he silver in the rupee will nxrdo from its present level, .and on the other hand 
that it is not im])ossib]o that the j)rice of .silver may rise and that it would appc.ar 
impos.‘'lhle. at all events for m.anv years to come, that the rupe,e will ever be 
displaced as a form of turrenev to siich an extent that the value of its silver con- 
tents will no longer contimui to lie .a factor affecting the ratio Ixjtween it and the 
standard of value, my Committee are of opinion that it would be a grave risk to 
alloAv its bullion value to approac'h any nearer to its currency value than it is 
to-day. Ill this connection, I am to express the view of my Committee that an 
alteration in the issue or fineness of the rupee should not be considered as a pos- 
sible .solution of the diffieulty I have s(‘t ont. for any debasement of the rupee 
would, in the opinion of my Commit.f,ee, cause the gravest distrust in the whole 
fabric of the currency. 
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16. The conclusion iny Committee have arrived at therefore is that it is 
desirable, as soon as possible, to alter the ratio from its present 'is. level to that 
of Is. M. Unless the is. ratio is altered it is clear that autouiatie eurrwuy ooii 
ditions cannot be restored. The level of l.v. iUl., on the other hand, would appear 
to my Committee to be one that will ensure a free How of gold into India, and 
they feel reasonably confident, now that the United Kingdom has returned to a 
gold standard, that the hnv gold point of l.v 5 13/1(5^/. can be safely maintained. 

C URRtUN ( : Y 1 ) K P A a I'M Ji iN '1'. 

17. My Committee have discussed wJiether it is desirable that the control 
and general management of the Currency Department in India shmild remain 
as at present or whether it should be handed over to the Imperial Hank of India. 
I’he work and responsibilities involved wouhl apjiear to embrace ; 

(a) Issue of notes and their cancellation. 

{bS llegistration of notes of high denomination. 

(o) Provision and control of imdallic and other resci'ves. 

\a) Management of currency chests and sub-chests in all large 
centres and in up-country treasuries and sub-treasuries, including the 
transfer of funds. 

(«) The supply of currency of required denominations to the public 
and to up-country treasuries and sub-treasuries. 

(J) The provision of suiricient currency of each denomination, metallic 
and pajier, including small coin. 

{g) The handling of claims on half, mismatched, and imperfei l notes. 
My Committee are of opinion that the Imperial Hank of India couhl not under- 
take this work unless they were j)ermittcd to absorb the |K'r.sonnel (d‘ tlu' (hirrency 
Department, and, moreover, that a transfer of this n.'itun* wamld entail the 
making of a fresh agreement between the Covernment (d“ India and the Imperial 
Bank of India in which the safeguards ne<-essary to ensure the lorrect function- 
ing of the new department couhl be provided- for. 

Provided that the alworption of the Currency l)(*partment’s stalT is possible, 
and that such a fresh agreement between the Covernment of India and the 
ImjMjrial Bank of India were made, my Commit, tec are of opinion that the co- 
ordination between Hanking interests and the Currency l)e])artment, and tlie 
elimination of dual control that would re.sult from the transfer, both of which 
would tend to promote greater (‘llicieney and elasticity in the working of the 
department, would result in advantagi's suHUieutly solirl to make the transfer 
desirable. 

18. My Committee are satisfied with the present denomination and currency 
of the note issue. 

10. My Committee would prefer an automath* increa.si* in tin* volutne of 
currency to any system giving a slow and .steady annual addition irrespective of 
the volume of trade. 

(lOVKK.NAIKXT PkM 1TT.\N( T.S. 

20. Inasmuch as the Covernment of India must be responsibh? ultimately 
for the support of the gold exchange standard and for all book profits and loss<'s 
on exchange in (iounoction with Covernment remittances, my Committee are ol‘ 
opinion that Coverjiment remittanwjs should remain under Covernment control. 
At the same time, they feel that it would be impossible for the Imperial Hank 
of India to manage the Currency Department in India with any degr(*e of 
efficiency or confidence unless it were p(^rmitted not only to operate the, high and 
low gold j)oints under the gold exchange standard, but also to exercisi? a fair 
measure of discretion in the remittance of Covewnment funds betw'cen the gold 
points. The exercise of these functions by the Imperial Hank of India w’ould 
tend, in their opinion, to give a very desirable conLiiiuity of control ami would 
enable the commercial community to keep in closer (ouch with tlie ('urrciicy 
Department My Committee feel tJiat it would not be impossible for the Covern- 
ment of India to maintain the ultimate control w-hich in their oppinion is do.sir- 
able, and at the same time not to interfere unduly with the Iinperial Hatdc of 
India in the execution of its duties, and they would like to the rciniUaiice 
business of the Government of India managt‘d by the Imperial Hajik of Imlin 
under these conditions. 
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But, whether the Cnrrciu y Depart men I is hamlcd over to the Imperial Bank 
of Imlia or whether (jovernnuMit continiies to manage it as at ])resent, my Com- 
mittee arc strongly of opinion that (Jovernment remittances .should be effected 
by means of public tender, either in Condon oi- in Inilia, rather than by private 
purchases of sterling, as the former method is more (‘(piitable, and promotes 
greater feeling of I'onlidence in the mimls <if the public. 


P.M’KR Ct'RKENJ'V lilCSllRVU. 

21. Aly (’omtiiiltee are sjilisfied with the joesent statutory limits governing 
tb(* lidneiary portion of the paper currency reseive. While (Im‘ nu'tallic backing 
provided would appear to be ample, they would not like to see this percentage 
reduced. 

22. My (\)tnniitlee woiibl like to se<‘ the management and investment of the 
paper (urrency reserve both in India and in 1 , 1^01011 in the hands of the Imperial 
Rank of fndia. 

2.‘} Whether there is a full gold standard tir a gt)l<l exchange stamlard. my 
Committee are of opinion that the home payments of tin* (lovernmeni of India 
will continue to make it neces.sa?T lor a bram h (d' the |):ipcr ciirri'iicy reserve to be 
held in T/mdon. 1'his branch should in their opinion be under the' control of the 
Itnperial Rank of India. 

24. My ('oinmittee have considered whether thei’e are a?iy methods, as yet 
untried in fndia, of providing for greater elasticity in the ciirrency, and their 
opinitm, expresse<l very generally, is that the only sound method of providing tor 
.such ela.sticity lies in the application of the American method, i.c.. the re dis 
counting by the Tm])erial Rank of India of up-iountry trade bills or hundies 
alreadv (li.scounted by smaller c(tuntrv banks and tbe use of these bills or bundies 
;is a backing for the issue of paper currimcy. 'Phis metlnxl. however, clearly 
depends on the growth of banking iti India, and my ('oinmittee are not prepareil 
to recommend that sueh trade bills or hundies, when discounted direct hy the 
Imperial Rank of fndia, should be used in tbe same manner. 

For the pre.sent. and as a last resouree. if a further expansion of the currency 
is felt to be an absolute nece.ssity, my (’omniittee think that it might be well to 
explore the possibility of using demand trade bills or hundies ilisconnted by the 
Imperial Rank of Tiiilia as a backing for the issue of paper i urrency. 


(Joi.n Stand.mm) Uksf.iu’r. 


2r>. >'ince my Committee have already expressed their opinion that the gold 
exchange slandaril should remain in existence for seAeral years to come, it follows 
that they advoeate the retention, for the ])resent. of the gold standard reserve. 
'I'hey h.ive consideri'd whether it w'ould lie advantageous to keep a whole or a part 
of tiiis reserve in India, but they are id' opinion, in view' of the imrpose for which 
this re.s(‘rve was formeil, that the balance of advantage lies in Mvping the whole 
of it in l.ondon. 'I'hey would recommend, how'cver. that it .should bo kept in the 
custody <d‘ the finperial Rank (d‘ India and that the investment of the fund should 
be manamMl bv that Iwidv. 


20. \fv Committee are agreed, after examination id' the trade figures for 
the periods lOR) Ri and 1021 2“), and particularly in view' of the slump year of 
1021 when the nett adverse balance again.st India amounted (0 I’Ol i millions, that 
the figure of C40 millions would appear to be adequate, for the purpose for which 
the gold stamlard re.serve was formed. 'I'hey recognise, howiwer, that what may 
be considered ade(|uate to day may 1h‘ inadequate in a few' years’ time under 
changed I'onditions, and they submit therefore that no ilefinite limit should be fixed 
to the amount to whii-h the reserve should be accumulated. 


27. My ('oinmittee have already expres.sed their opinion that the introdue- 
tion id' a fidl gold standard and currency could only be (effected gradually, that 
t.he first step towards its accomplishment would have to I'le the replacement of a 
part of the present paper eurrency re.serve in India with gold, and that in the 
transition period (Government .should undertake, by statute, hi convert rupees into 
gold or sterling. 

To convert the gold standard reserve completely into gold under these cir- 
cumstances would appear to my (''■ommittee but an unnecessary tax on India’s 
resources. I'hey recognise, if a gold exchange standard is to he the final object 
to lie achieved, that it xvould he fundamentally sounder for the reserve to be held 
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in gold, but they feel, if ji full g„ia stinKlor.l is to 1 h> iiinuMl at. tluU tlio iicfessily 
lor tlip oonvpi’sion int(t gold oi part nr Ihr wliolo of tbo gold standard resorvo 
should bo govoriu'd to a largo oxtoiit by (ho progross niadi* in oonvorling part of 
tbo paper curmioy reserve into gold, for prosnniably with a full gold standard 
the nceessity tor tlio si'parato oxistoneo of the gold standard reserve xvovdd (ease. 

While, therelore. they would he prepared to see a part of the gold standard 
iTservo gradually eonverted into gold, tlaw iVcd that this oonversion shoidd Ik‘ 
dictated by ciirn'iit ( ircumstanoos and not laid down as a luvessitv. 

As regards Iho use (d' this re.ser\o. iny Cominilhv are of opinion that it 
should bo used l)y the Imperial Hank of India, for the sn|)port (d’ exchange, in 
consultation with the (Jovornnu'ut of India. 
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statement of evidence submitted by Mr. B. F. Madon, of Bombay. 

The lorms of refereru'e to the Commission an* (1) to examino and report on 
theludiuii Exchange and Cnrreiu-y System and practice, (2) to consider wliethcr 
any inodilieation.s arc desirable in tJ)e interests of Jndia, and (2) to make recom 
mendations. 

Tiik System. 

We shall first see. what the system was. As a matter of fact, there was no 
well-thought out system. Steps were taken from time to timi* that tended to the 
establishment of the (jold Standard in India, but they were di.stonnected, and the 
bearing of any particular step on the whole was not very clearly ajipreciated 
by those responsible for it, but, by 15)13, we had muddled through somehow to a, 
system which the Iloyal Commission on Indian Finance and Curreniy of 1013 
described as a Cold S^taudard. This Commission carefully examined the s\stem 
and practice then in vogue, and their findings provide a nmst valuable indication 
of what the system was. They found that 

1. The History of the previous 15 years (i.c., 180S-I5)13) showed that 
the Cold Standard had been (irmly secured in India (paragraph 223, IV). 

2., 'fhc Indian System, as the crisis of 15)07-08 revealed it, is a Cold 
Hlandard supported hy Cold in l?e.serve with a. Ciirn'iny in internal ns<* 
composiMl mainly of ru|)ees and notes (paragraph 50). 

3. Experience has further shown that though in origin and 
machinery the Indian Currency System, based on what is now known as 
the Cold Exchange Standard Is different from (he Cnrreney Systems of 
sneh countries as llussia, Ilollaml, Japan or An.stria-lliingary, vet. in 
actual practice, these latter systems are. not very dilTerent froin that of 
India (paragraph 51). 

4. Tlicro remains the argument that without gold in aelivc circula- 
tion Imlia’s (.'nrrency system must remain a ‘‘ managed ” system, it being 
implied that a managed system is a. had sy.stem. 'fhe idea with which this 
managed sy.stem is eontrasleil seems to he the system of the United 
Kingdom, where fresh supplies of the only unlimited legal tender eoins, 
the sovereign and the half-sovereign, ean In* obtained at will hy any one 
who takes gold to the Mint for coinagi*. In our opinion this eontrast is of 

• no value. J'hero does not apjx*ar to us to he any es.«ential dilTerence 
between the power h) im|)oit sovereigns at will, and the power to have 
gold coined into sovereigns in India (paragraph (50). 

5. The idea of a gold mint has been })res.sed on (he ground that it 
would increase the amount of gold in circulation .... 'I'he idea 
that such a Mint would give India an “ automatic ’’ currency, in any 
sense, which is not true of the existing power to import .sovereigns at will, 
appears to us to be wlmlly without foundation (paragra])b 71). 

* 6. If Indian sentiment genuinely demands a Mint, there is no 

objection in principle to its establishment, ])rovided that (he coin minted 
is the sovereign nr the half sovereign (paragraph 223, VII). 

7. The only ]K)int of the (Titieism that India's Cnrreney System is 
managed, in a sense that is not true of the Currency of (he Thiited Kingdom 
lies in the fact that the rupee is a token passing at a value above its 
intrinsic value, and at the same time is ludimited legal tender. It is true 
that it is not practicable even to txmsider the limitation of the amount 
for which tlie rupee is legal tender .... (hut) it is not, in fact, 
possible for the Government of India to nianipnlatc the Currency for 
their own ends (paragraph 66). 

8. The priw of l.v. 4-ifl^. for Council Bills approximates the normal 
gold export point from I.ondon to India (paragraph 351). 

9. Act XXIT of 1899 making the sovereign and the half-sovereign 
legal tender throughout India, at 15 rupees to the .6 remains the only statu- 
tory provision for tlie rating of the rupee at l.v. \(l. and has the cITect of 
providing a statutory means of preventing the rupee from rising alwwe the 
par of Iv. 4rf. (paragraph 21). 

10. In 1906, difficulty in meeting the demand of rupees led to the 
formation in India of a Special Reserve outside the Paper Currency 
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Ituservo. This licserve was needed in ordei* to prevent the |K)ssibility of 
the excl»ange value of tlie rupee going to a preiuiuni over !*•. id. through 
a failure in the supply (paragraph 30). 

Jl. VV'e advise that tlie (jovernment should definitely undertake to 
.sell Jlills in India on Loudon (lleverse Bills) at the rate of Js. 3-29/35W. 
per ruiKse whenever tuilled upon to do so to tlie full extent of their resources 
paragraphs lOl and 223, XU). 

Troiii the above it will lie seen what the system in India was up to 1013, 
according to the Chamberlain Commission. 

We see 

1. That it was what is known as the Gold Exchange Standard. 

2. That this was really a Gold Stamlard supimrtcd by Gold in 
Ue.s(;rvo with internal circulation mainly in rujiees and notes. 

3. That the rupee was a token and was equal to the tifteenth part 
of the sovereign, i.e., l.v. id. gold. 

4. That 1a'. 4Jr/. was the upper gold jioint and 1a-. 33z</. was the lower 
gold point. 

5. That it was a part of the system that the rupee should not be 

allowed to go over l.s’. id. ^ 

(i. That the system |Hrmitted of our Currency being as “ automatic ” 
as in the United Kingdom. 

7. That it was not ])os.sible for the Government of India to mani- 
pulate the Currency for their own ends. 

TJio Chamberlain Commission came to the conclusion that the system as 
found by them was not essentially dilTerent from the Currency System of the 
United Kingdom and gave their beneiliction to it, adding that ‘‘ althougli the 
belief of the Committee of 1898 was that a Gold Currency in active circulation 
was an essential condition of the maintenance of the Gold Standard in India, 
the history of the jiast 15 years had shown that the Gold Standard had been 
lirnily seiaired without this condition ” (paragraph 223, IV). 

The Committee of 1898 above referred to is what is commonly known as the 
Fowler Committee and this is what they said on the subject of gold in 
circulation : — 

“We are of opinion that the habit of hoarding does not present 
such practical dilliculties as to Justify a permanent refusal to allow 
India to possess the normal accompaniment of a Gold Standard, vi/., a 
Gold Currency ” (paragraph 51 of their liejmrt). 

“ We are in favour of making the British Sovereign a legal tender 
and a Current Coin in India. We also consider that at the same time 
the Indian Mints should be thrown open to the unrestricted coinage of gold 
on terms and conditions such jus govern the three Australian branches of 
the Iloyal Mint .... Looking forward as we do to the effective 
establi.slnnent in India of a Gold Standard and (’urrcncy bsused on the 
princi}dc8 of the free inflow and outflow of gold we recoimnend these 
measures for adoption (paragraph 54 of their lleport).” 

This most important recommendation of the Fowler (committee was unfortu- 
nately brushed aside by the Chamberlain Coiriniission, and it is to this most 
serious defect in the Indian System that have to be attributed many of the serious 
errors in priictii-e that the authorities fell into in the past ten year.s, errors that 
have cost this country immense los.ses and have disorganised the trade and 
industry of the country. The view token by the Chamberlain (kmimission that 
gold in circulation was not necessary was based on the fact that the Gold 
Exchange Standard System seeme<l to them to have worked in every essenti^ 
particular just as well iis a (;Iold Standard would, and in addition seemed to have 
saved India an appreiuable sum in the way of charges for movement of gold to 
and frorn India to adjust the Balance of Trade, and brought further profits to 
the country in other ways. They naturally assunuid that the system would 
worked honestly, and tx>uld not foresee how much easier it was for Governments 
to manipulate such a ^stem to tide over their immediate difficulties. The 
experienc'es of the past ten years have unfortunately provided ample proof to 
the contrary. 
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TliK Pjuctice, 

We shall now examine what the pre-war practice was. A close examination 
reveals tliat it was not based on any clear understanding ot‘ the system. This 
was noticed even by the Chamberlain Commission, who remark in their lleport 
that “ the system actually in operation had never l.)een deliberately adopted as 
a cousi.st(mt whole, mu’ did the authorities themselves appear to have had a clear 
idea of the hnal object to be attained, and that to a. great extent this sy.stem was 
the result of a stn'ies of experiments " (paragraph 45). 

But even the Chamberlain (k)mmission do not seem to have bi'on entirely free 
from tlie same charge, as thisy too talk of the “ [)r(>lits ” on the coinage of rupees, 
and tliey too mix up Currency Resesrves with the Balan(*es of the Secretary of 
State. The pre-war practice will he more easily nndcrstiXHl by an examination of 
the various measures then taken, and by pointing out their analogy to what 
would have had to be <lone under a real Cold Stamlard System. 

The first stej) in going over from a Silver Standard to a Cohl Standard 
ne(;cssarily was the decision to close the Mints to silviir ami to issue fresli 
currency only against gold. Even here the mistake was made of doing this at a 
level several jience higher than the level that would have been jn.stified by the 
current price of silver, and this inllicted on this country live years of gi’oat 
misery, until the Exchange (X)uld be si‘rew’e«l up to l.v. 4^/] 'I'his was of course 
done on the recommendations of the Her.schell Committee of 1893, but reading 
their Beport one ennnot help coming to the conclusion that, in their recommenda- 
tions, they gave far greater weight to the real («• .snppo.si'd ditlu-nlt ics of the 
Government of India, and to tlie assumed im[K>ssibility of raising fresh riwenncs 
hv taxation, than, to the (rorrect scientific solution of the problem plai'cd before 
them, it is nece.s.'iary to point this out, liecause it was similar con.siderations 
of expediency that led the Babington-Smith (/ommittce into its Himalayan errors, 
and it is similar considerations that are being put forward to-day to once more 
divert attention from the ('orrect .scientific a.spect of (he ]n'oblem. However, the 
first step was tsikcn as above, and paved the way to an accumulation of gold in 
the Reserves. 

The next step was to try to force this gold out into eireulalion, but this 
effort failed as rupees continued to lie deinamled, and at one time sovereigns as 
well as notes went to a discount. Failing to undcrsUind the correct signilicant'C 
of this phenomenon, the authorities jumped to tl)e conclusion that the ]M‘ople of 
India <Hd not want a Gold Currency and that it was Ixst t() .s('nd the gold back 
to England. However, txv meet the persistent demand for rupees, it was deeidi'd 
to coin moi'c laipees and give them out agaiiust Lender of gold. 'I'he so-called 
“ profits ” of this coinage were, to lie kept in a iSiXH-ial Reserve. 'I’lie very word 
profits ” in this connection shows that the authorities had no clear idea of 
W’hat they had embarked on. The position really was this. I f gold was tendered 
to the tiurrency Ollice and Notes were a.sked for, then all the ICk/. tendered 
would go into the Beserve, and a. piece of pajier- a Note?-- would go out, and the 
gold would have to remain there, until the Note came back for enca.shmeiit. 
Similarly, when it was ruiiecs that were called foi‘ jiart of the Kh/., say 11'/., 
would go out as a piew of silver, and the re.st would have to remain in the 
Kie.serve, to meet enca.shment in gold oj this xilrer Note when it hap|Kmed to he 
presented. But the authorities considered it to be ‘‘ ])rolits ” and a ])art of it 
was actually divei ted to raihvay building. 

So little was the true function even of the Gold in the Paper (hirrency 
Beserve appreciated that when Indian Exchange became very weak in 1907 8 and 
Gold was reimircd to adjust India’s adverse Balance of Trade, the authorities 
could not maKC up their minds to give it, althongli the Fowler Committee had 
clearly laid down that while the Government of India slionld not be bound 
by law to part with its gold for internal purposes, they regarded it as the. 
principal use of a gold reserve that it should be freely available for foreign 
remittances whenever the Exchange fell below specie point. Under an effective 
Gold Standani tliis would have automatically taken place. ITnder the Gold 
Exchange Standard the. authorities evidently thought there was no obligation on 
them to do it. The same want of appreciation of the true function of this gold 
had led to the ^serves being invested in British securities, and the hesitation 
to give gold out was probably due to difficulty in realising such securities, because 
there was a monetary crisis raging at the 'same tin^e in Europe and America, 
However, after some hesitation sterling was offered, a.nd sales were continued 
until exchange again became steady and recovered to within gold point. It was 
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the Chamberlain Commission tliat lirst definitely laid down that Government 
should undertake to sell Hills in India on London at Is. 3Sirf. per rupee whenever 
called upon to do so and thereby indicated tlie action that should be taken in 
the Gold Ivvchaiige Standard System when the lower gold Point, i.e., India’s Gold 
Export point was reached, llencelorth, Council Bills were to be sold at l5. 4Jd. 
and sterling received by the Secretary of State for India, and Reserve Bills sold 
at Is and sterling fuid out by the Secretary of State, in the same way as 
Gold would have «)ine in or gone out at one of these two ixiints, and it was only 
then that the claim that the Gold Exchange Standard System was the same as a 
real Gold Standard with gold in Reserve, had any justification. 

There were two separate Iteserves. There was the I’apcr Currency Reserve 
and there was the Gold Standard Reserve. The gold in the former was that 
which came in to Ixj tendered in exchange for Indian Currency whenever the 
Balance of Trade was favourable. The Gold in the latter was the so-called profits 
on new coinage, 'riic real function of either of these Reserves was never clearly 
undersUKMl. VVe have already seen that it was not clearly understood by the 
authorities that Paper Currency Gold was for conversion of the note issue 
for liabilities to be met outside India, i.e., conversion of internal currency into 
international currency, but the authorities did awaken to a true appreciation 
of it later on. However, so far as can be seen, the true function of the other 
Reserve, viz., the Gold Standard Reserve has never been clearly appreciated, 
'rhere seems to have been no recognition anywhere of the fact that this Reserve 
was for conversion of the other Notes- -the 5lotes printed on silver — if they t^ne 
back in some big crisis to be converted into international currency. Both these 
Gold Reserves against oui‘ N*jte Issue (paper as well as silver notes) were regarded 
merely as a fund from which the Government of India and the Secretary of 
State were to meet their sterling obligations in the event of a falling oft' in the 
demand for (Council Bills, and it was even thought that the latter (the Gold 
Standard Reserve) could be legitimately invested in the building of Railways. 

It was also decided to keep both these Reserves in London, on the ground 
that they would in any case lie wanted in J..ondon, and it was ncecllessly expensive 
to allow the gold to first come to India, and then be sliippcd back to London, and 
accordingly the rotes for Council Hills were so adjusted as to divert all gold from 
India to Loudon. 'rids has been one of the sorest jxiints with Indian public 
opiidon, and the llahingtou-Smith (^aumitlee triwl to conciliate it by recommend- 
ing that the whoh' of the Gold in the Paper Gurrency Reserve, and one-half of 
that in the Gold Standard Reserve should lie held in Imlia. However, what we 
are now concerned with is the imdhod of the diversion of gold from India to 
jjondoii. 

'rids diversion was elTected by means of Sales of Council Bills, and naturally 
resulted in sales of far larger amounts than was neeilcd to cover the Home 
charges for the year, whenever the Balance of 'I'rade in India’s favour was very 
large, 'i'here was bitter (wntroversy over this prwedun?. On the one hand it 
was contended that such oversales unnecessarily transferred larger amounts from 
India to London than was necessary to meet the requirements of the Secretary 
of Slate, and that such balances were then lent out at very t;heap rates to the 
London money-market and benefited that market at the expense of India, where 
th(! withdrawal of such funds was considered to be one of the causes of high 
j’ates in the cxmntry. On the other hand, it was contended on behalf of Govern- 
ment that the extra sales were made by Government in order to .supply up to 
the limit of their ixiwer the demands of trade for funds in India. It was also 
urged that Government ought to take advantage of such heavily favourable years 
to remit extra amounts against a [xissible lean year that may follow. 

Both the above arguments showed that those who tixik part in this contro- 
versy did not uuderstaml the correct Ixsariugs of the Gold Exchange Standard. 
The Ghamberlain t ’/ommission seems to have had a clearer idea of what was 
happening as they say that “ If the expense and- waste involved in the shipment 
of sovereigns f rom India to London is to he avoided, it is necessary for the 
Secrctaiy of State to sell .suiricient drafts, not merely to meet his own require- 
ments on Revenue and Gapital Accounts, but also to satisfy the demands of trade 
up to such an amount as will enable the Balance of 'I'rade in India’s favour 
over and alxwc the amount of the Home Gharges on Revenue and Capital 
Account to be settled without the ex|K>rt to India on jirivate account of more gold 
than is actually recpiired in India for absorption by the public ” (paragraph 176 
of their Reixirt). However, even the Chamberlain Commission did not seem to 
sufficiently appreciate the real significance of these operations, b^use they 
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remark (in paragraph 178) that “ the interests of tra<lc were iiulee<l of high 
importa-noB, but tliat it was not the business of (Sovernnieiit to favour Iraile at 
the expense of general Revenues." This would seem to show that in their opinion 
trade wfis being fav<mrcd which was clearly an eiTor. They then lay down (in 
paragraph 179) that " the right view is that the extent of the sale of t’onneil 
Drafts depends on the requirements of tlooverninent Avhetln'r immediate or 
pros[)ectivo,” and that " if the (jovernment were to exceed their recpiirements, 
they would lay themselves o|K*n to the charge of manipulating (loverinnent funds 
for the benefit of trade (23aragTaph 180)." This last remark .shows that even the 
Chamberlain ('ommissiou failed to see that aitlivritt'd t/mirintis ii/i to the full 
vequirements of trade, i.e., up to the fuU extent of the surplus trmfe balance, 
was a necessary element of the (lohl Krehanye t^tandaid Sijstrni with Reserres in- 
l40ndon. II the Reserves had Ikhmi allowe<l to lx* held in india, the Secretary of 
State would never be a.sked to sell a single rupee more of Councils beyond his own 
requirements, because trade could take gold to the Currency Oflice in Bombay or 
Calcutta, and there would be no need for them to go to the Secretary of State, and 
that, therefore, all talk of convenieiu'o or of benefit to trade was misleading. 

Let us now examine the argument of the other side, i.e., t)f those who contended 
that immen.se sums were needle.s.sty transferred from India to London, and deprived 
the Indian money market of funds to which it was legitimately entitled. These 
people also failed to understand the c(»rrect a|)pli<.ation of the tJold Kxibangc 
Standard, and they t<x), therefore, failed to point out the real ecit, from which 
they somehow felt that they suffered. What happened was this. If the Cold 
Exchange Standard had been allowe<l to freel\' operate, all Council Bills over and 
above the amount required for the year for Home Charges wouhl have been under- 
stood to be, and treated as, substitutes for imports of gold to India for tender to 
the Currency Office. Therefore, fresh currency would hare come out into circu- 
lation against all such Bills, and the proceeds of such Bills would hare gone, not 
into the balances of the Secretary of State, but straight into the Paper Currency 
Reserve. This would hare prorided the automatic e.i /nrnsion of the circulation 
that the trade then required. Instead of this the exce.ss Bills were treated as 
additional remittances for the ordinary requirements of the Secretary of State, 
and nc fresh currency came out of the Currency Office until Covernment here 
found itself short of funds. The re.sult was that there was a transfer of funds 
from credit of Covernment to credit of banks. Not a rupee was added to the 
existing supplies in the shape of additional nunage or additiomd note issue, the 
automatic exfiansion of currency was prevented, and trade and indu.stry felt the 
pinch without understanding why. If the Bills had Imhui treated as on account 
of the Currency l)c])artnient, there would have been a fresh sujyply of funds in 
the Indian market, while the proc(*cds of such Bills would not have been permitted 
to go on the .short loan market in London, but would have l»een held in gold in the 
Currency Reserve or invested on behalf of the (hirreni'y Re.sei've. 

Failing to appreciate the true significance of e.xce.ss Coum il draw’ings the 
Chamberlain Cojiimission have also failed to give the correct lead in the matter 
of the amounts to l)e drawn and the rates at which they should be drawn. 'I'hey 
say that “ the India Office perhaps <lid sell Council Drafts unnecessarily at very 
low rates on (X’casions when the T.ondon Balance was in no need of replenishment, 
but they still did not recommend any restrii-tions upon the absolute discretion of 
the Secretary of State as to the amount of Drafts sold or the rate at which they 
were sold, lirovided that it was within the Cold Points ())aragrapli 2‘2fi).’’ A 
correct apjdication of the Cold F.xchange Standard, as defined by this Commission 
itself should have led it to lay down that while the drawings for his ways and 
means requirements as budget ted for might bo at the liest current rate* within 
the Gold Pointe, exactly as the drawings of any merchant who had liabilities to 
meet in England, the other drawings, i.e.. those on account of the Currency Reserve, 
should be at the Cold Points and the Gold Points only. 

We have now seen what the pre-war system and 2)ractice was. We have seen 
that the various steps that were taken were taken at haphazard, and that there 
was no clear understanding of the system and of its wfmking as a whole. The 
crisis of 1907-8 found the authorities unprepared as to their obligations under the 
Gold Exchange Standard System. As the Chamberlain Comtnission remarks. 
“ no one in either official or unofficial circles had any exjierience rif the madiifiery 
required for meeting the crisis, nor had any plans been fully worked out in advance 
for dealing with such a crisis.” Hardly had the ink been dry on their Report, 
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* For this, the method of public tenders is the best. 
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then the war came on, and the authorities were face to face with another crisis, 
and the mistake of 1907-H was repeated, i.e., gold was again given out for internal 
pur|)oses, but they had to stop this very soon. Drafts on l^ndon w'ere, however, 
also offered at the same time, and again, as in 1907-8, a little under £9 million 
sufficed to tide over the period (d‘ weakness of exchange. Hoth the above crisis — 
that of 1907-8 and this one of 1914-15— were of a temporary Balance of Trade 
a(ininst India. The (hirrency System of the country had now to face a different 
kind of crisis, viz., that of a heavily fuv&imible Balance of 'Irade without the 
normal means of adjusting tlie same, as there was a general embargo on the export 
of gold by all the principal trading countries. Once again the Indian (currency 
aullioritics were found unprepared to meet this eventuality, and once more the 
country liad to pass through “ a series of exiieriments ” some of which have cost 
it extremely dear, and, what is still more uniortunatc, the end of thorn is not yet 
in sight. 

After the first shock of the War had been got over, there arose an immense 
demand for Indian goods and services, and the Balance of Trade in favour of India 
began to grow rapidly. The position was ahnormal, Irecausc, normally, the 
drawings of the Secretary of State for meeting India's liabilities at home would 
set off a good part of its favourable Balance of 'I’rade, Imports of Treasure would 
set off another very considerable part, and only a small amount would remain to 
be adjusted by imports of cash (/.«., gold for tender to the Currency Office). But, 
Avith the ju'ogress of the War, the first was almost entirely eliminated, because the 
Secretary of State had to receive in r.,ondon, by way of recoverable expenditure 
incurred by the (joverniucnt of Iiulia ou acixmnt of the Imperial Government, 
very large amounts which not only covered the Home Charges but left a large 
surplus. As for 'I'roasure, gold was out of the question, and so the whole of tlie 
surplus had to bo brought in, either in silver or in cash. The position was further 
complicated by the fact that the Government of India had to make enormous 
disbursements" for War purposes, both on its own account and on account of the 
British Government, and very large amounts of currency were needed. As the 
condition of the masses was also much more prosperous ou account of the War 
demand for their goods and sijrviees, the demand for silver for ornaments was also 
daily larger. At the .same, time, the output of silver from the mines seriously fell 
off lor various reasons. As the Indian Currency authorities never gave much 
thought to their Currency jirohlem until they were face to face with them they wont 
on issuing Currency in India against tender of Sterling to the lleservo in London, 
and went on coining and giving out rupees as long as the silver was to lie had. 
If we had lieen on an effective Gold Standard with gold in circulation, such a 
thing would never have happened. The Indian Government like every other 
gold country would have been fon-ed to go to inconvertibility of the Note Issue, 
from the very lieginning, as in Egypt, but the existence of the fraudulent rupee 
(the token that mascpieraded as the standard coin) -enabled tbc Indian Govern- 
ment to maintain a sheuv of convertibility of their Note Issue till well into the 
latter jiart of 1917 without any change in the system or practice. Silver had 
already begun to rise from the strain nut on it, and in Augu.st, 1917, it bad risen 
to a point where the bullion value of tlie rupee exceeded !.<?. 4c/. The first alierra- 
tion from the Gold Standard then came about, 'fhe ])ublic was gravely told by 
the Secretary of State that he could not sujiply further coin without loss and 
that con.sequently the rate of exi-hange had to bo raised to 1.9. 5c/. The rate was 
further rai.sed by .successive stage's to as much as 2k 4c/. by December, 1919, on the 
.same ground, viz., that of lo.ss on coinage of ru|)ecs at the then ratc^ of silver. The 
authorities seemed to have clean forgotten the findings of the Chamberlain Com- 
mission. They seemed to liave forgotten that India had been placed on a Gold 
Standard and that the rupee was only a token- -only a note printed on silver — and 
that if the material on which this note was printed proved too dear, the right 
way was to ii.se other or c.hea[)er material. That the highly intelligent men in 
charge of our Currency System should so easily fall into such gross error is 
sufficient proof of the deceptive nature of the Gold Exchange Standard System. 
I Avas among some of the first of those whose raised their voice in protest against 
this heresy of changing a unit in a (fold Standard System on the ground of a change 
in the value of silver, but, as mentioned above, the authorities went complacently 
on their way. What they could have, and should have, done is de.scTibed in my 
Memorandum, submitted to the Babington-Smith Committee, of which I attach 
a copy herewith, and to which I beg to refer. It is noteworthy that, a little later 
on, when .silver touched a higher level, other countries including England had 
exactly the same problem to face in respect of their own token carrenqy, and we 
all know how they faced it. 
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Ihe next important stage in the practice wras reached with the Report of the 
Babington-Smith Committee. The terms of reference to this Committee were : — 

“to examine the effects of the War on the Indian Exchange and 
Currency System and practice, and on the position of the Note Issue, and to 
consider whether, in the light of this experience and of possible future 
variations in the price of silver, modilicatioiis of system or practice may be 
required, and generally aa to the pcdicy that should be pursued with a view 
to meeting the requirements of tr.iide, to maintaining a satisfactory 
monetary circulation and to ensuring a stable Cold Excliange Standard.”* 

This famous Committee came to the conclusion that the price of .silver was 
likely to remain high, very high, for manj' years, that it could not in any case fall 
below G. $l j)er oz. for years, and that the rate of the rupee would have to ho at 
least l.sr. 6d. gold to fit in with this ]irice of silver. (They have not told us what the 
price of silve/r had got to do with a gold Unit as the rupee undouhtedlv was in the 
Gold Standard System, but this is ouly by the way.) But while this Committee 
was still sitting, Exchange had lieon put up much higher, and it seems to have 
aroused ambitions in influential (juartcTs of putting India hack to which was 
the coveted goal in the early ’nineties, ami the return to which ivas being urged in 
Anglo-Indian circles ever since 1917. Hence l.v. (id. was not good enough. I'lic 
opportunity of putting the rupee u]) to 2.s-. was ton good to lie mis.sed, and .so this 
famous Committee decided to recommend 2.v. and they regale us with sophistries 
to justify this cour.se in paragraph 43 of their Report. 

To further Ju.stify thismo.st unwarranted course they went into an argument 
about prices, which be it remembered, did not form any part of Iheir terms of 
reference. They forgot that India was not the oidy country that was suffering 
from high prices. England suffered still more, and yet no one in England liad 
dared even to suggest that there slunild he only 12 .shillings in the ,£ instead of 20. 
The British public would never have tolerated .such humbug, but apparently any- 
thing was good enough for India. This Committee Avas very emphatically warned 
against hasty action in the then abnormal circumstances, hut they had apparently 
a mandate not to disperse without definitely fixing a new rate, and so, fix it they 
did. The warning I refer (o above, came amongst others from (he representatives 
of the Exchange Banks who appeared liefore that Commiftee to tender evidence. 
This is what they said- - - 

Our ojiinion is that tlie conditions we have laicn going through during 
the last four yea rs — the war |)eri(Ml -have been ahsolutcly nrtificiid hi- evei'y 
may; they are artificial to-day, and it hardly seems reasonable to suppose 
that in the light of artifKaal cf)nditions you are giting to u])set a system 
which has been in force with inueh success from 1R93 to 1914. It seems 
unreasonable to do that in the light of the artificial conditions which have 
been ruling, and which have not yet disappeared. IE« frel that it is 
ahsolutp/y vrressary to gat hack to a. state of mtrwalily before any atte.m'pt 
is made iv any may to alter principles laid damn in lHft3 and as brought 
wp-to date, in the Chamberlain Commission- lleport of 1914. In view of 
the experience that we have been through during the last four years, ire 
cannot see any ground mhatever for making a. drastic change in India's 
Currency System. 

And again 

When things liegin to move in India, they move very (]nickly, particu- 
larly in a financial way; we have all had e.xperience of that. As to the result 
of what the changes may be. it- is impo.ssible for any of us to foretell, hut 
Avhen a change comes, it comes very quickly, and you may then look at a 
thing from a totally different ju'rsjiective to that in which y<ni look at it 
to-day. Your perspective to-day is marped; you are living in an artificial 
atmosphere. If you get away from that, your horizon may be totally 
different from what it is to-day. Judged in' the light of things as they 
appear to-day, 7 mould not say for a moment that me should formulate or 
' attempt to formulate an opinion nom as to what the permanent policy 
should be, which you may have to bring into force three years hence. It 
would be a waste of time In my opinion. 

It was most fortunate that the Babington-Smith Committee decided in spite of it 
all to fix some rate at once. Even this Committee did not feel itself on very sure 
ground as it hedged in its recommendation by saying that— 

“ If contrary to expectation, a great and rapid fall in world prices 
were to take place, and if the costs of production failed to adjust themselves 
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with cq|ual rapidity to the lower level of prices, then it might be necessary 
to consider the problem afresh.” 

Vet in spite of it all, they tlionght it incumbent on themselves to fix some rate, 
because forsooth “ postponing such action would entail prolongation of Govern 
inent control.” 'I'hey evidently considered such control very undesirable, but it 
was their own rash fixing of a now rate that led to such undesirable control over 
currency for another six years. 

I would beg to refer once more to my Memorandum to tins Committee, where 
I liavo shown from previous history why silver prices (and incidentally commodity 
prices too) were liound to come down (paragraph X, pages 5-7). I do this only in 
order that it may not lie thought that f am trying to wise after the event. The 
whole trend of the. Committee’s inquiry was in the direction of finding arguments 
for a preconceived ojiinion, otherwise the very fact that the great rise in the 
prices »)f food grains in the latter part of it) 18, which naturally affected the 
general |)rice level, was very largely due to the serious and widespread failure of 
crops in that year, and to which the ('ommittce’s attention had also been drawn, 
should have made them pause. 1 do not wish to tire the jiresent (^unmi.s.sion with 
further remarks, on the shortcomings of this Committee', and will, therefore, point 
out that the most important currency consideration, viz., the .sanctity of the 
standard unit, does not find any place in their considerations, nor do they seem 
to have perceived even distantly tliat the change they proposed would vitiate all 
contracts and would operate as a fraud on one of the ])arties to such contracts, 
lloth in the matter of the standard unit and of high prices the action of England 
for its own currency was mo.st circums]M?ct. and is in .strange contrast to the baste 
e.xhiliited in the case of India, ft has even liei'ti alleged in the press that- 

“ the error of the 1S)10 Committee would not have lieen perjiet rated but for 
the accident that one member was ab.scnt from its sittings when the most 
important evidence from India was given and on his return he rushed his 
colleagues into a sudden conversion to the Uco shillings rupee.'’ 

If this is at all correct, it shows how lightly que.stions so momentous to the whole 
e(!onomic fabric of India have been treated in the past. 

Wc now come to the next stage, whuh will ever remain a blot on the (’urrency 
administration of this country. 'J'he .Se(!retary of State at once accepted the 
recommendations of the above Committee, and is.sued certain orders for elTect to 
be given to them, the result of which was that there was a most criminal dissipation 
of India’s Currency Reserves through sales of Keverse Bills, Post OlTice Afoncy 
Oiders, Sales of Gold, etc., etc., the loss on which must run into enormous figures. 
I do not wish to take up any space here in a discussir)n of these most unfortunate 
operations, and would refer the Commission to a work called ” A Chapter in 
India’s Currency nistory ” of which I beg to attai'h a copy herewith. 1 would 
also urge that the corres])ondence between the Secretary of State and the Govern- 
ment of India i-e Exchange and (hirroncy for this period be called for, .so that the 
Commi.ssion may .see how far each step was justified by the circumstances of the 
situation, and who it was that was really res))onsible for thc.se disastrous 
ojM'iations. This suggestion i.s not })ut forward by way of mere i<llo curiosity. I 
.shall not l)e surprised if it turns out that persisten(e in the sales of Beverse Bills, 
etc., in spite of strong public protests, was forced on the authorities here by the 
India Office in spite of themselves, and, if it does turn out to have been the case, 
the (Commission may find it necessjiry to make recommendations that will free the 
Currency System from India Office domination in the future. The oidy other 
remark I woidd here make is that the operations undertaken for the establishment 
of their new ratio were very amateurish, and showed a (dear hick of apjueciation 
by the authorities of the working of the Gold Excliange Standard Sy.stem. It 
was again a series of experiments inflicti'd on poor India. 

'Ve now come to the next .stage. The frantic efforts made during the above 
operations had most miserably failed, and the rupee could not be maintained at 2s. 
gold, but went crumbling down to l.v. 10</. .sterling by Septemlier tl)20, which at the 
cro.ss rate of the day was even less than \^d. gold. 'I’he disasters .so far wrought 
might be put down by .some to errors of judgment in the then abnormal circum- 
stances all over the world, but nothing could justify the next step, viz., the change 
of the ratio in the Indian (k)inage Act and in the Indian Pajier Currency Act 
which was (arried through in spite of and after all these failures, and at a time 
when Exchange was already back to JOrf. gold. I would ask the Commission to 
look into the correspondence for this period, and see who it was that was 
responsible for forcing through this new ratio in spite of all that had happened. 
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Ou« ol the members of the then I^t^gislative Coimeil Mr. R. 1). 'I’ata — most 
earnestly prayed for only a postponement of this action till the following Session 
of the Assembly, but it was of no avail, and the new ratio was put on the Statute 
Book. I'he speeches of the Jfinance Memlx'r who piloted the two Bills through the 
(k)uneil are full of fallacies, whiclionee more show how little the Indian ('urrenoy 
authorities understood the system they were working. However, we need not go 
into these here. 

There was now provided a most jiotent instrument for rigging up Exchange 
by preventing automatic expansion of currency on the basis of Id^/. gold. Previous 
curreney history clearly shows that fmlia nee<ls an expansion of a lew' crores year 
by yeai, and that this was the case not oidy during the period before tlu* closing of 
the mints, but akso ever since l(k/. became elTective in ItMMl. 'I'bis one factor alone 
would slowly but surely have contrai-ted the circnlalion. and fortcd exchange up 
to the point aimed at. But as in ISS(7, the authorities foniul it too slow, and so 
not only was further expansion jirevented, but contraction of existing sn})plies was 
akso step by step carried on, as shown in (Chapters 0 and 7 (d' my book “ India’s 
Exchang<; Problem,” of which T beg to hand in a, copy herewith and to which 1 U'g 
to refer. 

To repeated rejircsentations to (lovernment that the Bill might hi* once more 
amended and the ItW. gold ratio re.stored, there was only one answer, viz., that 
W'orld conditions were abnormal, and they thought it best to wait. Meanwhile 
contraction of the circulation steadily went on. and the money market IxH-ame 
tighter and tighter, but tiovernment continued to claim that they were doing 
nothing, that the rise of exchange was natural, and that the money tightness was 
what ha«l happened frequently before in the busy season. I do not wish to tire 
ibis Commission with extracts (d' these replies, and will, tlierefore, content mysell’ 
with indicating the attitude taken u]) by (lovernment .since with regard to 
the restoration of the pre-war rate, as it has an impt)rtant bearing on the issues 
the Commi.ssion has now before them. Tn March lt)2d the 'I'. 'P. on London w'as 
about I.'’. 4‘rf. sterling, and the cross rate being about 4 (58 this rate was opial to 
only about gold. A return to I.'-'. 4d. gold began to be now a.dv(»cated from 
other quarters besides the Indian Merohaids’ (’hamber, and Prt)f. Jevons of Alla- 
habad, who probably had as great a share as any other man in the happenings of 
.1920, showed in a series of articles to the Times of Indin bow deflation had been 
evarriod on, and advocated a return to l.v. 4r/. gold. In July td’ the same year the 
Times of India had a special cable from London, which said among other things 
that — 

“ the general impression that the India Ofliee antlK)rities hare note in mind 
(I 'policy of stahilizhiff the rupee at l.v. 4d. is held to have l>eeu ('xercising a 
strong influence since early spring and preventing a rem^wed rise (in the 
rate of Ponneil Bills).” 

A couple of months later, i.e., in September lt)29. the Indian Merchants 
(.'hamber addres.sed the (lovernment once more and urged the restoi'ation td' the 
prewar ratio. But (lovernment had always the .same stereo typetl rcjdy. 
Exchange was then at about l.v. sterling which at thc! criws rate of tiie 

day of 4i55 equalled only alnnit 15^(7. gold, stt that the ratio of l.v. Ad. could hare, 
hem easily restored on the Statute Book even then, irithout adj ersely affertinij 
any interests irhatsoerer. But evidently the authorities wanted the ivde to bt' 
screwed up as high as it could lie done without drawing too much attention 
to the prowess. 

We now come to another .stage in the manipulat ions. The Homhay (Tiranirle 
in its issue of lOtb October, 1929, published a warning note from its T.ondon 
cori'espondent again.st attenqils that were shortly to be made on India’s (lold 
Reserves. On the 15th November, 1923, (lovei nment showed their hand. They 
came out with a fait accompli by announcing the transre,r from the Pa])er Cur- 
rency Reserve of £2.000,000 of gold and a substitution for the .same of 62,000.000 
of securities. 'I'o those who understood how currency was being manipulateil, this 
was clearly another step in thc ptdicy of deflation that ha<l been steadily pursued 
for years. However, the public wms told that it was all done to gvd a jirofit for 
India. Indians naturally wondered why the Bank of England failed to make 
similar profits for its own people by selling its own gold. It is difficult to .say 
where the authorities would have stopped but for the great outcry from Indian 
commercial circles. 

Then came a very elaborately drafted pronouncement by the Finance Memlier, 
Sir Basil Blackett. It was on the 4th December. 1923, on thc occasion of the 
meeting of the Associated Chambers of Commerce of India and Ceylon in Bombay. 
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fn this sjHJcch Sir Basil Blackett made a detailed examination of the reMurces 
India could command for the maintenance of the rate of Exchange, and his con- 
clusion was as follows: — 

“ There can be no doubt that in ])rcsent circumstances our Reserves 
are ample in cast* of need for the sn])port of exchange to the extent neces- 
sary to maintain the value of the Rupee at Kirf.” 

In the course of the same speech he explained that he would not have H\d. sterling, 
because exchange was I7f/. sterling then, and, going back to 16rf. sterling might 
mean inflation. On the other hand, he would not declare 16<f. gold to be the 
object, because, if this was done, 

“ an immediate tendency would set in for exchange to move towards its 
ultimate level; the future would be liberally discounted . . . export 

trade would be brought temporarily to a standstill, and, in fact, we should 
have been faced immediately by all the difficulties of an unduly appreciated 
exchange.” 

The cross rate then was 4-3.5 or so, which meant that Is. 5rf. sterling was equal to 
only about 15 3/16rf. gold. Tt will, therefore, be seen that the old ratio could have 
been easily restoreil even then, and exchange allowed to find its own level without 
lerious hardship on any one. The Itidian Merchants’ Chamber once again urged 
Government to take action, and pointed out that there was no question of linking 
with Sterling, because in our only two Acts dealing with this particular matter 
the Rnj}ee was linked to gold and gold only. This was in the middle of January, 
1924, when T.T. on London was I."-. 5JJ. sterling, equal to 1.5J. gold at the cross 
rate of the day. Money market was getting extremely tight, and a repetition of 
the exfieriences of 1807-98 was only averted by the issues of fresh currency against 
deposit of sterling in the Currency Reserves in London, and of Emergency Cur- 
rency issues, methods which were quite unknown 30 years ago. 

On 25tb .fauna ry, 1924, Government sent a re])ly to the above representation 
of the Indian Merchants’ (Jiamber, in which they said that- - 

” on the desirability of working towards an eventual restoration of the Gold 
Statidard both the Government of India and the Indian Merclnints’ 
Chamber were agreed, but if the ratio of l.v. Ad. gold was to be achieved, it 
would be necessary to begin by removing the dis(‘ount at which the Ru[ice 
then st.(H)d below ])arity reckoned at that rate.” 

This would convey the imj)rcssioii that the old ratio could not be rc.stored until the 
rupee was nearer parity. 

Exports were now very he.nvy, and .as automatic expansion of curreiuy through 
imjiorts of gold was not allowe<l. and Government gave out only as much currency 
as it thought best, we were face to face with a most serious financial stringency, 
and Bank Rate touched 9 jier cent, in the middle of Eebrnary. The position may 
be l)est descrilx’d in the words of a sjiecial article in the Times of India on IGth 
Eebrnary, 1924 : 

” It is reported that the Inqierial Rank ha.s already uti listed to the full 
amount permissible under the Pajwr Currency Act, the facilities from the 
issue of Currency Notes .against Commerci.al Bills of Exchange. Yet, in 
spite of the extra. Rs. 12 crores thus made available, the cash balance at the 
Ihnnk did not exc'ccd 12 crores, as shown by this week’s statement of affairs. 
When, by the amendment to the Act passed last year, the system by which 
the Bank was enabled to borrow from Government was extended from the 
maximum of R.s. 5 crores to R,s. 12 crores, an important advance in the 
facilities to im'ot the emergency demands W ca.sh was effected. Tt might 
be a.sked what the situation would now be, and to what level the Bank Rate 
would have risen at this juncture had it not liecn for the extension of these 
facilities.” 

This correspondent then urged a further extension of the emergency issue 
powers, and, in doing so, was merely voicing the opinion in commercial circles of 
the best method of combating the stringency, because it was not understood except 
by a few that it was the prevention of automatic working of the currency that was 
the real sourw of the trouble. However, we shall deal with this point when we 
consider the mollifications of the system for the future. 

The starvation of the country in the matter of its currency needs was the 
topic of the day, and was brought to the notice of the Finance Member by the 
Chairman of the Indian Merchants’ Chamber on the occasion of his visit to that 
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body early iu July, 1924, and a return to 4rf. gold was again urged. In his 
reply the Finance Member said : - 

“ The Government’s attitude is that it would he possible to pass an 
Act, here and now, to say that the riUure ratio of the Kinjee and gold shall 
be Its. 15 to the gold sovereign, (but) ... as a matter (jf Tact (he ratio 
betwmi the Itupee and gold has never yet been as high as !*•. 4</. gold. 

. . . It has been claimed in your speech. Sir. that India has b<?en starved 

of currency in the last year, that J ndia has not had the currency it required. 
If our hlea is to reach a parity of Is. 4d. gold at tlie earliest possible oppor- 
tunity we are, 1 think, o])en to the a»cusiUion that during the last winter 
we provided India wilh more currency than was necessary. ... If we 
altered the ratio to l.v. Id. gold, as suggested, 1 maintain that the new ratio 
woidd be equally inelTcctive (as the 2.s-. ratio) so long as wo did not take 
further steps so to manage or manipulate the ourrency as to .secure that the 
ratioof 1.«. 4^/. gold wore reached and Averc tnaintaine<i.” 

[t will be scon that the Finance Member here ahandon.s the argument he had put 
forward at the meeting of the -\ssociated Chambers that fmm (he very faet of 
this ratio being made the goal “ an immediate tendency would .set in for e.\chauge 
to move towards its ultimate level." lie also begged the whole qne.stion in the last 
senteime above quoted. There would have had to l)e mani])u]ation if the 
ratio was to he not only reached, but maintained, but uoIkmIv had sngge.sled that 
this was also to be done. 10^/. could have Imvii made the legjil ratio, and exchange 
could then have been left to find its own level. Hut (he object of Government in 
refusing to take action was to have a chanct* (d' tam]X‘ring wilh the rate a sccoinl 
time, as will be seen later on. 

The Finance Member took another opj)(»rtunity of defending Government 
policy against the charge of causing grave, monetary st ringency on the occasion of 
the oi)ening ceremony of the branch of the Central Hank id' India, l-imited, in 
Calcutta on I Ith July, 1924. Tic then said : 

“ Stringency in the money market has its roots in the facts of nature. 
In a country which is predominantly agricnltnral more currency is neces- 
.sarily re(piired in those periods of the year when crops are harvested. 

. . . I am not sure, however, that the stringency la.st winter and spring 

w'as not accentuated by the very fact that the Government were known to 
liave j)as.sed the new Act allowing them to increa.se the amount of Emer- 
gency Currency issued against ‘ hoondies,’ and were known to 1 k‘ desirous 
of mitigating stringency as far as ])o.ssible. If one of the results of the 
provision of emergency facilities is to lead to the locking uj) during .summer 
hv Hanks and others of funds, which tluy would otherwise have kept liquid 
f<)r use in winter, the emergency provisions can contrihnte nothing to a solu- 
tion of the problem, and we are just as w»'ll o(T without tln'in." 

The recourse to seasonal stringency as the real ex|)lanation of the problem showed 
that (government did not understand the meaning of an automatic ciirremy, nor 
ajjpreciate (he need (d‘ it. The charge on Hankers of imprudence in the invest- 
ments of their funds was equally unwarranted, and it was probably this that at 
bust com])elled the Hengal I'hamber of Commerce to speak out. 

In a letter ad<lrcs,sed to the Government of India and dated the 10th July, 
1924, they draw attention to the serious stringency that had prevailed during the 
past busy season, and point out — 

that this was due to the fact that the requirements of the country in the 
way of euiTeney were not being adequately provided for, that it would not 
be contested that eveiy progressive country requireil a steady iimrca.se in 
its currency year by year, that the sale of (’ouncil Hills die! not to-day 
ordinarily result in ah increase of currency, that it was only when the pur- 
chases were made by the Currency Department that additional currency 
, was created, and that a .suj)ply of currency adequate to the requirements of 
the country should be the paramount eomsideration. They t hought that the 
difricultie.s would disappear when an effective standard was again 
established, and that the weakness of the position in the present transitional 
period lay in there being no provision for a permanent or at least quasi- 
permanent expansion as distirifjuished from the sea.sonal increase. They 
then suggest purchases of sterling at the market rate ruling at any time 
when the Im^rial Bank balances were unduly, low, and payment for such 
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purchases from the Currency, and further emphasise that it should be it 
full amount of the purchase money, and not only Us. 10 per £ from Cur- 
rency, and the re.st from the Treasury, as wa.s lienig done by Govermnout. 

(This last refers to another of the devices adopted by Government for keeping the 
circulation restricted, and whi('h wjus in direct contravention of the provisions of 
the Pajier Currency Act.) The Bengal Chamber close the letter by rejieating that 
“ their Committee had grave apprelunisions as to what tlie situation would be next 
cold weather unless some remedial measures were put into ojieration.” This is 
emphatic evi<lence from European Commercial and Banking circles as to what 
the jwsitiou was. 'rhey. however, refrained from pointing to the need of a return 
to l.v. 4//., because during the previous four years, the Government had adroitly 
given the agitation for a return to the pre-war ratio a political turn, and the 
European Commercial Community w’as fierliaps anxious t«) Jivoid anything that 
tended to add to the supposed political difficulties of the Government. 

As Government nd'iised to take any action for the restoration of an effective 
standard in .spite of all that had hap])ened so far, the Indian Aferchants’ Chamber 
thought that the time had arrived bir the question to lie brought up before the 
T,egislative Assembly, ami their representative in the A.ssembly, Sir rurshotamda.s 
'fhakurdas. aci’ordingly put forward two Bills for the re-amendment of the Indian 
Coinage and the Indian l’a})er Currem-y Acts, so as to restore the pre-war ratio. 
This was in the latter part of Augu.st, 1924, and the Session of the Assembly ter- 
minated on the 23rd September. 1924. Exchange during this period fluctuated 
between 1.f. and 1.<f. 5|d. sterling, whii’h at the cross rate of the day was 
equal to l.f. 31^(f, to l.‘’. 4i(7. gold. It is most important to rememlier this because 
Government now claim that they cannot ])ossibly go back to 16r/. gold without 
serious injustice and hardship to various interests. Any amount of hardship 
.should not stand in the way of justice being done to the teeming millions of India, 
but if this difficulty is a. real difficultv. Government alone is to blame, liecause 
they could have accepted the two Bills of Sir Purshotamdas, and India could very 
smoothly have got established once again on the pre-war ratio in September. 1924. 

But Government obstinalely refused to take any action. Their object evi- 
lently was to once more take advantage of the facilities that the fraudulent Gold 
'•'xchange Standard System gave them, and to pu.sh exchange a few pennies further 
up. I w'ould ask the Commission to call for the correspondence between the 
jovernment of India and the Secretary of State, and to see who was responsible 
for this second attemjit at a currency fraud in India. 

This brings me to the end of the examination of the practice since 1920. 
Briefly put, it was a t;onstant pumping out of currency from circulation in order 
to raise Exchange, and the occasional pumping in of a few fresh crores when the 
ntuation would otherwise become too dangerous. What the goal was, and whether 
any definite goal was kept in view, it in very difficult to say without a full know- 
ledge of the correspondence on the subject between the Government of India and 
the Secretary of State, but so far as can be judged from the public utterances 
quoted earlier, a restoration of the pre-war ratio was not attempted all these years 
simply because the rupee; was still at a considerable discount from parity at that 
ratio, and because any hasty action would call forth the forct's of s|)ec.ulation, and 
affect trade and indukry adversely. In any case, it will be seen that Government 
wms satisfied that it had very ample resources to maintain Exchange at Iflrf. gold 
whenever such ratio was made effective. Some time during July-August, 1924, 
this goal seems to have been given up when almost within reach, and 18rf. made 
the next goal. 


MoniFicATU)N.s Proposed. 

We shall now con.sider what modifications in the past system and pr.actice I 
::onsider advisable. The first and foremost of my recommendations is 

A Gold Standard with a Gold Currency. 

The Gold Exiihange Standard System should be given uj), because it was 
dearly shown in 1917-20 and again in 1924 that this system can be manipulated 
by Government for its own purpos(;s in spite of the findings of the Chamberlain 
[■ommission to the contrary. We must give the country an honest standard, and 
this, under present worhl conditions, can only be an effective gold standard with 
a gold currency. 
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A gold currency is absolutely necessary, so that the people of this country 
may come to know wliat their real standard coin was, lieiiaii.se it was their delusion 
that the llujiee was the Standard Coin that was responsible for the supposed 
necessity during 1017-20 of buying silver at almost any price, and giving this 
Rupee to the public. Even the autliorities in charge of the currency of India do 
uot seem to have understood what their currency was, as they so seriously talked 
of the impossibility of debasement and of resorting to inconvertibility in con 
nectioii with this token Rupee. The delusion of the masses can therefore bo more 
easily understood. We have, then, to see that India hereafter has its own gold 
coin, and that it is this coin that is ihc only ultimate legal tender and the only 
money of account, and tha all c’ontrncts (after a given date) shall be in terms of 
this money and this money only. 

The '' lOLD Mohur '1*0 hktuk Unit. 

In my opinion, this coi should be the Cold Mohur of 1918, which was of 
exactly the same size, weigh and fmenoss as the sovereign, although the latter 
may also lie allowed to freely ^ rculate in this country as full legal tender. 1 con- 
sider a coin of our own ncccssa. /, because we must jirovide for gold to come dii'cct 
to India, and must mint it here, and the minting of the sovereign in India depends 
on the British Treasury agreeing to a Branch of the Royal Mint being allowed to 
Ojieralc in this country. My fear is that, in some future crisis, this permission 
might 1)0 withdrawn, and the. Indian (Tirreiicy might «)nce more become the victim 
of manipulation by .siuuc future Covcriimciit for such purposes as may seem to 
them to be of most immediate expediency. 

I f smaller gold coins are considered desirable I would m't have the half-mohur 
of Rs. 7^, but a unit more in consonance with Indian idio.syncracy, i.c., of Rs. 10, 
and with a s|Xicial name given to it. I ])ersonally do nut think such a t.'oiu at all 
necessary. 

Relati(.in ok the Rucek to the Moiuik. 

The next thing to be considered is the relation of the present Rupee to this 
Mohur. I think it should be 15 to 1, as .was actually imprinted on the reverse 
of the Mohur of 191 H, Any otlier relation constitutes a fraud. If it was 18 
to 1, it would be a fraud on all cretlitors, as they would have to be sati.slicd with 
only 100 moliurs (or s'jvereigns) instead of 120, to which they would have been 
entitled. On the other hand, BIJ to 1, which is the ratio at to-day's exchange 
would, if made permanent, be a fraud on all debtors, because they would lie com- 
pelicd to pay 135 Cohl Moliurs instead of 120 to satisfy the same debt of Rs. 
1,800. I know the ratio of 18 to 1 is not even dreamt of to-day, but 1 purposely 
give both cases, so that it can he at once seen that a change in one direction is 
as fraudulent as it is in the other. In fact, when it is borne in mind that the 
agricultural population constitutes over 70 per cent, of the total population of 
India, and when it is further remembered that this enormous population is 
extremely jxior, and is heavily submerged in debt, the very idea of increasing 
their burdens liy currency matiipulatioii cannot bo tolerated for a moment by 
anyone who claims to have the interests of the agricultural po^nilation at heart. 

Those who advocate that the Rupee should lie plai-cd on a higher ratio than 
15 to T (say 13-^ to 1, or Is. dfif. Gold) glibly talk of the Rupee being a mere 
counter, and there being no sanctity about a particular ratio, and so on. These 
gentlemen either do not uuderstaiul, or they fail to give sullicient weight to the 
three different functions of standard money. Standard money is not only a 
medium of exchange, i.e., a counter that merely facilitates tlie exchange of 
goods and services. It is also a vtaisure of value and a store of value. As a 
measure, its size should remain constant just as measures of length or weight, 
c.g., a yard or a lb. must reiiviin constant. If the sanctity of the yard or the lb. 
is violated, it leads to frauds in transaciions that depend on these two iiieasure.s, 
and in every country the law provides very heavy piinishmoiits for those who 
tamper with such measures. Any tampering with the stainlanl measure of 
value is equally unijardonablc. The layman may say here that I was jxjrfectly 
rigid so far, Hut my argument had no application to India’s ca.se, l)ecaiise the 
Rupee was to be of the same size, weight, and fincno.ss as it ever was. Such a 
misconception is due to the fraudulent nature of the Gold Exchange Standard 
System. It is quite true to say that the Rupee coin remains what it was, hut the 
Rupee is made of silver, and India had been, according to the (Chamberlain Com- 
mission, firmiy establisheil on the gold standard. Therefore, our standard 
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miut.sure mast be a gold coiu of a 'iMirliciditr weight mid fineness defined by law. 
The Uupee merely represents this (-•oiii. What it was that this Rupee repre- 
sented is seen iu our (loiiiajje and J’ajier (hirreiuty Acts as they stood before 
September, 1020. It repre.s»mted Toll (grains «)f gol<l, and it must continue to 
.•eprcsent T oll grains of gold. 

What 1 say above is not merely my imlividual ifse dixit. We have very 
high authority I'or it, no le.ss than that of the British Treasury authorities. 
They were approached in Ih 70 for an opinion on the advisability of raising the 
ixchangc value of the Rupee, from what it then was, to '2s., and this is what they 
said ill their letter to the Secretarv of State for India under date 24th November, 
1879 :~ 

“ 1. The })roposal appears to bi; open to thosi! objections to a token 
currency whi«-h liave long l)een recognised by all civilisiMl nations, viz .: — 
That insteail of being automatic, it must lie managed by the Government, 
and that any such management not only fails to keep a token curreiuy at 
par, but (v\iM>ses the Government which luidertakes it to very serious dilli- 
cultics and tein])tations. 

“ 2. It ajipears to my Ix»rds, that the Govermuent of India, in 
making the present prop<jsals, lay themselves open to the same criticisms 
as are made upon Governments which have depreciated their currencies. 
In general, the object of such Governments has been to diminish the amount 
they have to pay to their creditors. In tlie present case, tlio object of the 
Indian Government appears to be to increase the amount they have to 
receive from their taxpayers. My Lords fail to see any real difference 
in the character of the two transactions. 

. . . . “ If, on the other hand, it is the case that the value of the 

rupee has fallen in India, and that it will be raised in Indi.a by the 
operation of the pro)vosod plan, that plan is open to the objection that it 
alters every contract and every fixed payment in India. 

** This proposal is, in fact, contrary to the essential and well- 
established principle of the currency law of this country, which regards 
the current standard coin as a piece of a given metal of a certain weight 
and fineness, and which condemns as futile and mischievous every attempt 
to go beUnd this simple definition. 

“ It is perfectly true as stated in the despatiJi (paragraph 41), that 
the ‘ very essence of all laws relating to the currency has lieen to give 
fixity to the standard of value as far as it is iKxssibJe,’ but it is no less 
true that, according to the principles which govern our currency system, 
the best and surest way, and, indeed, the only tried and known way, of 
giving this fixity is to adhere to the above definition of current standard 
coin. A pound is a given quantity of gold, a rupee is a given quantity of 
.silver; and any attempt to give those terms a different meaning is con- 
demned by exixjrience and authority. 

“ 3. If the present state of exchange be due to the depreciation of 
silver, the Government scheme, if it succeeds, may relieve : — 

“ (1) The Indian Government from the iucoiivenicncc of a 
nominal re-adjustment of taxation iu order to meet the loss by 
exchange on the home reinittiuices. 

“ (2) Civil serv.ants and other EnglisJunen who are serving or 
working in India, and who desire to remit money to England. 

(3) Euglishraeu who have money phu-ed or invested in India 
whidi they wish to remit to England. Hut this relief will be given 
at the exiHJusc of the Indian taxpayer, and with the effect of 
increasing every debt or fixed payment in India, including debts 
due by riots to money-lenders; wiiile its effect will be materially 
qualified, so far as the Government are concerned, by the enhance- 
ment of the public obligations in India, which have been contracted 
on a silver basis.” 

The above verdict of the British Treasury Authorities is very emphatic indeed, 
and expresses without any circumlocution what the proposals of the Govern- 
ment of India to raise the Exchange value of the Rupee really amounted to. The 
attempt then was to put the Rup^ up from 20d., its then value as a silver unit, 
to 24<r. In 189.5-1900, the Rupee was actually put up from about lid., its thmi 
current market value as a Silver coin, to 16a. Gold and was thenceforward a 
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token in a Gold Standard System. In 1920 they tried to put it up from the same 
lOrf. which was its gold value since 19(M) to 24f/., and to day the idea seems to be 
to [)Ut it up from that same lOrf. to 18#/. and the alxive remarks eipially apiily to 
all the four cases. 

Rupee TO Continue liNMMiTEi) I.eual Tkndeu. 

We have next to consider whether any limits can be put on the legal tender 
quality of tlie Rupee. I have given very considerable thought to this cpiestion, 
and have come to the conclusion that in view of the emirmous amount that must 
lie now in circulation or in hoards, it is not practicable to consider any limitation 
at this stage. I would, therefore, allow the existing Hupees to continue to be 
full legal tender for any amount as at pre.sent. When the Gold t’urremy gets 
firmly established in the minds of the public as the real nutney of India, the 
position of the Rupee can lie reauisidered. I would, however, make it clear that 
this refers only to the Rupees now in existence. Ko fresh Rupees are to be 
coined on any account. 

As for the smaller coins, the present silver half-nqiee is also unlimited legal 
tender. It should now be limited to legal tender up to Rs. 10 only, also all coins 
under one rupee, if they are to be made of silver, should be of about the same 
fineness as the present English .shilling. 

The Note Issue. 

We have next to consider the position of the Note l.ssuc. If the coinage of 
rupees is stopped, all further exp.-insion of currency will in the first instance be in 
Notes issued against gold. The Paper (’urrency Act already provides for this, 
but it should lie modified to read that the i.ssues be made against gold coin or bullion 
tendered to the (•ontrollcr in llritish India. I'here is no reason why this cannot 
be done. England does not produce an ounce of gohl. It is all jiroiluccd many 
thousands of miles away, and can Ixi more cconomkally brought direct to India, 
where it can be used for the new Gold Currency. 'I’his will akso provide for all 
further backing to our Note Issue being in gold and gold alone, and will gradually 
build up our Gold Reserves without unduly encroaching (»n the gold supplie.s of 
the world about which there seems to be so much apprehension in certain financial 
quarters in Ixmdon. 

ICni'ashmf.nt of Notes. 

We have next to consider the encashment of thc.se Notes. I propose that until 
our Reserves are sulliciently strong, the obligation to give gold for rupees or Notes 
should not be undertaken, and that the Note l.ssue Uepartment should have the 
right to cash NoU's, either in gold, or in silver rupt'es, or in Ixith, as may be most 
convenieiit at the moment. 'I'his will obviate any danger of the very moderate 
stocks of gold (with which we must necessarily begin), Ix'ing depleted too rapidly, 
and is no new suggestion but only an ajiplication of the prai ticc of the Rank of 
France to our fulurc Gold Standard System. J.iki! the Rank of France I would 
give gold out to all bom fide applicants for ex^xirt. In fact, I would not put any 
hindrance in the way of such exports whenever they are ueces.sary to adjust trade 
balances. As we shall have a very large amount of sterling .securities in our 
Reserves when wc inaugurate the system, I now propo.se that the practice should 
be to first use these up until the total amount of securities is entirely replaced by 
gold bullion. The re.sult will be that when Imlia has to />#«/, it is .securities that 
will go out of the Reserves, and when India ha.s to nu'cmt, it will be gold bullion 
that will romp in. and in this way, in the course of time, .all the securities in the 
Reserve will be converted into bullion without the Ic'ast friction or di.sturbance to 
the money markets of the world. 

The One-Rui*kr Note. 

As for the denominations of the Notes, I do not see need for any change 
except that I think the; re-introducftioa of the One-Rupee Note very necessary. I 
may go further and say I think it essential to the smcxith working of the new 
scheme, 1 was one of those who first advocated the issue of the One-Rupee Note 
as one mean.s of getting over the difficulties of getting sufficient .silver during the 
war period, ft was very strenuously opposed by so-called experts, and it was 
boldly asserted that the masses would never take thorn. These gentlemen were not 
aware that the masses did take such a Note a,ll over the Far East. Unfortunately 
such opposition made Government hesitate till the position was almost desperate. 
Then, the One-Rupee Note was issued, and, as we know, was an immediate success, 
and did its little bit in tiding the country over the scarcity of silver. How was it 
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that the experts were so hopelessly wrong ? It was because tHey argued from the 
analog)' of bigger Notes, ft was well-known that for crop-moviug purposes it 
was rupees that the cultivator waiiteil, but it was not appreciated that he did it 
because the only Notes that would be offered were Rs. 5 or higher denoiniiiations, 
and he was sure to lose some money when he wanted' to change such Notes in his 
village or markct-tf)wn. llis reqiiiremeuts (;alled for a much smaller unit, and 
hence his refusal to take Notes. Here also lay the explanation of the success of the 
One-Rupee Note. I would refer the Commission to my Memorandum to the 
Babington -Smith Committee, where I have treated the subject more fully. 

The Rcitreuchnamt Committee of 1922-23 recommended a withdrawal of this 
Note on tbe .score of expense and there was also a feeling in various quarters that 
the material u.sed as well as the size were such as involved cousiderahle losses on 
the poorer classes owing to these Notes being either lost or torn or mutilated in 
})assing from band to hand or while carried on the person. *TheSe notes ^were 
con.sequcntly withdrawn. 1'he reason why I consider a re introduction oF this 
Note nece.ssarv is this : A small currency unit like the rupee is the one most suited 
to the needs of the mas.ses even to-day in view of their very .small income and their 
extremely petty disburs(*inents, and it will have to be provided to them, for years 
to come. T would do it by the coinage of a new rupee of the same fineness as the 
present F.nglish shilling, bec'ausc our rupee is nothing more than an Indian 
shilling, but this would be ojiposed on the ground of debasement and of Gresham’s 
Law by .superficial critics, who do not understand that neither of these apply to a 
token which is circnlating at much more than its intrinsic value. The only other 
way w<iuld be, to re issue tbe One-Rupee Note and make the masses familiar with 
it, so that our whole .system may not be jeopardized for want of silver, or of silver 
at the ri<jht price, in some future crisis like the World-War of 1014. 

If such revision is undertaken, I would urge that the needs of the masses, for 
whom alone this Note wotdd be destined. l)C more closely studied. A lot of cnerg)' 
and ingenuity has been wasted in the past in the lieautifying of the design, and in 
making it uj) into coupon hooks, etc., etc. This shows that it was the needs and 
conveniences of the burrasahib that had received most attention. What the masses 
want is a piece of paper which stands all kinds of rough usage including wet. 
which shows very plainly its denomination by a simple big figure, and which is of 
a .snfllcient size not to be overlooked even when crumpled up. From the point of 
view of th(5 masses. Notes of smaller and smaller sizes on which our Currency 
department seems to waste its ingenuity are a serious error. The sizn has nothing 
to do with the flrvninhmtiov, and T urge a reversion to very near the size of the oM 
Ten-Rupee Note even for the future One Rupee Note. 

Faoii.ities for Encashment. 

As for the facilities for encashment, tho.se already ex i.sting appear adequate 
so far as Rs. 5 and higher denominations are concerned. If the Onc-Rupee Notes 
arc again i.ssued as I .suggest, f/ie facility needed will, be of ericaslment into svifUl 
chaiuje. In rural areas and even in fair sized towns, the money changer makes a 
charge for giving small change, and if Govenme.nl so organise tlihujs that small 
chniKje is readily arailable irithout rhanje. for only the On.t'-Hiiin‘e Note, T feel sure 
this Note will be immensely pcjpular in all rural areas, while in urban areas it has 
already proved popular, tn course of time, I expect this Note to take as important 
a fdace in all small transactions of daily life as the Unit-Note docs in the Straits, 
China, Japan, and America, and now even in the United Kingdom, and coin will 
not be needed in the circulation and will remain in the Reserve. 

The Backing to the Note Issue. 

We shall now consider the que.stion of the backing. 'Phe present position is 
roughly as follows ; - - 

Total Sole Issue. Backing. 

Rs. \ 90'52 crores ... Crores. 

Rs. 

90'09 Silver (3oiu and Bullion^ 

5711 Indiap Securities. 

21 00 Sterling Securities. 

22'32 Gold Bullion. 


190-62 


(N.B. — The above figures are as they stood on 15-10-25). 
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I’hc gold and sterling in the above are valued at Us. 10 to the Sovereign or the £. 
These, if revalued at Rs. 15 to the Mohur, would sliow a much larger gold backing, 
and enable us to do away with some of the “ ad hoc ” securities now in the currency 
Reserve, and which really represent the gap caused by losses on Reveivse Hills, etc., 
operations, and are not an inflation of currency against securities. Tho ligure of 
571 1 crorep is made up as below : — 

R.S. 

10 (K) crores in 11 fier cent, and per cent, rupee paper at c(»st. 

471 1 ,, in Tndian Treasury llills for the nominal value of 40 05 crores. 

5711 .. 

.•\s 1 propose placing India on an efft*ctive (lold t^tandard. it is desirable that the 
gold or quasi-gold hacking should form the largest part of the hacking. I lence, on 
re valuation of gold and sterling (a 15 to 1. (he position will stand thus - 

(Wares. 

Rs. 

00 09 silver coin and bullion. 

31 50 equal to £21 million in sterling sc'cnrities. 

33-4S „ „ £22 32 in gold bullion. 

1000 Indian 3 per cent, and 3J per cent, paper. 

2545 „ Treasury Bills. 

100-52 Total Note Issue. 

I wonhl next provide for the Indian Securities being further reduced h> the total 
of Rs. 20 crores to which they are limited in the. Paper rurrency .Xct iimler its 
permanent provisions. This can lie done by replacing Rs. 15-45 crores of Treasury 
Bills by £1030 million of .securities to lie transferred from the (lold Standard 
Reserve, which now amounis to £40 millions. The position now will be : 

(Wares. 

9000 Silver coin and bullion. 

20 00 Indian securities (of which 10 will be 3 per cent, ami ‘.i\ per 
cent, paper an(l 10 Trea.sury Hills). 

33-4H t22-32 million in gold bullion. 

31-50 £2100 million in .sterling securities now in Paper Currency 

30 43 ( Reserve. 

15-45 £10-3 million in sterling securities transferred from the (lold 
Standard Re^serve. 

190-52 Total circulation. 


It will be seen that after the above readjustments, there will be about : 

42?, per cent backing in gold and gold sci-uritiei^. 
47J silver coin and bullion. 

JO* Indiati securities. 


This gives a far stronger position than many of the countries that are now back 
to the (loid Standard can claim to-day. 


It will be noticed that 1 group gold and gold securities together and take 
silver apart. This is the onlv logical tidng to do under .-in elTet-tive (lold Standard. 
/Counting silver as a Reserve is meaningless. Holding a larger proporti(»n of 
* Indian senirities is also not .sound, as, in a crisis, you cannot turn them int*) gold 
to mee^ international liabilities. This part of the Reserve should, therefore, be 
limited to such a figure as is deemed safe, and I am inclined to think that while we 
are holding so miuh silver, which is inseless for meeting gold liabiliti(*s, it will be 
wiser to keep Indian securites at Rs. 20 crores only. 


Tuk (loi.i) Standard Rksekve. 

We have next to consider the position and uses of the (lold Standard Reserve. 
1 have already indicated in the earlier part of this Memorandum my view that it is 
wrong to call this reserve “ profits ” and that it is really part of the backing to 
our Silver Notes (i.e., rupees) which are in circulation to-day along with the Paper 
Notes. There must be a very large amount of these Silver Notes in circulation. 

L 


i6UC 
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.lovnns in his work “ 'I'lio Future ot‘ Exehango ” considers that in 1022 the 
eii'culatiou of silver coin was some 220 crores. 'I'his estimate is probably too low 
in view of the very heavy minlinf^s between lOKi atnl 1020. Whatever the real 
figure may Ik*, what we have* to bear in mind is that these are all potential Notes 
thal may one day turn up for eneashment in j^old if 'somethino happened to upset 
the mind of the public It is tn avoid this risk that I pro])ose to leave discretion 
to (Government to cash Notes in fold or silver i>r both. However, while such make- 
shifts have to be borne with in the early staf^es of the (.Jold Standard, the object 
siiould be t(' one day «lo away altogether with the use of rupees exee])t as limited 
legal temler. Therefore, jirovision must be made for a Reserve of gold that could 
h(‘ resorted to for this particular purpost*. I have already |)ro])osed a transfer 
from the (Jold Standanl Re.serve of about CIO million to the Taper Currency 
Reserve. This will still leave us €30 million in hand, which gives 

Reserve in gold .sirurities of Rs. 45 crores against silver Notes out- 
standing of .say Rs. 220 crores 

or II si'jHiriili’ hiirkiiHj for thrxe notes alone of about 3.^ annas oi‘ over 20 per cent, in 
every rupee. My proposal is that when the new system is inaugurated the .C30 
million left in the (Gold Standard Reserve be maintained as a separate reserve, and 
interest earnings of this re.serve should lie allowe<l to accumulate in it, while the 
interest eartiings of the Taper (.’urrency Reserve may be carried to Revenue as is 
mm (lone, for at least the next ten years, by which time we .shall bt; able to judge 
more airurately of the volume ami effects of the Silver- .Note circulation on our 
(Jold Standard Sy.stem. It will follow from what 1 have already .said that this 
Reserve will have to beheld in securities, and in England, but it .sluadd Ik? with 
the Imperial Rank of India on behalf of the (Jovernment of India. 

The Fi'tour Ma.naiskment of the Note Issi e. 

1 wiadd also reconiniend that the whole of the work of the Currency |)c])art- 
nient be handed over to the Imperial Rank of India, who will run it as a distinct 
Ih'partment ju.st like the i.ssue Department of the Rank of England. It will lie the 
duly of this Issue Department. 

{a) 'Po is.sue local cuiTcney against gold tendered to it in India at 
the rate of one rupee for every 7-5334 grains of gold. 

{b) To hold all gold so received as part of the Cnrreney Re.serve and 
in .s))ecie-, none of this to be invested. 

{c) To issue Notes again.st Mohurs or rupees. 

[<!) To issue gold against Notes tendered for bona fi^le ex{iii>rt pur- 
))oses; the best index of this will be the decline of Indian E.xchange to the 
Gold Ex])ort Point, i.e., no gold will In* given except at that |K)int. 

(e) To ca.sh Notes presented for encashment for internal purposes in 
(Jold or Ruiiees or both at its option. 

S'.H. It will Ik* si*en that there will be no room for manijmlation here. The 
Rank w ill only be carrying out definite in.struetioiJ.s. 

The Ranking Department will go on doing its bu.siness on present lines. 1 
would make it clear that in, case the Note Issue is handed over to the Imperial 
Rank, it should not lie permitteil to do foreign exchange business, but should try 
and develop as the real Rankers' Rank, and shouhl develop the real trade acc.ept- 
ance and a rediscount market in this country with a view to greater economy in 
the use of currency. I would beg to refer the Ckanmi.ssion to pages 9 and 10 of 
my refilics to the External (.!a))ital C.'ommitliv, of which a copy is enclosed here- 
w'ith, and where this matter has been treated in more detail, a.s any digression 
here may apjiear out of place. 

It 

Rest Way to Make Sievek Turchases. 

If the Commission ilecide to ret'ominend the establishment of a Gold Stan- 
dartl with a (Gold Cnrreney more or less* on the .lines outlined above, it will be at 
once seen that there will be no further coinage of Rupees, and so, no silver will 
have to be purcha.sed. I need n(.)t, therefore, discuss existing methods of pur- 
chase of silver by Government except to remark that, even in the past, it would 
have been better to call for tenders for delivery in this country. Government 
used to argue that they would thus be playing into the hands of speculators in 
India, but this was a consequence of their own unbusinesslike methods. If they 
could have foreseen their requirements by only six to eight weeks, and called for 
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tenders for delivery eight weeks ahead, tJipy eonltl easily have hrtuight the whole 
silver producing world, as well as a big eonsuiner like ('hina. into the eompeti 
tion, and cornering tactics Ity speculators would have had no chance whatsoever. 
Their mistake lay in postponing purchases until fui'thei' <lelay was dangercjus. 

CoONni, llEMnT.ANCKS. 

1 shall now come to the question of ('ouncil Ueinittaiues. 'The practice in 
the past has been most unbusinesslike, and t'onncils lo lay down I'unds lor 
meeting Home Charges have bwii hopele.ssly jumbled up with Sterling laid dowi 
for fresh (Uirreney ls.sues. l)isltur.senients Tor Home Cliarg»‘s as w« ll as tor. .say, 
purcha.s('s of silver, were made from the same till. 1 have discu.ssci this unbusi- 
nesslike system in my Memorandum to the Ikibington Smith ( nmmiltec in 
detail, and would beg to refer the Committee to my remarks thei’<*. 

As for the future, if the Currency Department is handed over to the 
fniperial Bank, and treated by it as a distinct I.s.sue Dcpartinent, the jiimbh (,f 
currency operations with Home Charges operations will automatically cease. 
The ITome Charges will then alone have to be considered, and the remittances 
will simply mean that the fJovernment <d‘ fiidia has to lay down funds in Condon 
for goods or services bought by it. just as an importi-r might have to do for, .say, 
Manchester goods. As the merchant would arrange his remittances to lit in 
with his receipts of proceeds from his cu.stomers liere. so Covernment would 
also have to fit in its remittances with its receipts of lievenne and the amonni 
out of it that could be spared for remittance Home, dust as a merchant covers 
his Exchange three or four months or even more forward, so .should llovernment . 
At jiresent the practice is to buy ready d'. T. or (which is the same thing) sell 
reany (^mmcils. The result is that very poor rates are obtainable in the so called 
slack .st'ason May to Oi;tober. However, as a matter of fact, a great deal of 
?.\|)ort busine.ss is Imoked ju.st in this |)eriod by forward sides for shipment in 
November to Ajiril, and Exchange for this has to be covered. 'The present 
aiethods com|)el Banks to kv.'Cp funds idle for a considerable time. If (Jovern 
inent would agree to contract for forward deliveric's, better rates would be 
ibtainable by (lovernment. and the trade could have a conveniemt cover available 
at all times, and (lovernme.nt would be able to have a considerable part of their 
remittance requirements covered at favourable rate's. I am aware of the* difii 
■ulty of (loverument having such forward contracts with individual banks or 
firms, and would recommend that all remittances be hereafter arranged through 
the Tie.perial Bank, subject, of course, to the control of the Finance Department 
IS to the total commitment or the commit nnmt for any one month, which would 
depend on Covernment’s ways ami means position as also on the dates on which 
the money is needed in Tamdon. 

I al.so think that it will be advisable to lay down that skc/i rem if tuna’s 
should not he alloirnd to (’.rent’d in- nuy yrar thr rrifuiri’int'iifs of llir Srerntury 
of State for th-a-t ymr as iudica-h’d in the Jindael. 'I'here has Ix'en great laxity 
in this respect in the past, mainly due to the jumbling up of Currency operations 
vith .such remittances. J would further lay it down that such remittances 
should be at best rates, hut irithin the t/old /ndn/s. 

There is one jihase of this problem that has a very close bearing on the Cur- 
rency System. The authorities seem to hold to the theory that our Currency 
Reserves are meant to ]irovide the Secretary of State witli Funds whenever the 
Balance of Trade begins to go against fiidia and Coiuu-il Bills cannot be sold in 
the open market, in the usual way. They seem lo argue “ merchant or 
banker could tender Notes to the Currency Department, and get gold for pay- 
ments outside India. Why cannot (jovernmcnt do the .same when it finds that 
it cannot .sell its Bills even at the lower Cold Boint " 1 .submit (hat there is 
an im|)ortant difference. 'The circumstances that briiig about such adverse 
Balance of Trade, mean jioor trade, reducoil profits, nay, even lo.s,ses. and reduced 
finance for the merchant. 'These things automatically make him cancel or reduce 
his vommitments abroad. 'They at the same time inake him reduce his stocks 
here even at a sacrifice. These forees ac-tintj on the whole body of the trade of 
the country tend to autoniaticaliy set the Balance riaht. A (Jovernment has no 
anxiety almut losses in its operations, and it does not gel pinched for finance as 
the merchant does, and so the forces described nhere do n-ot act on (lorerninent 
in a irny to make if curtail its commitments. Then, again, the amounts rtHpiirod 
are very big. and if tlie Reserves were allowed to be raide^l for this purpose, the 
whole Currency System would be put in danger. T think that the correct pro 
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jotlurc ill such circiimstanfos is to curtail coiiiniitiiients, but as this inay fro- 
jiipntiy be impossible, the right way to fiimnce the operations is for the Secretary 
of State to iMirrow on six months or 12 months Inaia Bills up to the amount 
necessary to make up the deficiency in the remittances, and leave trade breathing 
time li> recover All past experience shows that India has always recovered in the 
very next season. 1 wouhl urge the C’ommission to make very definite recominen- 
(liilions on this particular jihase of the Home ('harges operaitions, as. otherwise, 
there is danger of the {'Urrency Reserves being raided by the Secretary of State, 
Old the whole (lold Standard System lieing put in jeopardy. England to-day 
stamis in the same position to America that India diK's to England, and while 
India's Currency Reserves were allowed to be raided betwc>en 1920 and 1924 for 
meeting India’s payments in England. England’s Currency Reserves were not 
only very carefully conserveil, but were even very largely added to at great saeri- 
fi(x\ This is mentioned here in order to point out what sound Currency praiitice 
should be. in a year <if an adverse Balance of Trade, in the case of a debtor 
country, as India and England both are to-day. 

Seasonal Demands for Currency. 

The greater part of the exports of India get concentrated into the period 
December to April, when the mo.st important export crojis hapjien to be 
marketed. I n pre-war days there was a recurring stringi'iicy at this period. 
becau.se Revenue collections were also heaviest in the same period, and under the 
pre-war .sy.stem. the bulk of this money was kept in Resi^rve Trca.suries.ainl 
beyond the reach of the money market, until if could be released by purchases of 
Council Bilks. This has been all changed since 1920. when the bulk of (Jovern- 
menl funds began to bo placed with the IinjH'rial Bank. The following figures 
will make my meaning clearer. 

Treasury Balances in .India. 


In the Three Presidency Banks. 




Dec. 

dun. 

Feb. 

March 

.•\f)ril 

May 

191:1 

1 1 - 

2-:»9 

2-60 

2-1 1 

2-al 

2-:i:i 

2-28 

I92;i 

21 - 

- s-.y2 

16-99 

22-6:1 

26-91 

19-.S2 

20-.') •> 



In the (tovernment Treasnries. 





Dec. 

•lun. 

Feb. 

^larch 

April 

May 

191.1 

11 - 

. lS-99 

l.V.’iS 

IK-IU 

19-1.') 

21*07 

19-18 

\\m 

21 - 

- :V12 

3-21 

:i-i:i 

4-21 

:i-i6 

2-91 


'I'liese figures are taken from the Reports of the Controller of Currency. It 
will be seen tliat in pre-war days anything from 15 to 21 crores were ilrawn away 
from the market and locked up by (jovernment at the busiest time of the year. 
Now it is all changed, 

The average individual in the commercial community does not appreciate 
how great a difl’i'rence this change of system must make to the money market, 
lie has a vague impre.ssiou that .such .striiTgem^y used to lie felt even in pre-war 
days, ami this mistaken general impression has been taken advantage of by 
(iovernment to divert attention from the {M)licy of defiation that they were pur- 
.suing for the last live years by making out that such stringency during the busy 
.siNison was nothing uncommon in India. It will now be seen how misleading this 
argument is. 

To understand the real .source of the trouble, we have to .see how, where, and 
when, tin? money is wanted. The first stage is from the field to the market. This 
is almost entirely looked after by indigenous financing agencies. The next stage 
is from the np-countrv market to the exporting point. This is financed by funds 
remitted f rom the ports to the interior by the export houses. The last stage is tlie 
actual export and its finance by the Exchange Banks. For this purpose, the 
Exchai^ge Banks lay down funds in India, by sale of Sterling or of gold to the 
Secretary of State, and the money for that ])art of it in excess of Home Charges 
has to conic from the Currency Department. The money laid down by the 
Exchange Banks pas.ses on to the Exporters, and through them to the 
up-country markets (the .second stage) and from those markets to the producer, 
'rherefore. if the Currency door was not shut as it now is, there would be no 
serious stringency even when exports were very heavy, as the Exchange Banks can 
easily take care of it all by laying down funds here to the extent of the Export 
Bills purchased by them. 
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When is Emergency Currency really needed ? 

With the Currency door orpen, i.e., irith im aiitoiimtic systetii, there cnn, there- 
fore, be. no serwus strhujency so long as the foreign ttemumd for our pr(Minrtf 
remwins yood. If for some reason this falls off, i.e., if there is a serious 
trade depression all over the world and India's products are not wanted, tlaui 
and then alone will there be any serious stringeiu'}, because in such cast's 
E.Kcbange Ihinks cannot lay down in India all the funds that may be needed to 
carry its unsold proiliicts till such time as the world is ready to take them freely 
once more. 

It is in this second case that special financial facilities wouhl have to he [iro 
vided, and it is then alone that roctnirse will he necessary to the issues 
of. Ernerf'ency (Uirrency, provided of course that we are a^ain on an automatic 
(lold Standard. 

The strain of this kind of finance will be made lifthter if a really free dis 
coiuit market is tlevelojied in this country, becaust', then, (>0 tlays’ sif^ht hills based 
on produce will liecomc a favourite form for the leiiijMirary inve.stments of funds 
by bankers all over the country. In the term Hankers, f of courst* include tlie 
very large number of indigenous financing agencies, e.g., marwari .shrolTs, 
chetties, &c. 

As to the amount that could lie made available it should not be a rigid figure, 
as is now the ease, but a percentage of the ligure of the total Note Issue, as it 
may have stood on the 31st March of the previous year. Hy this means a r(*a.son 
able relation will lie established between the total needs of the community in the 
matter of currency and the extra assistaiu'e it may hojx' for, in times of serious 
stress. 

WiiAT KINDS OF Bills should he made Elicikle f 

'I’liere is no danger to lie apprehended in such advances, becaust*, if it is the 
right kind of bills that are discounted under these provisions, i.e., tho.se based on 
priMluee or manufactures at some stage lietwecn the field and the market, they will 
be self-liquidating. 

What I am suggesting here is more or less on the lines of the Federal lii^serve 
Act of the rnited States. In Section 13 of that A(;t, there is the following 
provision : 

“ Upon the indorsenu'iit of any of its member banks, whii’li shall bo deemed 
a waiver of demand, noticti and jirotest by such hank as to its own indor.semenl 
exi'lusively. any Federal reserve bank may discount notes, drafts, and bills of 
exibaiige arising out of actual commercial transactions; that is. notes, ilrafts, and 
bills of exchange issued or drawn for agricultural, industrial, or commercial pur 
posi's, or t lie proceeds of which have been used, or are to In* used, for such purpuses, 
the Fed<*ral Ke.serve Board to have the right to determine or deline the characU'r 
of the paper thus eligible for discount, within the meaning of this Act. Nothing 
in this Act contained shall be construed to prohibit such notes, drafts ami bills 
of exchange, si'cured by staple agricultural products, or other gooils, .wares, or 
iiercbamlise. from IxMiig eligible for such discount; but such deiinition shall not 
include notes, drafts, or bills covering merely investments or i.ssiied or drawn for 
•‘•he purposc'oftrarrving or trading in stock.s. bonds, or other investment s<*ciirilies. 
‘xcept bomls and notes of the (J<tvernmeut of the ITiiited States. Not<*s, drafts, 
ind bills admitted to discount under the terms of this paragraph must have a 
maturity at the time of discount of not more than ninety days, exclusive of day.s 
if grace 

The aggregate of .siudi notes, drafts, and bills bearing the signature 
or indorstnnent of any one borrower, whether a jierson, company, firm, or 
corjviration, rediscounted for any one bank shall at no time exceed ten jn'r ci'iitiim 
of the unimpaired capital and surplus of said bank; but this restriction shall imt 
apply to the disi’ount of bills of exchange drawn in good faith against actually 
existing values.” 

f 

Different Treatment repuired for a Hanking Crisis. 

There is another kind of crisis which may iu*ed such issues, such as the failure 
of the Alliance Bank of Simla. In such crisis, jieople get panicky, and draw away 
their funds, and hoard them. But this is always very temporary, and as .soon as 
people get over their fright, money comes back to the usual market channels. The 
Emergency Issue above described does not seem to me to Ix^ the right nu^thod of 

6669< . L ^ 
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(lealiug with it, licoause tht-rn is alu'ays ti- possibility that a trade crisis and a 
hankiny crisis of this kind may comr simultanrously. For this situatioii, a 
remedy soniowliat aiialoj'ous te the snspeusion ot the charter of the Bank of Eiig- 
laml is more suitahle. J wiaild, therefore, [inivide for a sjm-ial iasue up to a 
maximum of 5 eroi'es l)eiug made oil the orders of the(iOvei*iior-Geiieral-iii-Couiieii 
whenever he is satisfied on information suhmitteif to him that the situation calls 
for such an extraordinarv step. 

'J'he two issues are ilifTerent in their nature and object. The first is to finance, 
produce or manufactured goods when it is temporarily impossible to find a market 
for the same. ^I’he rat<* of interest in this kind of i.s.sue .should be moderate, 
because tlie Imrden of it ultimately falls on the producer, and he Avill be already 
hard enough hit by the depression of prices that is a feature of all such periods. 
'I'lie second is to tide ovi‘r a [leriod when credit and confidonc*e have been 
'iiiomevtd ril tj clestroyed, and pi'oplc* are actuated more by' iinjiuLse than by' 
reason. Such periods are always very short in their duration, but they call for 
the (;.xercise of great courage and great initiative on the iiart of the central finan- 
cing authorities. • Ili'lp must b(‘ given, and tiwlv given, at such (*ritical moments 
to all who are sound, and evcui to many wlio arc of doubtful standing, so that what 
had bi'gun (to speak in military parlance), as the defeat of a particular battalion, 
might not degenerate into the rout of a whole army, and spreiwi widespread 
di.saster. At the same time, one has to see that no undue advantage is taken of 
such extraordinary financial assistance, and eon.sequently the rate of interest 
charged to all who necdjissistance should he .sufficiently liigh to ensure that this 
extraordinarv issue clocks not stand out a single day longcir than is alxsolutely 
necessarv. t feed sure that the help so extended to them wdll he contially appre 
ciated by all concerned and the price cheerfully paid. 

Si! M MARY OK MV FroPOSED MODIFICATIONS. 

This is all J have to say as to the modifications of the present system and 
(uactice that I consider necessary. I will now summarise them for ready 
rcfcreui.'O : - 

1. The (fold Exchange Standard Sy.stem should be given up, because 
it is so very lialile to manipulation, and an effective (Jold Standard 
adoiited. (When 1 drafted my Memorandum tor the Babington-Smith 
Committee I was in favour of the Gold Exchange Standard, as J never 
dreamt that men with British traditions as to a sound currency w'ould ever 
tamper witli the standard, fait 1 liave benm sadly' disillusioned.) 

2. There should be Gold Currency in circulation, so that tlie jieopie 
of thisi'ountry may come to understand what their real standard was, and 
manipulation may thereby be rendered far less easy than it now is, if it is 
not made allogcthcr im{Xi.s.sible. 

ft. Tlie Mint should lie o|)t‘nctl to coinage of gold. 

4. 'I'he coin so minted should be the Gold Mohur of 10J8, though the 
sovereign may also be made unlimited legal tender. 

o. No further liupces are to lie coined, but the present existing 
Rupees to ri'inain unliniitt'd legal tender, and to bear the same relation to 
the Mohur as in 1918, i.c., 15 to 1, as any other ratio vitiates all past con- 
tracts made in terms of Rupees. 

(i. Local (Currency should lie issued only against tender of Gold in 
India to the issuing authority at the rate of Rupee 1 for each 7-5334 grains 
of gold lendered. 

7. Gold should be frtvly issued to all who tender local currency and 
ask tor gold, but it should be issued only for bona-fide e.xport purposes, 
and at the Gold Export I’oint only. As there will be a large amount of 
sterling securities in the Reserre this portion of it should be used up first. 

8. Encashment of Notes for internal purposes to be in Gold, or Silver 

Rupees, or boi.h at the option of the Issuing authority. (T^is is the 
position as it obtained in the pre-war period, f am obliged to agiw to 
its continuance for the present in view of the enormous amount of Rupees 
that must be now outstanding.) ^ 

9. The re-issuing of the One-Rupee Note should be considered, but if 
re-iasuod, it should be of a much bigger size, and in other ways ’should 
conform to the needs of the masses and not of the classes. 
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10. I'reseiil facilities for encasliineiit an* mloqiiaU*, but spociiil fai'ili 
tics for eucaslinjcnt of the One-Jlupce Note into small change .sliouUI be 
created. 

11. .\s for the backing of the Ni>te Issue, the ultimate aim slmubl 
be 

(//) crores of Indian tbuermiient Securities. 

{(>) Silver l{u[)ees .so long as they have ti.i be held. 

(f) Hold. 

It is not possible for the present to lay «ln\vn delinite percentages for 
silver and for gold. It is also necessary for the present to include sterling 
securities as j»art of the holding «d’ gold. I’hc i>i'iiv/irr sfiinild be to i»nj 
out sterlititj irhcii [fold is roJltd for (Kjoiiist \(ttcs Irndcnd, uud on thr 
othrr hnud to issue frnsh currennj only oyninst ydd. 'I his will gradually, 
in the eour.se of some years, enable gold to be sid.).stitute*l f<»r the whole of 
the sterling securities in the He.serv<*. While the backing here indicated 
may a])pear unnecessarily high, it is on the lines of that of the Hank of 
England, but, with this most important, dilfereiue,. that India has to main 
tain a. sufTieient backing not oidy for its Notes printe<l on piifu r, but also 
for tho.se anther Notes printed on silrer, and i> which the volume is a giMwl 
*leal larger than that of the I'aper Notes. 

12. 'I'he (.Jold Standard Reserve, after the transfer of a part of it t») 
the Pa[.K*r Currency Reserve as projHKstid by me, shonhl be continued as a 
sej)arate reserve as at present, and the interest earneil on it, should be 
allowed to Ix^ ai-ciimnlated therein. The Re.serve will s(.*rve as a backitig 
to tlie Silver Notes (i.e Rupees) now in eirculati( It will also in due 
course facilitate the c(Hiversion of these Rupees into gold if, atsfime future 
date, this appears practicable. 

Hi. ’^I’he silver lTalf-Ru|)ee hould hereafter bt* legal temle up t** 
Rs. 10 only. 

M. All subsidiary coinage below Re. 1, if it is to Ik^ of silver, should 
he of same fineness as tlie |)resent English .shilling. 

In. The Note Issue should he hainled over to the lmp(>rial Rank of 
India. t(» be run as a separate Issue Department as in England, and its 
ilutitw in this reganl should be clearly laid down by law. 

1(5. If the Note ls.sue is so transferred, the Im[x*rial Rank shouhl 
not be allowed to do any foreign exchange business c»n it.s own account. 

17. 'I’he nmiittance operations of towernment .should al.so be cai ried 
out through (he .Agency (*f the Inpxn'ial Rank, the, Finaiiets Department 
wntinuing to control the amounts and the dates of remittance, and 
rnjard should (dso he hml to the dates when the iiumey would really he 
wanted hy the Secretary of State. 

IS Such remit tames should not exceed (he amount indicated in the 
year’s Rudget in the ways-and means jirogramme of the Secretary of State 
and should be made within the Gold Points. 

19. The itnering of Exiliange for forward deliveries against .such 
remittani“es shoidd be consideretl. 

20. The erroneous idea that the Currency Rest rves are for |>lacing 
the Secretary of State in funds whenever Councils cannot he sold within 
Child Roints should lx* given up, and the Secretary of State shoidd meet- 
the deficiency in his remittances by canei*lling or po.stponing commitm<‘nls 
whenever practicable, and making up the- biilance, for the time being, by 
short-term borrowdiig in Imidon. 

21. The idea that the stringeney felt in the- busy season in 1924, was 
of the same kind as that felt in pre-war da.ys is erroneous, because the 
latter was due to the locking up of enormous .sums in the Resi*rve 
Treasuries. The stringency felt in recent years wa.s really due to the 
Currency dmir being practically closed to Gold, and if this is again ojxjned. 
Exchange Ranks will be able to lay down all the funds needed for financing 
of our exports. 

22. The Emergency T.ssue would Jie only needed for financing Indian 
protluce when for some rea.son the foreign demand for it was jioor, and the 
produce had to be carried for a coitsiderable time. Such issue should not be 
a rigid figure such as 12 crores as is the ca.se now. but 10 per cent, of the 
actual Note Issue on Slst March of the previous year. 

L 4 
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23. 'I’here should also be provision for extraordinary powers being 
given to the Goveruor-tJeueral-iii-Couneil to direct the i^ue of Currency 
to an amount not exceeding 5 crores to meet the situation that may 1» 
iTcatcd by a moaiey market panic. 

24. 'J'he rate of interest on the Currency issued as per Clause 22 
should be nwxlerate, while for that under Clause 23 it should be a pemU 
rate to assure the automatic return of such funds the moment the panic 
was over. 

1 believe this Memorandum so far answers all the jxnints indicated in the 
Note issiuid to intending witnesses by the Secretary as far iis the system and 
practice and the modilications of same are concerned. There are some further 
(juestions that 1 shall try and answer as briefly as possible. 

One (juestion is whether the time for a solution of this problem is ripe. My 
reply is that for the past two years India has been even more ripe for a reversion 
to the Cold Standard than any of the Dominions or even England, as it is perhaps 
the oitdy i-oxintry after America whose balance of trade has given it command of 
very large amounts of gold. 

Another (pieslion is- -What is the comparative importance of stability in 
internal prices and in foreign exchatiges? My reply is that to try to maintain 
stability in internal prices by manipiilating Currency is a delusion as otherwise 
England would have been only too glad to try it these past five years. The only 
thing that can be aimed at is to see that the prices of the various commodities in 
India are not maintained at a higher level, other things being equal, than is 
justiiied by the prices of similar otanmoditics in other countries, so that the 
consumer in this (;ountry may not suffer in comparison with the consumer in 
other countries. An effective (iold Standard is the best means f)f achieving tliis, 
a.s commodities tend to How out, and gold to flow in, into countries where prices 
are relatively low and vice- versa. Manijiulation of Currency and raising of its 
exchajige value dot's not really chea|)en prices. I’rices expi'cssed in tenns «)f gold 
remain what they were. 1’hc manipulation merely surreptitiously rai.ses the 
ammint of all tixed wages and salaries as also of all other lixed payments Jis 
expressed in terms of gold. As for stability in foreign exchanges, this is only 
a convenience to merchants and bankers, but this also is best achieved by an effective 
Gold Standard, as it immediately makes Indian Exchange stable with every other 
Gold Stamlard country. 

Another questitui is- -What are the effects of a rising and falling rujxje and 
of high or low rupee on trade and industry including agriculture and on national 
tinance? This question begs the whole is.sue, Ijccause (he implication is that a 
(xmsideration of such effects justifies a tampering with the standard measure of 
value of a country. T consider that nothing can jnstify tampering with currency, 
as it amounts to a. fraud on one section of the community t(» the beneftt of the 
other, and no honest man can ever condone a fraud, however great the need of 
the party that committed it. However, if the Conimi.ssiou wisnes to see ,what I 
have h) .say on this subject, 1 would l.ieg to refer them to my book “ Exchange 
Fallacies Exposed,” pages 27-40, 55-50 and 59-85. 

Yet another question is when should any decision to stabilise take effect? 

I do not propose mere stabilisation but a return to the Gold Standard, and the 
reciuiiinendatioii .should he. first, that India should return to it, and next that 
it should Iw achieved liy .such steps as will prevent any sudden upsetting of 
markets. 

'I'lie next question is- If the rate selected differs very materially from the 
present rate, how should transition be achieved ? My reply would be that any 
'haiige up nr down from a given rate must cau.se a certain amount of inconvenience 
and loss to a, section of the community, but such a wmsideration sliould not be 
allowed to .stand in the way of doing the right thing. T’he present rate differs 
very materially from what it was early last year, and, so far as I am aware, no 
compunction was felt by the authorities at the screwing up of Exchange. Certain 
interests were very hepvily hit during the past year and' a half, and are still being 
hit by the rate reniaining where it is. Other interests will, no doubt, be hit if 
w’e go bac.k If) 16^. gold, hut if they are so hit, it is the authorities themselves 
that will be most to blame, because they deliberately let slip more than one 
tipportunity of reverting to the pre-war ratio during 1923 and 1924, and, in fact, 
up to September, 1924. 

However, T am unable to see that there can be any important interests that 
will be seriously hit. The question of the rate has been. on. the anvil for at least 18 
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mouths past, aud no merchant or baukei' can claim that he has been taken 
unawares. To put it in the words of Sir Malcolm Hailey- - 

" Oi'diuary commercial prmlciice shouhl lead all such iiterchanU> and 
bankers to cover their cxclmnge. Common commercial morality shouhl at 
all events prevent those who de.sire to dishonour their contrai ts trom plead 
iug so unsubstantial an excuse as the failure of Governnicnt to mak»‘ its 
policy good." 

These words were used in 1921 in the Budget Speech, in those days there 
was at least a delinito policy, not only publicly declaivd, but embotlie»l in tlu' 
Statute Book. In the present lasc, no policy of e.stablishing the Is. (j^/. rate has 
Injen declared from any authoritative quarters, .so far as 1 am aware. If any 
thing, othcial utterances have been in the c*)nlrary (lircction. 

The oidy interests that can be conc’eivably hit arc tlie iinpiTi trade, and they 
can only be hit by a reversion U> Hh/. gohl in so far as they ha.ve failed to it)\('r 
excliango in resj)ect of their purchases from foreign i;oiuitrit\s. if ihei-e ar»! any 
such, they have today absolnUdy n<i exiuse for remaining niK’<tv<'reil, beiausi: 
forward e.xchangc has been very freely obtainable today right up U* May June 
next year. 

As to bow a return. t4> HW. gold eau la; most. snu.K)thly aebievt'd, it ean bt‘ 
done the same way as we i«i-nie np to IX^/. 'I'lie latter was .-ichieved by stjirving 
the country of eiirrency. The former may similarly be achieved by reversing this 
[Ktliey and allowing the (xnintry to get all the freslt siqtplies «d‘ currency it may 
need by tender of gold. The tra<le bala.ia.'e is still heavilv iji favour of this 
country, and it will lend, to act as a bufl'er against a tiK> rapid decline, (lovern 
ment sltould do as follows : — 

1. Declare its policy to 1 k‘ a return to Ks. lb to the sovereign by 
gradual stiigcc. 

2. OITer to buy sovereigns or gold Indlion for unlimited anunints oi. 

Is. gold per rniK.'e (this is the actual policy at prestmt but for .sterling 
and mit for gold). TlieelTeet of this will he to inevent the rate going above 
Is. goul. 

51. Oder to buy gold up to say Cl million a week by tender at best 
rates. 

4. above the maxiimim of sueb teinler slioubl lx-, the next, limit for 
unlimited (mrehases with the provit^i that this limit will in no case )h‘ 
allow(>d to exceed l.s'. tJAr/. gold. 

.All thesi* (xirehases of gold should lu- on ai-eount of th<* ('urreiuy Depart iiuMit, 
and not on account of the Keniittances to tl)e Secretary of Slate, as it is the 
automatic inllow of currency to the extent of tlie needs of th<‘ market that will 
elTeet the transitinti most smiM)thly. Incidentally, such purchases will provide .i 
welcome a.ddition to our stocks of gold coin and bullion in tlie reservi's, and 
thereby provide a still stronger foundation for a return tn an elleetive (Jold 
Standard as propased by me in this meinoramluin. 
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Supplementary Note, submitted by Mr. B. F. Madon, of Bombay. 

Ill the course of my oral evidence on Tuesday, the 8th Deeeinlier, 1925, ( 
said, in reply to a questiou from, 1 lielieve. Sir Bieginald Mant, that 1 did not 
accept the Quantity 'I’heory of money at all. I noticed that .scvei'al members of 
the Commission were taken aback at thi.s statement, and 1 am afraid it will be 
considered a very rash statement on my part. 1 can niulm stand the Coinmj-ssion 
not wishing to take up its valuable time in a discussion of this 'I'heory, and would, 
therefore, be glad to have it go on record that I consider the fundameutal pro- 
position of this Theory that expansion of money or money iii.struincnts comes 
fifst and the rise of prices afterwards is contrary to all the known facts, aud to 
the experience of all merchants who deal in commodities on a large .scale. The 
following remarks of .Tohn Stuart Mill in this connexion are as pertinent to-day 
as in his time : — 

“ Not only has this fixed idea of the currency as the prime agent in 
the fluctuations of price made the adherents of the Quantity 'fheory shut 
their eyes to the multitude of circumstances which, by influencing the 
expectations of supply, are the true causes of almost all speculations and 
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of almost all tluctiiutiuns of price; but in order to bring about the ehroiu)- 
logical agreement required by their theory, between the variations of bank 
issues and those ot prices, they have played such fantastic tricks with 
lacts and dates as would be thought iiuTcdible, if an eminent practical 
authority had not taken tlie trouble of mwtiilg them, on the ground of 
mere history, witli an elaborate exposure. I refer, as all eonver.sant with 
the sulqect must be aware, to Mr. Tooke's ‘ Histt)ry of Prices.’ The result 
ol Mr. Tcxike s investigations was thus stated by himself, in his examina- 
tion before the (.'oiamons Committee on the Hank Charter question in 
isyjj; and the evidences of it stand recorded in his book : ‘ Tn point of fact, 
and historically, as lar as my researches have gone, in every signal 
instance of a rise or fall of prices, the risi^ nr fall has jireceded. and. there- 
fore, could not be the elTect of an enlargement or contraction of the bank 
circulation.’ ” 

I may add that an investigation fd pri*'e movements during the last 10 years will 
show that the cquclusion that Tooke arrived at in ls:J2 will hold equally true of 
this recent period of big price iluctuations. Therefore, what the Quantity 
Theori.sts put forward is almost like arguing that the son Ix'got the father. A 
second ma.xim derived from the same Theory is equally untrue, ft would ask us to 
believe that a 10 per (“eiit. addition to the supply of money or a 10 [)er cent, sub- 
traction from the supply of good.s would result in a 10 })er cent, variation in 
prices. All wholesale merchants know that this is absurd. A 10 per cent, addi 
tion tn the supply of sugar has reduced its price by some <50 per cent., and of 
cotton by some 30 jier cent, this year. Again, a 10 or 15 {)er cent, shortage of 
supplies lias resulted in a rise of some 90 per cent, in jute and t»f as much as 400 
per cent, in rubber in the past 12 months. When a theory is contrary to all 
the facts, the (’omrni.ssion will understaml why T so emphatically reject it. T want 
these remarks to go on record, because it is to a blind reliance on this Theory that 
is largely to be attributed all the recent manipulations of currency with the 
object of control of jirices that we have noticed in so many countries, including 
India, in the past few years, and which result in what is tantamount to a fniud on 
large sections of producers, and particularly on the most helpless and most voice 
less of them. 

Another thing I would wish to put on rectird is this. Sir Henry Strako.seh 
mentioned the resolutions of the (lenoa Conference re the desirability of a (Jold 
Standard, and of the (kmtral Hanks of various countries having a common policy 
with a view to credit control. I then said that I could not recall exactly what it 
was. but agreed that the recommendations as then put before me were sound. I 
have siiK'o had a look at the original resolniions, and would like to record my 
reservation as to the desirability therein indicated of controlling credit not onlv 
with a view to maintenance of the currencies at par. but also with a view to pn"‘ 
vent undue fluctuations in the purchasing power of gold. My view is that tin* 
pre.sent methods of measuring .such purchasing power are altogether too 
empirical, and it is dangenais to take action on conclu.sions as to the value of gold 
arrived at by such methods, and to try to control prices of commodities, because 
that is what it finally amounts l«». T also dissent from the recommendation [ Reso- 
lution 11 (4)] that Central Banks should buy and sell Exchange on other partici 
[lating countries in exchange for their own lUirrencies, as I consider this liable to 
very serious abuse and very serious risks also. 

The next remarks 1 would like to olTer are as to the so-called hoarding in 
India. I have already exjilained to the Commission that it is not hoarding as 
understood in the West, but only tfie storing up of values for a rainy day. T have 
further explained that it is in this form, because of conditions of the female S(^x 
in Indian and ])articularly in Hindoo society, and liecaiisi; of the illiteracy of 92 
fier cent of the total population. The Chairman had lieen good enough to find 
th-se explanations of mine rather illuminating, but. to European-trained minds 
the explanation T gave may still atiitear inadequate, and thev might still wonder 
why a g(X)d deal of it cannot lx* de}xi.sited with Banks. Tt may, therefore, interest 
the Commission if T point out that there are in India 

2,316 towns, 

685,065 villages. 

For the supply of Western Banking facilities to all these we have— 

The Imperial Bank and its branches. 

Banks registered in India and branches, 

Exchange Banks and their branches. 
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As these Hanks naturally selet^t large oentre.s nf population <*r of trade, it will, I 
believe, l)e found fliat ahnust every one nf the other Hanks will have its olliee in 
the same town as the Imperial Hank. In fact. Hanks as un<li'r.slood in the West 
exist to-day in India in only about liiiO out of ilie ‘J.’.llt! towtis, let alone the vil 
lages. ff I further point out that out of these as many as towns ean 

claim a po[)uIation of 10,000 or more, the backwardness of Imiia in the matter ol 
Western banking facilities will become even more striking. 

That does not mean that all the rest some 1^,100 towns and .some 700,000 
villages have no banking faidlities. The\ have their indigenous banker, but he 
does not operate che(pies. It is all cash paid in or paid out. I'he Commission 
will now pr;rhaps l.tc able to sir that all this vast area must ivt|nire a va.st amouiit 
of currency to carry on its operations, Inranst* this Cnrrency lias to do lor all this 
vast area the. same work that the che(]ue does in Kngland. The impression is 
abroad in certain circles that there is l.oo much currency in India. The above facts 
will. I hope, at least show tlie Commission that India in this matter, as in many 
others, has to lx* judged by dilTcrent standards, and lonclusions drawn from 
e.vperience of Hanking comiitions in the West are likely to be liighly errom'ou.s. 

The use of Currency itistead of the Cheipic is not conlined to the non-bank 
areas alone, (t is notorious that in indigenous commercial circles, even in the big 
cities where banking facilities are adeipiale, c, va.st amount of business is carried 
on by means of Currency, not. ('heipies. This may partly be due to const*rvatisni, 
but r am inclined to think it is due to no small extent to the stam|) duty on 
cheeptes. Here, again, the mistake is made of judging this country by Western 
standards. We are told an anna (a penny) is nothing; it cannot stand in the way 
of a free use of cheques. 'I'hese gentlemen forget that in rich Kji^land the 2d. 
stamp on cheques is widely resented, and the Associated *’hatnlM'rs of Commerie 
of Creat Britain are making the reduction id’ this duty to \<l. a part of their pro 
gramme. 

The [xuiny in England w’ill bn\ hardly anything to day. An ;inna in India 
w'ill buy in many areas a substantia! quantity of comtnoditics. 


Then, agaiti, if A gives a cheque to H of Ks. 10.000, ami H has to pay this 
out again to live different persons, C, J.). E. F. C, by live cheques. A fifiys one .itiiia 
and H pays live annas on the .same 10,000. 'I'he indigenous Hanker dix's not .see 
atiy sense in paying such a lax. He prefers to get it in 100 notes of 100 rupees 
each and pay.s them out to C, 1). E, F. C, and has no stamp on cheques to pay. fn 
effect, therefore, the I'lirremy A’otes ojieratc as a (lovernment cheque that jiassi's 
from hatid to hatid tnany titnesover, ami saves the stamp cA’ery time. 

In England they grudge even 2d., and in the enormously rich United States 
they have no duty at all. 1 urge that the case i.s far stronger for the abolition -if 
this duty in such an extremely poor country as India is to day. The fact that this 
duty is now provincial revenue, is advanced by Covernment as a valid rea.soii for 
doing nothing. I submit that tlu; much wider u.se of the cheque is a most 
important currency quest ion, that it has a most important bearing on the iteserves 
the country must hohl, and tliat the los.s to the I’roviuces could rightly be made up 
from the profits on investments in the ('urrency Re.st'rves. 

The above remarks about the Uurrency Note really acting as a I 'he(|ue {'ass 
ing from hand to hand in over 2,000 towns and in .some 700,000 villages should 
also indicate that the time has arrived when even Notes of higher dciioniinations 
than Ks. 100 may safely be made univer.sal. 

'I’here is another matter in my oral evidenee that I should like to see cleared 
up. In reply to a questinii from the (.’hair whether prices had In'cii adjusted to 
the 18rf. rate now prevailing, I believe, my reply was that they must get adjusted 
every moment, as most of .India’s commodities were exported to a larger or 
smaller extent, and the prices of all such eomniodities had, therefore, to get imnie 
diatcly adjusted to the rate then jirevailing. What I want to now make clear is 
that this ladjustmeiit that f spoke of only refers to jiriee.s of articles for Export 
that come to the various market.s, and that prices in the widest sense, that is, 
{irices of such articles as do not ligure in the Exports, and the prices of labour, 
and of transport and other services, are not so easily or readily adjusted, and 
have in a great many cases, as a matUir of fact, not been yet adjusteil at all. 'I'hus 
there has not yet been any readjustment of Hovornmont .services, or of the railway 
or other servie.es, nor has there been any adjustment of the prices of labour whether 
industrial or agricultunil, and it can only como about after long and bitter 
struggles. 



172 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 


In the course of niy examination o(n the 8th instant. Sir Henry Strakosoh 
seemed to have some doubts about the self -liquidating nature of the I'rade Bills 
that I advocate as the only kind of Bills that should be eligible for Emergency 
(Jurrency Issues. I wouUl, therefore, like to quote the recommendation of 
Ur.s. Kernmerrer and Visscring to the Smith African (lovernment in their Report 
early this year recommending an immediate reversion to the Gold Standard. In 
para. 49 (2) of this Report tliey say : 

“ I’he present campaign to further the wider use of Trade Acceptances 
ill lieu of open accounts should lie encouraged and that to this end, it is 
lesirablc that 

“ («) Merchants should give preferential terms to purchasers 
who are willing to accept such bills in lieu of obtaining credit on 
open at counts, that 

“ (ft) Commercial Banks should give rates that are more 
jircferential than those now prevailing to merchants who obtain 
their ailvances from the banks by discounting such bills as compared 
with merchants who birrow from the banks on current account, viz., 
overdrafts or one-name P /Notes, and that 

“ (c) The Reserve Bank give substantially preferential discount 
and redisi’ount rates on trade acceptances.” 

If a di.sconnt market on these lines was developc'd in normal times, then, in times 
of a world traile depression, it is the excc.s.s of such bills over their normal volume 
that \vill overflow into the (/urrency Department, and they will be absolutely self 
liquidating, if pro[)erh" opierated. and the Emergency is.sue will aiitomaticaliy run 
down to zero as soon as there was no excess. J do not, therefore, have the 
apprehension that Sir Henry Strakoscdi seemed to have in mind that such Bills will 
be used speculatively in order to carry produce for eight months or a year. 'I’he 
Bankers who have })ut their endorsements on such bills will insist on their (Mients 
retiring them, and in any case will retire them themselves on due date. 'I'his is 
not the case with the present system of “ mannfaclured ” Bills, and, if for nothing 
else, then at least for this reason, the development of a discount market in this 
(H)untry on the lines .suggested by Drs. Kernmerrer and Vissering is highly 
desirable in the interests of a sound currency policy. 

There is another jioint in my examination by Sir Henry Strakosch, about 
which r would siqiplement my replies to him by a few worils here, lie seemed to 
have very great apprehensions about the <lay ten or lifteen years hence when we 
make U]) our mind.s to go to what is called a fiill-fleilged gold standard, and have, 
according to him, lo offer to convert all the riiix'cs then in existemv into gold, f 
do not share his afiprehensions. because^ 

1. No such offer nec'd be even then made if the limit of legal tender 
of the ru|)ees is fixed at 500 or 1. 000 rupees, and thus the hoards of the 
small man arc safeguarded against any depreciation of their purcha.sing 
flower 

2. Nor do I propose that any such offer should be made until our 
holding of gold is sufficiently .strong; and lastly 

3. I dp not apprehend that any large part of the rupees then in 
exi.stenco will ever come back for conversion, because this rupee- -the 
shilling of India — will be even more wanted in this very poor country of 
very small individual fiayments than the British shilling is in the ITnited 
Kingdom. 


However, if these apprehensions also find any weight with the other Members of 
the ('ommission. then T withdraw my recommendation for a One- Rupee Note. 
This wiB ensure that all payments under Rupees 5 will have to be necessarily made 
in the silver rupee and absolutely compel its retention in circulation, and it "cannot 
come back for conversion into mild -at least a very large part of it cannot come 
back — in this country of tliree hundred and twenty millions. 

However, in order to satisfy this Commission that they need not have any 
fears on this score, I tried to procure the figures of the total ndminal value of silver 
subsidiary coinage now in existence in England. I am sorry to say I was given to 
und^rstRnn thst such information was not available in this country even in ofUcial 
quarters. I must, therefore, content myself for want of more up-to-date informa- 
tjon. With certain figures put forward by Sir Robert Giffen before the Fowler 
Committee as far back as 1898 In his evidence before that Committee Sir Robert 
Giffen quoted certain figures of such circulation on the authority of a Report made 
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by Mr. Roosevelt to the l.'iiited States llovcrnineiit some years earlier. [ do not 
know the date to which the figures iu that Report had bt'en brought up. but think 
it will be safe to take them as relating to the end of the year ISOt), because it was 
about that time that the fight of the two standards JiVvan and the Democrats 
wanting a Silver Standard, and McKinley and the Rej)iii)l leans wanting a Gold 
Standard-- ultimately resulted iu the final victory of the Gobi Standard in the 
United States. As.suming that 181)(} was the year Mr. Roosevelt rep<*rlcd for. 
there was .silver .subsidiary coin in circulation in the Uniled Kingdom in that 
year of sis much as 

.£22 million. 


The nett additions, year by year, since then, were according to the Report for 1923 
of the (.kmtroller of the Royal ^iint as follows : 

.£ 


1897 

1898 

1899 

1900 

1901 

1902 

1903 

1904 

1905 
1900 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 


383,500 

370,003 

369,301 

592,900 

111,100 

-142,080 

-133,000 

437,088 

-213,000 

182,084 

178.625 

101.207 

-02.491 

589.752 

672,091 

1,253,938 

982.284 

5,040.444 

7.096.151 

7,312.090 

2.777,782 

7,913,940 

3,211,950 

1,340.800 

722.369 

4,503,575 

--5,557.700 


29,309.305 


The abf)ve figure.s are from page 03 of the Report. 

W(j tliUK find that 

1. 'I’here was already in existence at the end of 1890 
subsidiary silver coin of a total nominal value of ... 

2. There was Itetween that year and end of 1923 a 

further nett addition of about 

Total apparently now in existence 


e22 


£29J 
,€51 J 


million 


million 


I had wired to a friend in England to get me the figure of (he present silver 
circulation from His Majesty’s Mint, ami he reports that the Mint estimates it at 
between €50 and 00 millions. However, to avoid exaggeration I will take rny own 
figure of €5H million arrived at as above. This sum reduced to terms of shfllintrs 
gives us 

a total circulation of 1,050 million or say 105 crores shillings in the United 
Kingdom to-day. 

'I'he population of the United Kingdom including both Northern and Southern 
Ireland was reported to lie under 47 million in 1921, so that it will be at once 
seen that the Subsidiary Silver circulation was as much as 

over 22 shillings per head. 
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It is also to 1)0 iioticeil Croni tho Mint Report that the Silver Coin held by 
Hanks was between tO aiul 7 million in the 5 years before the War, while to-day 
it is as miu h as £14 to 17 millions, 'fliis means that the payment of wages makes 
iiiucli lalls to <ljiy for siu'li luoiu'v. i*ur 1 tho Ihiiiks «\rc obliffod.to hold inuch 

larfjor nmomits today in order to Iw able to meet tho netMls of their clients. It is 
im[)ortaiit to b(‘ar this in mind, because wages and salaries in this country have 
also gone 70 to HO per cent, above jirc-war level. 

In order to test the English figure of *22 shillings. I tried to get figures for 
other countries. 'I'lirongh the kindness of Dr. H. M. Anderson, of the Chase 
National Haid< of New York, I have obtained the following figures of subsidiary 
Silver circulation : — 

I 

Paper Monev Si denomination chiefly Silver (lertificates ... 420. (521 .00(1 

Silver Dollars 54,085,000 

Silver Coin of less than 8l ••• ••• 272,217,000 

756,.523,000 

Copper and Nickel Coin outstanding of which |>art 

undoubtedly lost or destroyed ... ... ... ... 100,000, (MIO 

1862,523,000 

Distributed over a jiopulation of 110 millicm {it'ople this gives 
28.S*. i)er head without (’opper and Nickel 
a2.'' including the (k.»j)per and Nickel. 

I also find that in (lermany when it went over to the (jold Standard, the 
Subsidiary Silver was as much as 10 Marks, say 10 Shillings iH'r hca.d, and it 
was found noce.ssary to increase it to 12 Marks, say 12.'>'. per head so early as 
1880. f cannot gel later figures, but the abovi' corroborates the figure of 1 In. 
foi; England in 1800. .\ccording to the lleport of His Ma jesty's Mint for 1023 
there was §3.00. .say 12''*. Id., per head of .subsidiary silver in tJamida and 
14.S'. 3^/. in Australia. In lK)th of these Dominions the average level of wages is 
much higher than in the Cnited Kingdom. 

f,ct us now api)ly the alswe data to the ca.se of India. India is a country 
of 320 million people, and. in this country, not only the petty payments of retail 
trade, but many othi-r bimis of pjiyment have to be nuule in .silver, because the 
{)opulafrion is |)oor, iHHause .average earnings are only a few peiici* a day, and 
because the cliecjue is not known in the whole of the rur:il areas and inasmuch 
as 9(t per cent. *)f the urban area. If wo leave aside the case of the Ujnited 
States and make only t he same allowance j)cr head of population in India as in 
England, t.c., 22.'>'. per heml, it would call for 

701 (Tores Shillings, 

or, putting it in terms of Indian money at I.''*. 4//. to the Ru[)ee, India should 
ha.ve under even a Cold Standard a. subsidiary silver cireiilation of as much as 

528 crorcs of rupees. 

If our actual circulation of Silver money (fractional coin inclusive) is less than 
this figure -if it is only ahnit Iks. 300 crores as would ap])ear to lie the case from 
cert-ain authoritative estiinate.s then it is easy to .see that it is by no means too 
large for the needs of our jiresent population. Again, the ciise of England 
teaidies us that such .silvm* circulation must increase both absolutely and aksf) 
per head. It i.s. therefore, not at all extravagant to say that even if there is 
any excess today, it will bo all ;d).sorbed in the next few years, and the amount 
now in existence may even prove inadequate for the growing needs of a larger 
and n¥)rc industrialisiMl ^lopidation 15 or 20 years hence. 

'I'herefore, if the pundiasing power of the rupee is not destroyed by absolutely 
demonetising it, and if this |)urchasing jiower is safeguarded by allowing the 
Rupee to remain legal tender np to at least Rs. 500, then the above remarks 
will show that we need have' no aj)p?*ehensions about any of these rupees coming 
back for (.•onversion, nor need we ofl'er any such conversion. Our case is very 
similar to that of America in 1*^96 when it finally voted for the gold standard. 
Tbey left the Silver T)o\lar full and unlimited legal tender, and t consider that 
the same thing, if done, here will snffiee. I may add that even Germany had to 
continue the Tlialer -a silver coin -as full and unlimited legal tender till about 
1908, although it axiopted the Gold Standard in 1873. This is merely to show 
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that it is not at all necessary to put any limit to the legal tcmlci- cpiality <il' the 
existing Itupi^cs if India ado'pLs the Gold Standard to-morrow. Any sucli action 
itiay wait without any disparagement to the Gold Standard whatsoever. Nor 
is it at all netxsssjiry to offer conversion of the silver that may 1h> in circulation 
into gold. America did not make any such oiler, nor did England when it made 
the shilling liniiU',d legal lender a huiidred and tifty years ago. 

It was C'urrency unwisdom in the past that saddled India with the huge 
amount of token curroiu;y, against which Sir James Heghie, a Memher of I hi' 
Ghamlierlain Gommission, had recorded his most emphatic protest. It will 1h>, 
1 submit, adding insult to injury if India is to be told to-day that it caniiot 
have a Gold Standard unless it provides fur conversion of the bulk of its present 
silver circulation into gold, and, as a necessary corollary. agrei!.s to enslave itself 
economicitlly to England or America, to the tune of another thO or GlOO million. 

If the apprehensions that Sir Henry Strakosch .seemed to have in mind still 
weigh on the minds of this Commi.ssion after the alx)ve examples of the silver 
circulation in England, the I'nited States, eU-., and if they still consider that 
conversion may have to be olTcrcd 15-2t) ycai-s hence when the Rupix* is made 
liniited legal tender, then, may 1 be pcrmitteil bi point out that fixing the rujicc 
at any higher ratio than unnecessarily and heavily increast's our gold 

liabilities under the Gold Standard in the matter of conversion of this silver 
token Currency as well as all other token l.hirrcncy, and that this should be a 
further ixiwerful argument for going back to Mvl. 

This reminds me of a further remark aljout the Ratio that I might be 
permitted to make here. Devaluation of currencies, /.c., reduction of the gold 
value of the Standard I’nit, has Ix'cn known for centuries, anil we have seen 
instances of it in the last- five years. Put in plain English it means nothing more 
than this: 'I'hat an insolvent country is not able to jiay its creditors the holders 
of its jiaper- full 20 shillings in the G, and comjK'ls them to accept less. Such 
a thing is fairly common in the case of both insolvent individuals and insolvent 
latiuns. 

The ()(|HX)sile of devaluation is .so unknown in Economii'. Ili.story that there 
is not even a recognised term for it. 'I'he “ Statist ’ calls it plus valualion, and 
.savs India is the o?dy iiisinnce since the War of such a thing as plus valuation. 
This word may look harmless, but, in plain Knglish, it means nothing more nor 
less than that India is the only country that has deliberately arraiigeil to ))ay 
its creditors — the holdeis of its paper more than they were entitled to. This 
is a thing ab.sidutely unheard of, either among individuals or among nations. 
And, this would be done by the llritish Government, who claim b) be the Trustees 
of Itidia. 

There is another consideration that 1 hope the (^xmmission will also bear 
in mind when framing their final reciHiimeiHlations. If it is right to change 
the i^tandard Ratio to-day from Km/, to 18^/. to suit the pnrpo,ses of the ]»resent 
Government, it will be consiilereil an unimjnmchable preciMlcnt by .some future 
Government for once more changing it from 18//. to 12f/. or 8//. if it suited their 
purpose,s. Any change now' recommended will stand as snch a precedent for the 
future. 


APPENDIX 19. 

Statement of evidence submitted by Mr. C. N. Vakil, M.A., M.Sc. (Econ.), 
F.S.S., Professor in the School of Economics and Sociology, University of 
Bombay. 

A Gold Standaku and Gold ('uiiRENcy kuh India. 

The Pre-War System. 

, The pre-war system of currency ami exchange in India has In'cn known as 
the Gold Exchange Standard System. 

Under this system, the legal tender ciirreni'y consisted of rupees, rujxx; note.s, 
sovereigns and half-sovereigns. 

The Government had the monopoly of ixiining rupee.s at their di.scretion; 
notes were issued against a certain reserve, a fixed part of which consisted of 
securities and the rest of coin or bullion ; sovereigns and .hal f-sovereigns were not 
coined in India, but could be imported. 
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Relation of the j^ujHse with the sovereign.- Government was willing to give 
Id rupees for a sovereign or gold i)f equivalent value, but was not bound to give 
a sovereign for the same number of rupees. 

The (Joh! I’.jtehange Stfiudnrd. — The underlying idea of a Gold Exehapge 
Standard is tliat whereas silver or any other cheap euijreuey would be use«l for 
internal j)urpo.ses, the internal currency would ho converted into gold — the inter 
national currency, for niwting external obligations. its wc have seen above, 
how(*ver, the people had no power to eonqiel' Government to give them gold in 
exchange bn rupees, and in this respect we may .say that Iiufia iiiil not enjoy e-Mi 
II- yrniii/ii (jlohl R.vchonge Stmidanl bef(m‘ the war. 

Maintenance of the cx>change oa/iie of the rupee . — If the Government had 
undertaken the obligation to give a sovereign for rupees at the raU; of 1 to lo, 
just as they gave rupees for goild at this rate, the exchange value of the rujx'e 
would have l) 0 <*n automatically stabilised at this rate, that is, at l.s-. 4r/. 

Though such automatic stabilisiition of the rn})ee was not secured un<ler the 
pre war sy.stcni, the Government adopted certain other measures to maintain the 
exchange value of the rupee at l.s-. Ml. 

Council Bills.- This is done with the help of the machinery of what are 
known as ( -ouncil Hills. The Secretary of State for India requires certain large 
sums of money to meet his sterling expenditure in England on behalf of India, 
comnmnly known as Home Charges, but whiidi we prefer to describe as English 
(Charges.* fn.stead of sending the neces.sary funds from India, it has been found 
convenient to sell bills of exchange in England, the prex-eeds of which are used 
to meet English (Charges. It is possible to do so. because normally India has an 
exicss of ex|)oi-ts. and those who have to send remittance to India on trade account 
arc willing to buy the.se bills. The bills are ultimately cashed in India in rupees 
by the Government of India. In the pre-war years Council Hills were sold not 
only to meet English Charges, but also for other purposcis as we shall see below. 

In order to maintain the exchange value of the rujiee, the S<>cretary of State 
was willing to sell (h)uncil Hills at l.s-. \\d. per rupee without limit of anmunt. 
Without going into other details about these bills, we may siiy that this practice 
ha<l the cITccf of preventing the exchange value of the rupee from going beyond 
(his limit, which may be considered the njipcr gold point for India when cxchange 
is stfibili.sed at !.<?. id. 

If exchange Ijecanie weak and had a tendency to fall below 1.'-. Ad., the effective 
way to maintain it at that level was for Government to give gold or sovereigns .at 
the rate of 1 to 15 in exchange for rupees. The Government was, however, not 
bound to do this, and the way in which Government tried to maintain exchangti 
on such occasions wa.s by the sale of bills in India on Eondon, known as Reverse 
Councils at a rate of l.f.' 3 20/32#/. or slightly less, this being the lower gold [Xiint 
for India. 

The Gold Standard The capacity of the Government to sell Reverse 

Councils was limited by the amount of re.souree.s at the disposal of the Secretary 
of State out of which he ea.shed them. In order that the Sticretary of State may 
have sufficient resources for such emergencies, a s|K;cial reserve was built up tn 
maintain the stability of the rniiee in times of weak exchange. This reserve is 
knomi as the Gold Standard Reserve. It consi.sts of the profits on the coinage 
of rupees and the interest on the .same. 

This was, however, not the only resource at the dispo.sal of the Secretary of 
State to maintain exchange. A part of the Paper Currency Re.sc!rve was also 
keid in Eondon and utilised for the purpose of ca.shing Reverse Bills 
w'hen necessary. When the Reverse Bills were cashed out of the Paper Currency 
Reserve, a corresponding amount of notes w'cre withdrawn in India, which led 
to a contraction of the currency, and had the effect of raising the exchange value 
of the rupee. 

fij'juimion and Contraetim- of the Currennj. The coinage of rufiees was 
as ive have seen above in the hands of the Government. The only etTective way by 
which the rupee currency was increased was by the .sale of Council Bills in Eng- 
land. in cashing which the Government issued rupees in India. 

• “1'liP term ‘ Homo (’harffes’ is a fjrrat anomaly in the accounts of the Govomment of India. 
Theso charffps reprosent the expenditure incurred in sterlinfj in England by the Secretary of Stab' 
fur ln<lia. H was natural for the English ofRciiilB in the early days of the Comiwiny to select this 
term to represent theso charges, for they were j»aid to their ‘home’. From the point of view of 
the Indian taxpayer who cohtril)utes to these imyments, these charges are paid out of his ‘ home 
To avoid this ambignity, wo shall speak of these charges as the * English Charges ’ of the Govern- 
ment of India.” Cf. Financial Developments in Modern India, by C. N. Vakil, page 307. 
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The expansion of the currency thus depended on the demand of the Exchange 
milks in tiijgland for Council Hills, which in its turn dejieiidcd on the state of the 
export trade of India, J.he real need for expansion of the currency, however, 
begins in .India as soon as the crops are ready to lie moved from thousands of 
villages to the cities and the ports. The monetary .stringency thus created is not 
met for some time, l)ccause the demand of tlic exchange l)anks for (’outicil Hills 
takes time to become elToctive, and even then this demand is not sullicient t«) meet 
the stringency, which is partly due to tlie internal movement of goods meant for 
internal eonsuniptioii and not for export. 

Though in the expansion of the enrreiiey. the people had some indirect share, 
it wjis not in their jmwer to contract the currency at all. 'I'he rn])ec which forms 
the Inilk of the currency is a token coin, and eaniiot be either melted or exported 
without loss. The eontr, action of the currency took j)lace only wlicn tlic (lovern- 
ment sold Reverse Conncdls to maintain the exchange value of the rupee in times 
of weak exchange, and ca.shod them hv means of the l’ai>er ('urrenev Ue.servc in 
England. 


IVe conclude, therefore, tluil the pro war system was defective in as much as 
the volume of currency did not adjust itself to thc^ reqnirmnonts of the people at 
their will, or in other words, the system iras not o-utomath'. 

Man^ement of the Currency . — This important fiinctictn of expanding and 
contracting the curreiuy which ought to bo left to the free will of the people, was 
|)erformed hy the Government. In spite of the best of nuitives or knowledge, 
it limy be said that Government olticials are likely to commit mistakes in deter- 
mining such a delicate thing as the currency reqnireincnls of the ixjople at a 
parti(!ular time. 


'And we know as a matter of fact that during the pre-war days, (kuincil Hills 
were so]<l for various purposes - to meet the sterling obligations of the Government 
of India, to transfer the Gold Standard and the I’aper Gurrency Reserves from 
India to England, to suit the convenienec of the trade iixid so on. The effect of all 
this was that the number of rupees issued to meet these Council Hills was larger 
than required, with the consequence that jxriccs rose. This was carried to such 
an extent that one of the anxieties of the Govcnuneiit during the ])re-war years 
was to keep sufficient stocks of silver — «)r ])artly coined rupees — or later, fully 
coined rupet's- always ready to mc<'t the unlimited flow of (kaincil Hills which 
the Secretary of State was selling. 

On the other hand, when conlraction of tlie currency bcifutu; necessary, the 
action was not always jxrompt, as in the crisis of 19()7-()H. Hesides, the power to 
contract the currency has been used not only to meet a genuine demand for con 
traction, but also toaebieve a certain result on which the Gin-ernment had rightly 
or wrongly set its heart. 'Ibis was done when on the recommendations of thcl 
Habingtoii Smith Committee, Rcver.se Councils to the extent of more than 55 
crorcs of rupees were sold to bring uj) tlie exchange value of the rn|)<-p to 'is. gold 
by contracting the currency. The curremy was agaiti contracted in very rccexit 
years not hy the sale of Rcvcr.se (kmncils. but by a slight variation of the same 
method. Tlie .sterling securities hold in the l’a])cr Curreiuy Reserve in London 
were transferred to the cash balances of the Sccrctnry of State for his ordinary 
requirements, and notes to that extent were cancelled in India. If this had not been 
done, it would have been necessary to sell (Vuincil Hills on India leading to an 
inc ivase in the volume of the currency, ff'his was done when the Government had 
no definite exchange policy, and when the condition of the trade did not require, 
it. The consequent tightness in the money market created a great susjiicion among 
the commercial community regarding tlic currency and exchange jiolicy of the 
Government. 


The conclusion from this is that the power to exjxand or contract the currency 
in the hands of the Government is likely to lx* wrongly used. It may lx*, added 
that the Government .sliould be aliove .suspicion in those maller.s. 

. Stability of Internal Prices. .\s wc have seen above, during the pre-war 
years, on account of the unlimited sale of C-oinicil Hills, more and more rupees had 
to Ixj issued. This increase in the volume of the currency lia<l its inevitable effect 
of raising the level of prices in India. If we eomparc the price-level of India 
with that of gold standard eouiitries like England and the TkS.A. during the 
pre-war years, we find that the rise in India was greater than in these other 
countries. 


666!M 
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IVe conclude, therefore that the inanagemeat of tlie pre-war system, in which 
the chief aim was the maiiiteiuuicc of the external stability of the ru}iee, did not 
give sufficient attention to its internal stability. 

Silver and the pre-irar System. - We have seen above that the expansion of 
the currency in India ilependcd on the sale of (Council Jiills. Or, the sale of 
il Hills dtipende*! on the amount of rupees which the Oovernmeut could 
issue in India. This means that if circumstances arose under which the Govern- 
ment of India found it difficult to issue rupees on account of the want of silver in 
sufficient quantities, the system would not work. 

During the war, this difficulty was experienced, and special measures had 
to he adopted on the one hand to economise the u.se of silver, and on the other to 
obtain s])ecial supplies of silver from the ll.S.A. 

In any such emergency the iirice of silver is likely to rise. Because of the 
great demand for silver during the war in dilTerent countries, and also because of 
the failure of the Mexican supply, the jirice of silver rose, and rose to an undreamt 
of level. 

The rupee is a token coin. But with the exi.sting weight and fineness of the 
rupee, it lietomes profitable to melt or export it when the price of silver goes 
lieyond 4‘3(/. per standard ounce in fjondon, with exchange at l.f. Ad. In other 
words, this may be considered the nipee-melting point. 

This difficulty arose during the war, on account of the phenomenal rise in the 
price of silver, referred to aliove. This meant that any further coinage of the 
rupee at the old rate would involve the Government in a loss. The alternative 
was to raise the exchange value of the rupee in such a manner that the temptation 
to melt or export it may not exist. But as the price of silver went on rising this 
policy involved a parallel increase in the exchange value of the ru^HH} from l.s. Ad. 
to Ad. 

The principal aim of the pre-war system, namely, the maintenance of the 
exchange value of the rupee at Is. Ad. was tlius frustrated by this external factor 
over which the Government and the people of India had no control. 

'Phis leads us to the conclusion that if we continue the Gold Exchange 
Standard System with the token rupee as unlimited legal tender, we shall be at 
the mercy oi‘ tlie silver market, and all the evil consequences which it may involve. 

Sterling and the (iold Exchange Standard. difficulty of the Gold 

I'xthaiige Standard is also due to an external i’actor, over which we have no control, 
linder this system there inust be a fixed ratio between our internal currency and 
golu for settling foreign transiictions. In view of our connections with England, 
we naturally settle our foreign transactions through Knglish currency, and it has 
been found convenient to have a fixed relation between the rupee and the sterling 
at 15 to 1. 

We did this on the assumption that sterling was equivalent to gold, and 
therefore good for international payments. Hut as soon as this assumption proved 
wrong by factors affecting the relation of sterling to gold, wo were likely to be 
affected in an adverse manner. 

During the war, sterling depreciated with reference to gold, and the only 
currency on a par with gold was the American dollar i urrency. The sterling- 
doilar exchange therefore became the measure of the depreciation of sterling with 
reference to gold. This was, however, concealed for a, time by the method of 
pegging the sterling-dollar exchange during the wai-. Hut as soon as this control 
of exchange between the two countries was removed in March, 1915), the depre- 
ciation of sterling liecame evident. 

The depreciation of sterling meant an im reuse in the London quotation for 
silver. As we have seen above, an increase in the price of silver means at a certain 
.-t-age an increase in the rupee-.sterling e.xchange. This meant tliat fluctuations 
in the dollar-sterlmg exchange had a corresponding and opjmsite effect on the 
ru]>ee sterling exchange. 

We come to the conclusion, therefore, that under the Gold Exchange Standard, 
the exchange value of the rupee is liable to be disturbed by another external cause 
over whiih we have no contxol, namely, a change in the value of the sterling 
thiough which we make our foreign payments. 

Token. Rupees and the Use of Under the present system we are faced 

with a curious situation. On the one hand, India absorbs large quantities of gold 
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every year, as the statistics of trade will sliow. This gold is either turned into 
ornaments or hoarded as a store of value. On the other hand, there has come into 
existence a huge token currency of rupees, which arc not convertible into gold at 
tJie option of the people. 

1'he people liave jiatu rally lost conlidcnce in the j’upce — because of its token 
character and because of the great fluctuations in its gohl value, so far as foreign 
exchange is coiu-erned. 'I’his is proved by the fact, that the people are as a rule not 
willing to give out the gold which they possess, unless Forced by circumstances to 
do so. They are afraid that if they once i)art with their gold lor rupees, they will 
be in possession of tokens of fluctuating value*, and that tnere is no guarantee tliat 
they will be able to get gold at the same rate, in exchange for rupees from the 
Government when they want it. 

The token ruiicc currency has thus the elTect. of eiu-ouraging the hoarding of 
gold which is extremely wasteful. A system under which the large quantities of 
gold that India has already absitrbed and is absorbing every year, would Ihj put bo 
better use than at present is therefore urgently required. 

This argument has been ably <levelo})ed by Sir dames Ik'gbie in his Note of 
Dissent to the Report of the (.•hamberlain Gommission on Indian (hirrency and 
Finance. 

.1 State Hank and (Uirrciicij. In all advanced conntric's, the Government and 
the Central Hank work in co-operation for tln^ mainlenatu'e of a .sound currency 
and exchange .sv'stem. In fact, the actual day to day management is left to the 
Hank, over whicli the Government retains a certain amount ()f control. At the 
.same time, the Hank is also in charge of tJie Treasury and other funds of the 
Government. Tn this way the complic*ated and ex])ert work necessary to carry out 
any good currency system is in the hands of the? expert, oflii'ers of the Hank, who 
are obviously qualified for the .same, and who are above political or party 
influence.s. 

Hy its very position as the Central Hank, it would be. as it were, a Bankers’ 
Hank, and thus Ice able to control the banking re.serves of the countew. In addition 
to this, the concentration of the general re.sourci‘s of the State and also of the 
Currency re.serves would give it a pr<*-eminent position, atid enable it to lay down 
a definite policy for the regular, uniform and effective management of the money 
market. 

Such a system is not yet in exi.stence in this country. 

Summary ok Dkkkct.s. 

For the sake of convenience, let tis summarise the chief defects of the existing 
currency and exchange .system, that we have seen above 

(1) The expansion and c-ontraction of the cairreiicv is not automatic, 
and tjie management of this function leaves room for grave mistake's on 
the part of Government. 

(2) The abs<*ncc of a legal (»bligation on the part of Government to give 
gc)ld for rupees doc’s not .secure the automatic stidulisation of the rupee, 
whic’h is siqcposcd to be the main function of the Gold Fxcdiange Standard 
System, atid in this respect therefore India does not enjoy eveti a genuine 
Gold Exchange Standard. 

(t3) The pre-war sy.stem was directed to attain external stability of the 
rupc'e. but in doing .so the internal stability of the rupee was .sacrifmed. 

(4) The .sy.stem will break as soon :is the price of silver rises to the 
ru])cc melting |)oint. 

(5) The .system will al.so break as .soon as sterling lo.scs gold parity. 

(0) A huge token) curi'encv of l•upees of fliic’tmiting value has c-ome into 
existence in whic'h the ]>('o])le have lo.st c’onfidence. In con.seqneticc*, gold is 
being hoai’ded to a large extent. 

' (7) A regtilar, uniform and effc*ctive management, of the money market 

has not been hitherto possible, bec’ause tlio resources of the c’ountry are not 
under one management -as with ii Central Hank. 


RKMKntE.S. 

A aj^stem whic’h show.s such grave defects stands self -condemned. Tt is 
obvious that no partial changes in tlic Gold Exchange Standard system as it exists 
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to-day wiJl remove all these defects. The efforts of the Babington-Smith Com- 
niittec and of the indijui authorities to do so Jjavc ini^rably failed oiil v in recent 
years. Tlie time lias therefore arrived for a radical change in the Indian 
currency and exchange system. 

The (lold Standard lias been universally acknowledged to lie the liest currency 
system in practice, and is either in force in or is the ideal of all advanced 
countries. 

The most economical form of the Gold Standard which has been evolved in 
England may be thus described : - ■ 

The only form of full legal tender is the notes issued under certain conditions 
- notes of the Bank of England ami currency notes issued by the Government. 
The gold value of the sterling is maintained by a statutory obligation on the 
Bank of England by which it is obliged to buy gold in unlimited quantities at 
the rat-e of £8 I7.v. 9</. per standard ounce, and sell gold in bars “containing, 
approximately, four hundred ounces troy of tine gold ” at the rate of £3 17s. 10 J</. 
These rates correspond to the })ar of exchange. 

The effect of this system has Ixjen thus described:—” In future the value 
of the pound sterling will be definitely fixed in terms of gold. If British money 
rises above the value of gold, so that less tlian £3 17if. Orf. will buy an ounce of 
standard gold, gold will be sold to the Bank of England; the volume of notes 
will increase and the value of British money in terms of gold will fall. On the 
other hand, if an ounce of standard gold fetches more than £3 J7s. 10^<f., British 
money will be taken to the Bank to Ije there exchanged for standard gold in 
amounts of not less than 400 ounces line. This will reduce the amount of British 
money, and this rediuition will raise the value of the remainder.” ((-/. the Beturn 
to Gold by Dr. Gregory, pages 40-47.) 

Gold Standard in India. 

The introduction of such a system in India is desirable and possible with 
one difference. In England though the sovereigu is not in circulation at jircsent, 
it was supposed to be in circulation before the war, and could be demanded by 
the public in exchange foi‘ notes. It is after using gold currency for a large 
number of years or decaiies that the people of England have been accustomed 
ui think of the pound sterling as equivalent to the sovereign which they could 
get at any time till before the war. 

In India, under present cimimstances, tlic sudden introduction of gold 
notes as the only full legal Uuider without gold coins is likely to be misunderstood, 
and may not succeed. It is obvious, therefore, that for some years to come at 
least the Gold Staiulard in India will rwiuire both gold coins and gold notes in 
circulation. 

If a state iif affairs ceuld be imagined when a suitable goin coin and gold 
notes circulated in India as full legal tender, with other subsidiary coins 
including the rupee as limited tender, and when the Government of India bought 
and sold gold at rates corresponding to the par of exchange, we shall have a 
system as good as that evolved in Ihigland- a sysUmi which will lie free from the 
defects of the existing system jiointcd out above. 

The ])co])le will then learn the economical use of gold (ilefect 0); the expan- 
sion and contraction (d' the currency will take place automatically (defect 1), 
and both external and internal stability will thereby bo attaimxl (defects 2 and 3). 
Besides, the Indian system will no longer be liable to break by external forces 
as at jireseut (defects 4 and 5). 

I’kactical Difficulties. 

The chief difliculty in the way of the introduction of such a plan is the 
existence of the huge number of token rupees in circulation and in hoa-rds. 
When the Gold Skuidard is in full operation as suggested alxwe, the rupee must 
lx‘ reduced to a subsidiary i>osition, juid made a limited legal tender. But this 
very action involves the liability of the Government to convert the rujiees into 
gohl at the option of the pei>plc, before declaring them limited legal txmder. It is 
difiicult to have even an approximately correct estimate of the number of rupees 
in circnilation and in hoards. For mir present purpose we may take 300 crores 
as the maximum figure of such rupeiw. It is obvious however tliat if the Govern- 
ment were required to oonvert all these rupees into gold, it would be an imiiossible 
tac&. 
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But we need have no such fears. The lar^e masses of the j)cof»le arc Ixnuul 
to require rujjees for their small daily transactions. And wlien we bear in mind 
iJie extent of the territory, and the number of the population that will necessarily 
deal with rujiees, we must come to the (>011011181011 that it will be only those rupce^s 
which are in excess of such daily reqniremenls that will In? prestmtcd for 
conversion. 

Besid('.s, if for the convenience of the ^xiorcr classes of the jx'ople, the legal 
tender limit of the rupee be fixed fairly high, say at Its. 100 at first, then the 
demand for conversion of rupees into gold will be smaller. This limit may be 
lowered at a later date. 

Though it is difficult (o hazard a gue.ss in the.sc matters. w(* may say that at 
least 50 crores of rupees will be present'd for conversion, and that the maximum 
number which the (lovernment should be jirepared to ('onvert may be put., at 100 
c.rores. This (fix's not mean that all such rupc'cs will be ])rc8ent(?d at once or in 
any one year. The (’xmversion may be timed according to the resources at the 
dis|X)sal of the Government, and bo spread over a numncr of j'ears, say at least 
five. 

It is obvious that w’hen this pr(x>ess is going on, the Government shall not 
coin more rupees. In other words, as scxm as the Gofil Standard is dcciifi'd ujion. 
the coinage of fresh rupees will stop. The demand for an ineri'ase in the currency, 
if any, should be met by the issue of gold ('oins and gold not(>s. 

Simultaneously with the is.sue of gold coins or even before it, the Govern 
ment should undertake to do what the Bank of England is re(juir(>d to do at 
present — to buy and sell gold at rates corresponding to the par of exchange, 
liike the Bank of England the Government of fiidia may buy gold in any quantity, 
small or large, but may sell it only in certain large (piantities. 

Such an action will inspire confidence in the determination of the Govern 
ment t4> establish the Gold Standard, and though this may fol1(>W(xl by a rush 
(UP the (JoveniTnciit for gold in the lieginniiig, there will he obvious limits (o the 
deniand, which may he followed l\y an inflow of gold bv the Government. 

BKSounfiES FOR A GoM) Standard. 

Ill oi’der to e.stablish the Gold Standard, and to meet the liabilities that will 
be imposed on the Government thereby, there must be sufficient resources Avitli 
them, and if they are not already sufficient, suitable, arrangements should Ixi made 
beforehand to acquire tliein as and wlieii necessary. 

On the introduction of the Gold Standard it will not lie necessary to main- 
tain a separate Gold Standard Beserve as at prestmt. For our present purpose 
therefore the Gold Standard and the Ifiqier (fiirreney Beserves may Ikj considered 
as one fund. The resources at the dispisid of Government in (he sha[)e of this 
consolidated fund are as under : -- 

Crores of Rs. 

Gold 223 (The figures for the Gold Standard Be 

Silver coin and hiillion 804 serve are of 31st Octolx'r, n>2r>, and 
Indian Securities ... 57T those for tlie Paper Currency Beserve 

English Securitit's ... fi3-2 are of 7tli Novemlwr, 1925). 

But as tlic existing nipije-stcrling ratio on the statute IxMik is 2.v. the gold 
and sterling securities in the reserves are valued at this rate. In view of the fact 
that this rate is no loiigt'r in ojxiratioii, the figures give an incorrect imprcs.sion. 
As we propose later to fix the ratio at the pre-Avar rate of l.s>. 4(/., the figures 
should stand as under : — 

Crores of Rs. 

Gold 334 

Silver eoin and bullion ... 894 

Indian Securities 57T 

' English Securities 048 

We thus see that the amount of gold already in the liaiids of Government is 
worth 33'4 crores. We have now to find out the Avay in which Government can 
get additional gold, if required. 

The very next item in the above figures sujj^sts a second source. This large 
amount of silver already in the hands of Government will be of little use to 
them on the introduction of the Gold Standard. Besides, with the incoming of 

H 8 





182 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 


rupees from cin'ulatioii iiiid hoards for eoiiversiou into gold, tliis stock of silver 
will iuorcase still fnrtli(*i‘. 'riiough we cannot determine the amount ol additional 
silver which the (loveriiment will thus get, from what we have poinU^l out above, 
it is certain that this amount will lx; large. 'I'lie only use to which (loveniment 
can put all this silver is to sell it and ae(piirc gold instead. 

If the gold already on hand plus the gold acquired by the sjde of silver is not 
sulfioient, the (lovernmciit must have iwourse to the last ikati in the alxwe tigures, 
as the third item is not likely to he of much use for this purjiosc. ft is submitted 
that the (jovcrumcnt should sell its sterling securities to acquire more gold. 

ft is jmssible, however, to utilise the sterling securities more effectively for 
this purpo.se of finding the necessary amount of gold in the early stages of the 
introduction of the (fold Standard. 

Tn spite of the pre-war policy of diverting gold from India, we had large 
imports of gold on private account in the settlement of our trade transactions. 
This policy of diverting gold from I ndia will no longer l)e necessary as soon as the 
Gold Standard is established. In other words, the jiower of the Secretary of State 
to divert gold from India by the sale of Council drafts will <lisappear, and to this 
extent we shall have a larger import of gold than before. 

'riie Secretary of State may still .sell Council drafts to the extent of his own 
requirements, including those of the High (hnnmi.ssioner, or the Governnient t)i 
India may ])urcha.se sterling in India to meet the Rnglish charges. 

Bui as it was done on certsiin occasions in the past, if the sterling I’csourees 
already with the Secretary of State are used for his aiuiu.'il re(|uirements, to that 
extent gold will have to he sent ki India by those importers of foreign countries 
wh(' may have taken our excess of exports, otherwise cancelled by the remittance, 
referred to above. This import of gold into India will lx* in addition to that due 
to the absence of diversion of gold from India, to which reference has been already 
made. 

8uch gold coming into India in cither manner will take the plate of ('ouncil 
drafts, or in other words of the issue of ru])ccs in India as has been the case till 
now. Whereas up to now the demand for additional currency is met by the issue 
of more rupees to cash Council drafts, a<lditional currency will henceforward be 
formed by the people tendering their gold to Government and asking for legal 
tender, coins or notes. In other words, the gold which will come to India in either 
of the above manner will to a great extent be presented to the Government, and 
will be an additional support to the measures for the introduction of the Gold 
Standard. 

The capacity of the Government to keep up this inflow of gold into India by 
the method of using sterling re.sources in I.ondon for meeting the Knglish charges, 
is limited by the .strength of these resources. 'I’he Government should, however, 
lx? prepared to allow gold to come in this way, if circumstances demand it, for 
.sonic time longer even after the sterling re.sources in Faiglaiul have been exhausted. 
This can be done by borrowing in I,ondon to meet the English charge.s. 'I'his will 
obviously be the last step, and Icefore the time to have reconr.se fo it has arrived, 
gold vyould have gone to India, and therefore to the Indian Government, in large 
quantities This means that the demand for additional gold to be ])rovided for 
in this way would not be very large. But if this stp|) has to be taken, it will mean 
an addition to the Public Debt of India, which the people of India will lx? preparecl 
to bear as the cost of having a sound currency system, which will more than repay 
the burden in a short time. 

Another reason why such a step may lK?i()me necessary is that the whole of the 
existing re.sources cannot be used up for introducing the Gold Standard. A 
certain minimum amount .shall have to lx? retained on hand to cn.sure the converti- 
bility of the existing note issue. The difficulties of the Government may. however. 
b« minim i.sed by giving them special powers during the transition period to allovv 
the Pa]:x?r Currency Reserve to go to a minimum level. 

An attempt has Ix'cn made in the foregoing remarks to lay down the general 
lines on which the practical difficulties in the way of the introduction of a Gold 
Standj^d may be met. Ihe working out of the detailed .stages on these lines may 
better be left to tho.se more conversant with the administration of the currency 
mechanism of the country. With more information on these subjects than a lay- 
man can command, and with their knowledge and experience regarding the 
resource operations of the Government as well as the currency requirements of the 
people, the officers of the Finance and Currency Departments should be able to 
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(Iftvise stages by which the (Jehl StamhuHl may lie introduced in India without 
undue delay oji the one hand, and with a.s little cost and trouble as [mssible on 
the other. 


Sai.e of Sij.vek. 

We j)ointed out above that the rupees which will gradually return to the 
(jovernmeut for conversion into gold, and which it may be considered will not go 
ba(;k into ( urrency, will have to be melted and sold, 'fhe same will have to be done 
with the stock of silver, coin and bullion, already in the hands of the (lovernment. 
The (iovernment will obviously lo.se in this transaction (1) because of the token 
character of the rupee, and (2) because this action will have a depressing elTect on 
the silver market. This second loss can be minimised if the sale of silver is spread 
over a series of years, and managed with due regard to the state of the silver 
market. 


Effect on ( Jot.d and Silver Markets. 

Tt may be said that an action on these lines will have grave elTects on the 
[irecious metals - that the price of gold will rise and that of silver will fall, with 
(“onsequent effetts on the prices of commodities measured in gold or silver. 

The (Jovernment and the people of India need not be afraid of any such cry. 
India has every right to reform her currency and the other countries are strong 
enough to manage tJieir own affairs if they are adversidy affected by the action of 
this country. When silver was demonetised by the Western countries, the harm 
done to India was not considered by them. And if now India asserts her right to 
have gohl tor the jirecions exports which she send.s abnmd. it is nobodv's business 
to interfere. 

These remarks are made deliberately. Proposals for the establishment of a 
(fold Standard with a (lold Currency in India were made on several occasions 
before this. 'Phis is, however, not the'place to disiuss the hispiry of this question 
.since the famous minute of Sir William Man.sfield was written in 18(54. lint even 
a cursory iierusal of the currency history of India shows that the introduction of 
this the only good system for India ’ was denied liecause England and otlier 
countries were afraid of the drain of gold to India.* 

Kortunately for us, the western countries are now faced with larger .stocks of 
gold than they can handle without endangering its purchasing ])ow’er. ft is, there- 
fore, to their benefit that gold should be used to a larger extent than before by 
other countries for currency pur|Kises.t 

The (loLi) Coin. 

Sim.(i (he sovereign and the half stwereign were made legal tender in India, in 
1809, the ])eo[)le of India have beciune familiar with its n.se. At the same time, 
our connexion with England poinks to the desirability of our having the .sovereign 
as our gold tioin. 

Witliout going into historical details, we may, however, jioint out one great 
obstaide which has come in the way of tJie e.stabli.sliment in India of a gold mint to 
coin the sovereign. If we adopt the .sovereign as our coin, we .shall be required to 

* “ It wvins niiicti moiv likely (hat silver owes its position in Imlia to the <ieeision which the 
Coiupany nv.wle lie.fore the system of standani gohl and token silver wits accidentally uvolved in 
ISIti in Kugland, and long Isd’ore it was iinderstood : and that the jmsilion has been maintained 
not beeanee Indians dislike gohl, lint bocanse Europeans like it so well (hat they cannot bear to 
part with any of it ”. {Of. I’rofessor Cannan in his Foreword to “Tlio 1‘robleni of the Uupeu” by 
H, R. Ainbedkar, pag<' xiii). 

t “This rolnctanco to allow gold to go to the East is not only despieatile from an ethical point 
of view. It is also contrary to the economic inmrest not <inly of the world at large, hut even of 
the oonntries w'hich had a gohl standard before the war and have it still or expect soon to restore 
it. In the inimediati* fntnro gol<l is not a cominodily the nse of which it is desirahlo for 
these countries either to restrict or to economise. From the closing years of last century it 
has been produced in (iiiantities inneh ton large to unable it to retain its piircliasing power and 
thus bo a stable standard of value unless it ciin constantly be finding existing liolders willing 
to hold larger stocks, or fresh liolders to hold new slocks of it. . . On the whole it seems fairly 
certain that tho demand of Europe and Enroiiean-eoiouised hinds for gohl will bo less rather 
Ibun greater than heforo the war, and that it will increase very slowly or not at all. 

‘‘Thus on the whole there is reason to fear a fall in the value of gold and a rise of 
general prices rather than the contrary.” “ A much more practical way ont of tho dilliculty 
is to bo fonml in the introduction of gold currency into the East. If the East will take a 
largo part of the proclnction of gold in the coming years it will tide ns over the period which 
must elapse before the most prolific of tho existing sonrees are worked out”. {Of, Professor 
Caunan, Ibid, pages xiil-xv). 
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foiistitute the fiidiiifi mint a branch of the Royal Mint in England under the 
])rovisions of the latter’s charter. 'I'his diflionlty has already been a source of 
trouble in the past, and India nee«l not be at the mercy of the Royal Mint in 
England for this purjmse. 

Tlie elTcctive way out of this difliculty is to have a gold mohur — a sejiarate 
Indian coin- of the same weight ami fineness as the sovereign. 'Phis will give us 
all the advantages of the sovereign without its disadvantages, inasmuch as the 
(lovernment of India need not wait for the sanction of the Royal Mint in coining 
the gold mohur. 

Rate ok Intehnal Exchange. 

Under the tlokl St-andard the external exchange will be maintained by the 
sale and purchase of gold by (Jovernment as suggested alxive. Besides, it will be on 
a jiar with that of England, the sovereign ami the mohur being identical for all 
practical purjioses. 

The question of internal exchange or the relation of the rupee to the mohur 
becomes a subsidiary question. It will no more raise those mysterious controversies 
and hair-splitting diflerences which have hovered round the question of the rupee- 
sterling exchange. under the (Jold Exchange Standard system. 

The best thing to do is to adopt tJic ratio of Rs. 15 to 1 mohur on the simple 
and solid ground that the people have lieen accustomed to it for imany years, and 
hav(! fouml it convenient for all calculations. Jn such matters, the sentiment of 
the people should Ik* respected, and the sentiment is decidedly in favour of this 
ratio. Besides it is not likely to do any harm which the ojqnments of tliis ratio 
may point out, because the sujiposed harm is with reference to the external value 
of the rupee, which is no longer required to be considered. 

It may be adde<l that the adoption of this popular ratio will facilitate the 
introdmtion of the Gold Standard. One of the main dillicidties which we 
discussed above is the drain on Government for gold, on account of its liability to 
convert rupees into gold. If the ratio be 15 to I, the drain on Government will 
lie materially less than if the ratio be 13J to 1, which is advocateil in some quarters. 
For one gold mohur the ]X‘ople will have to tender 15 rupees under our suggestion, 
whereas in the other case they will get a mohur for less number of rupec.s. And 
when the extent to which this conversion is likely to take place is taken into 
account we shall ri'alise that the other rate will involve the Government in a great 
loss, which can be easily avoided. 


Note-issue. 

Rupee Notea.- -Even when the rinM.*e is made limited legal tender, rupee-notes 
of smaller denomination, (hat is of Rs. 10 and 5, may be allowed to remain in 
circulation. Tt should, however, be understood that these notes are in ])lace of 
tokens, and hence limitc'd legal tender like the rnjiecs which they represent. When 
a. genuine demand for additional currency takes place, efforts should be made to 
put into circulation gold coins and gold notes. 

(Hold Notes. -Gold notes of the denomination of 1 gm. (gold mohur); 5 gms., 
lOgms.,- 100 gms., 1,000 gms., may lie i.ssued. 

Payer Currency Reserve.- -T’he constitution of the Paper Currency Reserve 
will have to be changed. It should consist of (1) suflicient amount of gold and 
gold coins to convert gold notes; (2) of subsidiary iwins, namely, nuxses, to convert 
rupee notes; and (51) of securities. 'I'he general principle of the existing jier- 
manent constitution may lx? followed. At least half the gross circulation of notes 
should be supported by a metallic reserve, which should primarily consist of gold 
or gold coins. The amount of silver need not be more than half the gross circula- 
tion of rupee notes. 'J’hc fiduciary portion should consist of easily realisable 
securities, chiefly mohur or sterling. 

Management of the Paper Cuirency. — The management of the Paper Cur- 
rency should be handed over to tlic Imperial Bank, which should have a separate 
department for doing this work. 

The Imperial Bank, 

Suitable legislation will have to be passed to ensure the control of the Govern- 
ment over the Bank in the proper discharge of its important duties regarding the 
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muuagetiicnt of the Government balanites, anti J^aper (hirreney. 'I’he buying anti 
selling of gold, which will be a necessary feature of the Gold Standard, should 
also be handed over to the Hank, as in England. The Hank should also be entrusted 
with the reraittance transactions of the Govenunont, which will, under the Gold 
Standard, bo of less importance than bofttre. 

Detail regidations regarding the management of each of tliese important 
functions should bt* laid down. 'I'he veto of the State in certain important matters 
should l)e secured. 'I'hcre should be a certain number of olTicial and non ollicial 
directors noiinnated by the Government. A majority of the directors should be 
Indians, and an effective arrangement should be made regarding Indianisiition 
of- the Bank’s service. 

Indianisation shoidd not moan the selection of a few Indians for the posts 
of sid)ordinatc officers. It should mean that all posts in the gift of tin? Hank will 
l)e open to Indians first, ,provide<l (lualified men are available. In order to ensure 
such qualifications, the Hank shoiibl lx* required to ])ut c)n special training u 
certain number of selected and tried men, or stmd a certain number of such men 
for higher training abroa<l, at the expense (d‘ the Hank, every year. 

Advantages of a Gold Standakd. 

(1) The establi.shment of a Gold Standard and Gtdd (,'urrency as oullinetl 
above will put the Indian (.lurreney system on the soundest of basis hit herto con 
trived. It will be a necessary transition to that stage when gold notes will be the 
only full legal tender, and gold coins will not circulate as in Kngand. 

(2) This system will give us stability of internal pi ices and e.'Cternal exchange. 

(8) Complaints about the mismanagement of the currency system, and some- 
times of undesirable motives in connexion with it on the part of Government will 
no more exist.* 

(4) People will learn to u.se their hoarded gold in a belter way on the one 
hand, and foreign capital, if required, will i'e available with greaier ease than 
before on the other. 

(5) The Finances of the Government will no longer be upset by that 
mysterious item, loss or gain by exc'hange. 

(0) It will relieve Indian trade and industry from all those defects of the 
jmesent system from which they have sulTered .so long. 

(7) In short, in so far as a sound currency system can helj) the ('conomie 
development of a exmntry, the right step will have been taken. 

SuMMAUV of Rf.COMMENDATIONvS. 

(1) That the coinage of rupees should be stopped. 

(2) That the demands for additional currmicy should be met by the issue of 
gold coins and gold notes. 

(3) That a separate gold coin, called the mohur, of the same weight and fine- 
ness as the sovereign be issued by the Indian mints. 

(4) That the Government should umlertake, through the Imperial Hank, to 
buy and sell gold at rates approximately equal to the par of exchange, as is dom; 
by the Bank of England. 

(5) That the resources to introduce the gold standard with gold currency are 
adequate, and can be increased, if necessary, by suitable arrangements. 

(6) That the detail stages by which this should be <lone need to lie carefully 
worked out on the geiuiral lines suggested. 

(7) That after a (x?rtain |H'riod, the Government should declare the rupee .i 
limited tender, the limit being fixed at Rs. 100 at first, and low’cn'd sub.secpienlly. 

(8) That the rupee notes of R.s. 10 and 5, may remain in circulation with the 
same legal tender limit as the rupee. 

• “The recent experience i)ath of belligerentB and nentrale certuinly hIiowh that the Biniplu 
gold standard, as wo understood it before the war, is not fool-proof, but it is far inwor being 
fool-proof and knave-proof than the gold-exchange standard. Tim percentage of administrators 
and legislators who understand the gold standard is painfully small, but it is and is likely to 
remain ten or twenty times as great as the percentage which nmlorstands the gohl-excbange 
system. The possibility of a gohl-excluinge system l)oing j erverled to suit some corrujit purpose 
is very considerably grtafer than the possibility of the simple gold standard being so p«Tverted” 
{Cf. Professor Cannan, in his Forev^ord to “I'he ProbUm of the Rnpee”by B. U. Ambedkar, 
page xii). 
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(9) TliJit for intcnuil oxrlmiij'e the ratio of the rniiee anil tlic mohnr should 
he If) to 1. 

(10) That gold notes of the denomination of 1 gin., .5 gms., 10 gins., tOO gins., 
l,00(j gins, .should he issued. 

(11) ^’hat in (he Paper (hirreiiey l{e.st*rve at leas! half the gross note eireii- 
lation should he Kiip|)orted hy a metallie reserve, primarily of gold, and the rest 
hy se(‘iiritio.s, chiefly mohur and sterling. 

(P2) 'I’hat (ho management of the Paper (hxrrciuy, of remittance transactions, 
and of (he sali; and purchase of gold should be handed over to the Tmperial Hank, 
over which there should he adecpmte coulrol to ensure the interests of the Statu 
and the puhlic. with effective provisions for Indianisatioii of the Hank’s service. 


Al'PEWIHX 20. 

Statement of evidence submitted by Mr. P. A. Wadia, M.A., Professor of 
Economics and Politics, Wilson College, Bombay, and Mr. a. N. Joshi, 
M.A., Professor of Economics and History, Wilson College, Bombay. 

1. Beiore the outbreak of tlie War the civilised world had settled down in 
inattcrs of currency to the gold standard after a jirolonged and varied experientie. 
Silver wJiich luid up to the third quarter of the nineteenth century preserved its 
position alongside of gold as a monetary standard was subsequently abandoned by 
one country after another, and reduced to a token currency. I'he only countries 
which before 1914 did not possess a gold standard were ('Jiina and India. The 
gold standard, as it c.xisted before the War, rested on a few simple jirinciples. 
'I’he sole legal tender money consisted of gold and of substitutes wliich were con- 
vertible into gold at the ontioii of the holder. The efTective and ever- increasing 
use of these substitutes -hank notes, cheques, and bills- -depended on the con- 
fidence in the [uihlic mind that whenever gold was wanted for internal purposes or 
for export, it was readily available. If relative stability in the purchasing ])ower 
id’ the monetary unit in terms of commodites is the criterion by which the sound- 
ness of a currency system is to lie judged, experience had demonstrated that gold 
was iH'fler fitted for serving as the basis of currency than any other eomniodity, 
the gold .standard secured both relative stability in the internai level of jiriees, and 
.stability in the foreign exchanges. 'Phe exjxerienee of the War and the ixost'war 
years has confirmed this judgnient in favour of the sufieriority of the gold 
.standard. The belligerent countries during the War resorti.'d to enormous issues 
of jiayier iiioney to meet (he cost of the War, instead of meeting that exfKUiditure 
by taxation and loans. 'Phe jiaper money soon became inconvertible, the gold 
standard disappeared, prices rose enormously, and the fluctuations in the imice 
level combined with the di.slocalion of the foreign exchanges in disorganising 
trade and industry, discouraging savings, and endangering the very foundations 
of economic life and prosperity. 

2. The problem that faces the Western countries to-day is the problem of 
securing stability in the level of prices, securing a monetary unit which could 
cease to fliicfuate from day to day, and it is also a problem of securing stability in 
the foreign exchanges, which would restore confidence and foster the revival of 
international trade. It is felt (hat a restoration of the simple gold standard would 
contrihutl^ to European recovery and jirosperity as almost no other single measure 
will, that the introduction of the gold standard at the present time is possible in 
practically all European countries with their substantial gold reserves ; and that 
any prospective short period fluctuations in the purchasing power of the monetany 
unit under a gold standard can he substantially controlled by credit operati^ 
judiciously exercised by hanks. 

3. The fear of deflation resulting in increased unemployment in a country 

like (Jreat Britain, which has reached what one may call the limit of maximum 
utilisation of her industrial resources, and the fear of redundancy of gold leading 
to a sudden fall in its value in terms of commodities, have led Mr'. J. M. Keynes to 
advocate the permanent abandonment of gold as a standard, and the adoption of 
a system of managed currency based on index numbers for the future. But these 
proposals have been condemned as theoretically unsound by leading representa- 
tives of economic thought, and have been rejected in practice by the virtual resump- 
tion of the gold standard in Great Britain in May, 192.5, ^ 
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4. In India the same question of monetary reform lias lieen opened up again 
by the appointment of a royal eommission to “ e\amine and report on the Indian 
hiXchange and I'lirreucy sysli'in and jmietii-e, to consider wliether any modilica 
tions are desirable in the interests of fiidia, and to make recommendations.” \\ i* 
must reinemlxjr, liowever, at the outset that whilst the main problem for Knropean 
eountries to-day is that of linding methods (d‘ reverting to the [ire war gold 
standard, subject to such modifications in the direction of further economy in 
the use of gold for internal puriioses as the lessons of the last ten years may have 
taught them, the problem for India is not a simple issue of this nature — not a 
question of simply returning to the pre-war currency system. 'I’he terms of refer- 
ence of the present commission are wide enough to allow us to I’aise a more fiinda 
menta.l issue. Ever since the closure of the mints to the free coinage of silver in 
1893 this country' has been subjected to a series of experiments in matters of 
(!urreuey; whilst, having as our goal, the gold standard, we have drifted hetwivn 
1900-1914 into a sy'stem which has lieen called the gold exchange standard; this 
system wa.s abandoned owing to the abnormal conditions which ensued on the out 
break of the War. The question now before this country is thendore of wider 
import than one of merely returning b> ])re-war conditions; it is hrielty the (pies 
tion. What is the .sy,stem of currency that is be.st adapted to the nvpiirements of 
this country ? Are the principle and practice of the gold exchange standard calcn 
lated to meet the.se requirements? And if not, can the simple gold standard 
nu'et them more effectively? Finally, if the gold standard is (‘conoruicnlly desir 
able, is it practicable? 

5. We shall endeavour to answer tlu'se questions in the order in which we 
have raised them, and .shall preface our aii.swcr by a brief history of our ciirrencv 
measur(?s between 1893 and our own days. 

IIlSTOUY. 

0. India had a gold standard and gold currency in the past; it was only in 
the first half of the nineteenth eeiilury that the East'lndia (kmipany reorganised 
the curreiKiy system, making silver money' the sole legal tender. 'I'he violent 
fluctuations in the gold price of silver, which began about 1870, led tin; European 
(countries to abandon silver as standai’d money in f.ivour of gold. In India tluxse 
fluctuations in the gold jirice of silver raised jin'blenis of a sonmwhat different 
character — primarily coiu'erned not with instability in the inti'rnal level of prites, 
hut with the upsetting of budget (‘alcuiali(.>ns, the incrca.se of taxation, and with 
imstability in foreign exchanges, which affected the foreign trade. 'I'Ik* (Jovern 
ment of India desired to secure greater stability in the foreign exchanges, in par 
ticular, the sterling value of the rupee, and, as an initial measure, clo.scd the 
mints to the free coinage of silver in 1893. When the relative stability in tin* 
sterling value of the rupee was secured in ISOS, the Fowler t'ommillee recom 
mended the introduction of the Hritish sovereign as ” a legal tender and a currcnl 
(V)in in India ” and the ojieniug of Indian mints for the coinage of gold. 'I’he 
Fowler Committee looked forward to “ the effective estahli.slunent in India of 
the gold standard and currency.” the (^linage Act of 1899 made tlie sovereign 
legal tender, with the token silver coins in circulation as unlimited h'gal tender. 
Arrangements were made for opening a gohf mint ; but tlio.se arrangements wtuc 
shelved owing to the hostility of the Tlritish 'rrea.surv. 'I’lie Fowler Committee 
recommended that no further coinage of rupi'ps was to lie resortt'd to till gold 
occupied a predominant position in circulation, and that the profit on the coinage 
of ru|)ecs was to be set apart as a separate fund. 

7. Anxious to meet the home charges and the trade dcuiaud for rupees, the 
Government of India found in the surplus sale of Coumdl Hills a ivady and con- 
venient method; Mr. landsay had suggested it to the Fowler (3oinmitt.ee, and the 
euCtinued favourable balance led the Government to fresh coinage of rufiecs, a 
process which started as early as 1901 ; gold was ei-onomised, and the duos of India 
wjere settled at the same time. The profits on the (xiinage of rupci’s were accu- 
mulated in a reserve called a Gold Standard Iteserve, which was soon transferred 
to Ijondon on the ground that in case of adverse balance India would be saved the 
cost of transmitting gold to Loudon. Whilst the Government thus drifted in 
practice into the Gold Exchange Standard, as late as 1912 it wrote to the Secre- 
tary of State ; “ It is, we think, an undisputed fact that the establishment of a 
gold currency was regarded as the logical and natural .sequence of the closing of 
the mints to silver and the necessary accompaniment of a gold standard. Such a 
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measure will mark a step along the path which has been authoritatively accepted 
as the line on which our currency must develop, and in time it will tie of great 
assistance in maintaining the stability of our currency system,” 

8. The C’hainhcrlain Commission in 1914 definitely advised the Government 
of India to abandon the idea (vf an effective gold standard, and sanctified the then 
exi.sting gold exchange standard. “ Our view is,” the Commissioners observe, 
” that India neither demands nor requires gold coins to any considerable extent 
for purposes of circulation, that the most generally suitable media of internal 
circulation in India are at ])rescut rupees and notes, and that the Government 
should, as opportunity may offer, encourage notes, while providing — and this is 
the cardinal feature of the whole sy.stera— tabsolute security for the convertibility 
into sterling of so much of the internal currency as may at any moment be required 
for the settlement of India’s external obligations.” 

9. lief ore these recommendations could be considered the War broke out; 
India found herself a creditor country on a large scale; the Government of India 
to liquidate these obligations went on purchasing silver and coining rupees. When 
the price of silver rose alxjve 4JW. an ounce further coinage at the existing rate 
became inqmssible; the rate of exchange broke loose from its frail moorings; the 
fiduciary portion of the Paper (hirrency Iloserve, which was only 14 crores before 
the War, was iiuTcased till it reached nearly 100 crores in 1919. As backing to 
the reserve Government showed investments in British Treasury Bills, but as this 
was not enough, a portion of India’s favourable balance was adjusted by a gift 
of £100.000,000 to the Briti.sh Treasury. In the meantime exchange rose in 
svm})athy with the price of silver from !.'••. 4</- to 2.<f. 4<f., and finally to S2.«. 10</. in 
l'920. 

1 0. The comf)lete breakdown of the foreign exchanges led the Government at 
the end of the War to appoint the Babingtmi-Smith (’ommittee, which once again 
.sanctified the Gold Exchange Standard. thi.s time at a new ratio of 2i'/<. gold to 
the rupee; they also recommended at the same time the opening of a mint for the 
coinage of gold. The ratio was accordingly altered to 2.s«. by the Coinage Act of 
1920. Shortly after the price of silver fell l)elow 2.s7i. ; and the Government of 
India endeavoured to maintain the legal rate by the sale of reverse bills. Taking 
advantage of the situation, all those who had been unable to remit money during the 
War tendered ruj)ees to the Government at the 2.vA. rate, and bought claims on 
the Secretary of State, which were met from the liquidated Treasury Bills and 
other balances belonging to India. The process went on for some time, involving 
the Government in a loss of 45 crores of rupees. The attempt had to be finally 
abandoned, with the result that the exchange fell to If. 77., then l.s. 67., and 
reached If. 37. in 1921. The market rate was left to itself, though the legal rate 
was 2.?. During these last five years India has had continued favourable balances, 
but no additions have been made to the volume of her currency. By careful 
manipulation of the volume of money a working stability in the neighbourhood of 
If. 67. has been secured during the last 12 months, and Government have 
announced that till the finding of the Commission they will not allow the exchange 
to go beyond 1 f. 67. 

11. Thus Indian Currency consists of sovereigns (occupying an insignificant 
position), ru))ecs, and notes. The rupees are token coins, but legal tender to an 
unlimited extent. Between 1900 and 1914 sovereigns were convertible, into rupees 
at the rate of 1 to 15, but rujiees were not legally convertible' into sovereigns. The 
exchange rat.e remaiued stable at If. 47. during this })criod. 1 hiring the War the 
exchange broke down; after the War it was fixed at 2.s7i., only to be abandoned 
again. To-day it has been maintained fairly steady at If. 67., with the help of 
two factors- li favourable balance of trade and the gold price of silver below 
437. an ounce. 

The Gold Exchange Standard. 

12. The present Commission, amongst other things, is askeil to consider 
whether ” any modifications ” in the present currency system “ are desirable in 
the interests lif India.” We hojic to be excused for urging that the main issue, in 
our opinion, is the quo.stion of abandoning or continuing a currency system into 
which the Government of India drifted, a system which was found convenient in 
practice, and was therefore subsequently pronounced to be theoretically sound. 
If on an examination of the theory aiul practice of the Gold Exchange Standard 
system, it is found to be theoretically unsound and practically harmful to the 
best interests of India, the question of considering modifications does not arise 
at all. 
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13. The only economist of reputation who offered a theoretical defence of the 

Gold Exchange btandard before the War was Mr. Keynes, vvlio, in liis “ Indian 
Currency and Finance,” indicates the finuiainental principle (if a sound .sy.stein 
of currency as Ixjlow : ” The Ciirreiu^y problem of each country is to ensure tliat 
they shall run no risk of being unable to put their bands on international currcticy 
when they need it, and to waste as small a proiiortiou of their resources on hold- 
ings and actual gold as is compatible with this. . . . As long as gold is avail 

able for payments of international indebtedness at an approximately (.‘onstant 
rate in terms of the national currency, it is a matter of comparative indilTerencc 
whether it forms the actual national currency.” ” Sjieaking as a theorist, I 
believe that it (contains one essential ehmient tlie use of a cbt'ap local currency 
artilicially mainteained at par with international currency — in the ideal curreLc.-y 
of the future.” 

14. The Chamberlain Commi.ssion, using almost identical language, pointed 
out that the cardinal feature of the gold exchange .standard in India was 
” absolute security for the convertibility into sterling of so much of the internal 
currency as may at any mouK'nt be reipiircd for the .settlement of India's external 
obligations.” We cannot allow tliis statement to pa.ss without noticing that .so far 
as India is concerned this cardinal leatnro does not exist so lojig as there is no 
legal obligfition on the part of the Governnuait of India to convert tlie rupee into 
sterling. 

15. Mr. Keynes giv(xs ns this further description of the Gold Exchange 
Standard ; ” The Gold lAchangc Standard may be said to cxi.st when gold does 
not circulate in a country to an apiircci.able extent, when the local currency is not 
necessarily redetnnable into gold, but wlum the Government or Central Bank 
makes arrangements for the provision of foreign remittance.^ in gold at a fixed 
maximum rate in terms of local currency, the reserves nctxissary to provide these 
remittances being luipt to a considerable extent abroad.” 

10. Briefly, the claims made on ludialf of the Gold Exchange Standard arc 
that it secures stability of exebango, dimini.shes the pr(*ssure on gtild, and jirovides 
a cheap medium of cx(;haugc for internal currency. It is a cheap, cllicient, and 
(scpnomical system. 

Eivavunution of the Theory. 

17. In his ” Indian Curnaicy and Finance ” Mr. Keynes coiiUmds that the 
Gold Exchange Standard has for its fundamental object stability of exchange. He 
lurtlicr contends tliat the only purpose of a .sound currency is to .secure fixity of 
foreign exchangc.s, ajid to provide facilities for payment of foreign debts. Now it 
is an olemenUiry principle familiar to every .student of ccuaiumics that. son ml .system 
of curixjncy fulfils certain indispensable objects, and sati.'dics a few basic needs of 
economic lite. it supplies a standard of values, oilers a univ(>rsally acceptable 
medium of exchange, serves as a standard for deferred paymcJits, and as a store 
of values. Briefly, a sound system of currency secures relat ive .stability in the 
purchasing power of the monetary unit in terms of commodities, and therefore 
also secures stability of exchanges. In his” Indian t'urrencyand Finance ” Mr. 
Keynes makes fixity of foreign cxeliajiges the primary concern of a .sound mone- 
tary .system. But in his “ Tract on Monetary Ueform ” he gives up this earlier 
view, and maintains ” stability of exchange is in the nature of a couvenience, 
which adds to the eflieiwicy and prosperity of those who are engaged in foreign 
trade. Stability of prices, on the other liand, is profoundly important for tlie 
avoidancie of various evils.” if the gold exchange standard aims primarily at 
fixity of exchanges, it is aiming at what is merely a facility or convenience to 
those engaged in foreign trade, and not at what is of profound importance to the 
country at large. Assuming that the gold exeliang(‘ standard st'cures sfability of 
foreign excdiangt^s, does it secure relative stability in the internal hwel of })rices ( 

18. Whilst we have experience in favour of the proposition that an effective 
gold .standard S(M‘ures both a stable level of prices and sfability of exchange, the 
lustory of Indian prices during ihe period 1900-14 makes it snHicienlly clear that a 
g(*>ld exchange standard does not secure .stability in the jirice hwel. lletween 1900 
and 1914 there was a rise in the jirice level in India wliieh had nothing analogous 
to it in the history of the price hwvls in other countries. TJiis extraordinary rise 
in price level can only be ae(?ount(Ml by the over- issue of the token rujiees that 
took place in the same period. But Mr. Keyiuis claims that after the War India 
has secured the advantages of a relatively stable level of internal prices. In the 
first place, Mr. Keynes himself admits that this was brought about more perhaps 
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I»y chaiico than by design. In the secf)n(l place, this relative stability of prices 
in India is a misleading staloincnt, as it is the result of a comparison with 
ijountrics like Uennaiiy, France, and Russia, that had over-issued pajier money, 
and suffered from violent fluctuations in price level. And even if Imlia secured 
the advantages of a relatively stable price level after the War, this was due not 
(<i the Gold F.Kchaiigc Standard, which has I’cased to function during the last 
stjven years, but to the restriction in the issue of currency by the Government with 
a view to maintain a higher rate of exchange since 19^1. Finally, the stability 
<if price level in detail, for whch Mr. Keynes pleads, and wJiich may be desirable 
for a country like Great Hritain, which has reached the point of maximum utilisa- 
tion of her industrial resources, and for which therefore fluctuations in either 
direction may spell unemployment and misery, may not be equally desirable for 
a c.inntry like India, with ])otentialities of industrial development in the future, 
and for whom therefore slowly rising prices, not due to over-issue of tokens, but 
resulting from the adoption of a gold standard, may be a necessary stimulus to 
industrial expansion. Great Rritain desires stability in detail, or short term 
stabilty because of the fear of deflation; in India it is not falling, but rising, 
f)rices against which we are sought to be prote(;ted by a managed currency. And 
a .slow ami natural rise in prices is tiot necessarily harmful. 

19. If we turn to the question, has the Gold Exchange Standard during the 
period that it wtu-ked, namely, 1900 to 1914. secured stability of exeluinges, the 
answer is simple. Stability of exchange under the Gold Exchange Standard is 
practicable, and can bo maintained at any ratio at or above 1.«. 4rf. s<5 long as India 
has a favourable balance of trade, and so long as the price of silver is below 
43^/. an ounce. These two conditions were present during the period. When in 
1907 one of these conditions was absent the system was on the point of breaking 
down, and during the War. when the second condition was absent, it broke down 
I'ompleteiy. Stability of exchange under the Gold Exchange Stamlard depends 
upon conditions which the Gold Exchange Standard itself does not necessarily 
secure. 


hirprt'/fctiovs of the Gohi K.rvluinge {Standard. 

20. - (1) Under this system the rupee lias been reduced to tlie position of an 
iiicoiivortible note printed on silver; the printing of these notes is at the discretion 
of tlie Government, and the Government of India went on coining rupees between 
1900 and 1914 irrespective of all considerations of the actual demand for money. 
Tlie one tangible proof of the over issue of our rupee currency is to be found in the 
continuous rise in the level of prices in India from 1900 to 1914 far in excess of the 
rise in the level of prices in the rest of the world in the same })eriod. I'he reasons 
for this inflation of prices in India are obvious. The additions to the rupeii 
currency made from lime to time owing to the normally favourable balance of 
trade are incajiable of being withdrawn; tlie rupee (urreiicy admits of expansion 
hut not of contraction. The rupee docs not permit of being melted ; people will not 
hoard it to any appreciable extent, because its value is arbitrary; and it has no 
u.se as a coin for exjiort. Whereas under an automatic system of currency, like the 
Gold Standard, with an open mint, there is a mechanism for the expansion and 
contraction of currency, according to the needs of commerce; under the gold 
c.xchange system there is ample provision for expan.sion, but no provision for 
contrai-tion. 

(2) As a result of tliis lack of provision for contraction we find the currency 
system inelastic, and incapable of readily respomling to the demands of the 
market. In a l oiintry like Lidia where there is a seasonal demand for currency, 
and banking facilities are either unknown or iindeyelopcd, the evils of an inelastic 
currency arc accentuated by a system which leaves the management of the currency 
in the nands of a body which is not in tou( h with the day-to-day requirements of 
the commercial community. This inelasticity is indicated by the violent fluctua- 
tions in the bank rate as Ijetween difTerent months of the year, and is a sufficient 
I'ondemnation of a monetary system devised and intended to supply money to the 
people when they want it. There must be something intrinsically wrong with a 
currency system that permits the bank rate to rise from 4 to 9 per tent at a time 
when the country has an outstanding balance of several crores of rujiees in her 
favour from month to month. 

(3) The Gold Exchange Standard seeks to stabilise the exchanges by a 
methanism which involves the sale of Council Bills by the Secretary of State to an 
unlimited extent in normal times when the balance is in favour of India, and by 
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tlu! sale of reverse Bills in exceptional years, when the balance turns against India. 
If the ineLhanisin worked smoothly for a number of years, it was |)eiause the 
balance of trade was almost always in favour of India, ami made it [)roli(able for 
the Secretary of State to go on selling Bills and making a profit on llic coinage of 
rupees. This mechanism for stabilising exchanges can only be elTective, if tlieri* 
is legal obligation on the tjovernmeiit of Imlia to convert rupees into gold. So 
long as this legal obligation does not exist, the mei hanism is one-sided and lau 
never be effective — nay, what is more, the altsence of this obligation makes the 
currency system of India a hybrid system, neither a (lold Standard nor a (lold 
Exchange Standard. 

(4) The most serious disadvantage to the country that the (Jold Kxiliange 
Standard involves is that it leads to the frittering away of her gold resouuTs at 
a stage of her economic life when she needs all' the gold that she can possibly 
cHanmand for the development of her agriculture and her industries. 'I'his dissipa- 
tion of the gold resources is brought about in a two-fold manner; firstly neaidy 
£G0,()()0,0()() worth of her gold, including .£40,000,000 in the (fold Standard 
Reserve, is locked up in TiOndon for the stabilisation of her e.xchanges and sei-ondly 
increasing quantities of gold from year to year have been imported into the country 
without being mobilis{>(l and used for the development of her economic, life. 

21. It has been urged that the Gold Ihiserve should lx; located in London, 
because in case of an adverse balance India will require gold in T.ondon; l.ondon 
is the Clearing House of the World; and gold in f.ondon means saving freight 
charges, and interest, and payment on spot. 'I'his case for the local io?i of the 
reserve in London is clearly put forward in a s|)cech delivered by Sir Basil Hlackett 
in l)eceml)er, 10251: “ For foreign debt must be paid in inbu'national currency. 
If India is called u|X)n to meet her ijidebtedness at a time when she is iin.able to 
jmjvide goods in sutlicient quantity, or insulliciently short time to satisfy her 
creditors, .she must find rash at sliort notice. ^Jormally an adverse balance eould 
be inet by borrowing cash; but lK)rrowing abroad is not desirable in itself, and in 
a crisis may become impossible. It is, therefore, nec'es-sa ry to keej) ivserves of ready 
eash for the purpose. It is essential that our external rest'vves should be available 
in ca.se of need without delay at an international financial e(Mitrc.” 

22. These contentions it is not diffleiilt fn meet. In tlm first place India is 
normally not a debtor, but a credihjr eotintry. in tiormal years she has to receive 
and not pay gold. Even if there is an adverse balance, it tan be adjnslod by the 
operation of the hank rate or by the flotation of a temporary loan abroad. Sir 
Basil overlooks the operation of an effective disetaiiit rate under the gold standard 
with a centralised resene. If the.so expedients fail, gold may Ite .shipped abroad 
to meet her foreign obligation.s. But it may be urged that liiilia lias to pay every 
year Home C-barges to the extent of £27,000, 000 and in the case of an adverse 
balance there will he difficulty in the adju.stmont of accounts as India has a silver 
currency. Normally the Ilome cliargcs are met liy the export of commodities 
covered by the Secretary of State's Bills; and the.so bills are .sold all tbronghout 
the year. Tii any case the balance of dues may be met by the shipment of gold in 
the last resort 

251. With a gold standard iu India the Imperial Bank may be left to itself 
to keep if it thinks proper a portion of its gold reserve in sterling securities in an 
international centre like T.on don; a measure like this would not lock up, as tlie 
present Gold Exchange Standard does, the total gold rexserves of thi.s country in 
l.ondon and deprive India of the means of fo.stering her industries and improving 
her agriculture. 

24. But what is more the tJold Exchange Standard has not resulted in an 
economy of gold, 'riie (’'hamlierlain (lommi.ssion in defending the Gold Exchange 
Standard urges that gold ■will lie hoarded in a comitry like India, and will not bo 
available for shipment in a crisis, that India is too poor a country to have such a 
luxury as a gold currency, that India is a land of small transactioiis and that gold 
in circulation is wasteful. If by “ gold in circulation ” the (Chamberlain (Com- 
mission meant that every transaction was to be settled in gold, no economist will 
ever favour the use of gold. Every one now rccogni.ses that notes and cheques 
increasingly take the place of gold in the settlement of liy far the larger number 
of commercial transactions. A gold standard with a. gold currem-v does not mean 
that tlie majority of commercial transactions will be settled in gold. On the other 
hand it is an undoubted fact that the Gold Exchange Standard which was meant 
to economise the use of gold has practically resulted in thi* most unproductive use 
of the precious metal. It tends to drive gold out of circulation, and makes people 
hoard it, because there is no guarantee of converting the token into gold when 
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necessary. The only effective remedy against hoarding is the restoration of public 
conlidence ])y the introduction of a gold currency. During the last 3 years alone 
Uiis country has im|n)rled 150 crores worth of gold ; the total balance of trade in 
these 3 years in favour of India was 200 crores. And yet the greatest need of 
India to-day is capital; during these years the bank rate fluctuated from 4 per 
rent, to 0 |M'r cent.; and the country is asked to l(K>k to external capital for the 
development of her resources. I'robably nowhere in the history of the world can 
we find such a strange and anomalous combination of economic conditions — dearth 
of currency and dearth of capital-- combined with enormous imports of the 
])recious inetals in ]>artia1 settlement of our balance of trade - as is to be found in 
India at present under the Gold Exchange Standard. 

25. As for the argument that gold will not Ixs available for shipment in times 
of necessity, we have the recent experience of the free outflow of gold to the extent 
of nearly £10,0{)(),00(), from a country which has neither a gold currency nor a 
ccnlraliscd national reserve in the country itself. If India is a country of small 
transiu'tions. all that is necessary is the provision of a larger volume of subsidiary 
token coins, and the raising of the legal tender limit of the token coin to a higher 
level than obtains in other countries. 

26. The Gobi Exchange Standard has thus neitlier secured stability of 
foreign exchanges nor has it given us stability of prices. It has not only failed to 
ec-onomise the n.sc of gold, it has been resjionsible for a phenomenal dissipation of 
the gold re.sonrtes of this country. It has encouraged habits of hoarding, hampered 
the grf'Wth of banking and the accumulation of capital. It has given us a currency 
.system that is inelastic; in a country dominantly agi’icnltural it has failed to 
provide mlcquate currency and capital for the ikhmIs of agriculture. It has locked 
up the exi.sting gold reserves of the country in a distant money market to ])rovide 
against a contingency which might arise once in ten years. And it has incidentally 
involved the i-onntry in heavy losses in futile attenqits to stabilise the exchange?, 
at times when the conditions that make stabilisation po.ssible were absent. 


The (lohl Stiuuliii'd the only aounfl wouetanj system for hulia. 

27. The only sound monetary policy for India is the o.stablishment of a gold 
standard with gold currency. I’be howler ( 'ommittec recommended it in 1B95»; 
almost all the linance members of the Government of India had expressed them- 
.selves in favour of the gold standard In'I'ore 1890; even as late a.s 1912 the 
Government of India adhered to the view that the gold standard was the goal of 
all currency mca.snres. It was the Ghamberlain Commission that fir.st gave a 
scientific defence of the Gold Exchange Standard in 1914; and the theory of the 
system was elalMiralcd only after its aicidental advantages had been discovered in 
practice between 1900-1913. Our examination of the theory and jiractice of the 
Gold Exchange Standard has led us to the view that the best interests of this 
country I'cijuirc a cnrreiuy .system that the rest of the world has already accepted 

- a gold standard pure and simple. 

28. The balance of trade is normally in favour of India from year 
to ytmr; India can. therefore, like the United States of America demand 
the im]>ort of enormous ouantities of the jirecious metals, if her foreign 
exchanges were left to themselves. These might be made the ba.sis of 
an effective gold standard securing the stabilisation of price level so 
vital not only to India but to the civilised world. With a free market 
for gold,* India would be in a jiositioii to save the rest of the world to some 
extent from the stagnation and ile])rc.ssion that now threaten it - firstly in so fur a.s 
.such a frei! market would relea.se for circulation the amounts hitherto hoarded or 
kept back from monetary use, and .secondly in so far as on the basis of a gold 
reserve in the country a credit superstructure on a larger scale might be erected 
to stimulate trade and industries, to promote agricultural production and to 
quicken tbe process of economic development. 'flu* greatest economic need of 
India to-day is capital ; and with a gold standard India’s gold would lie used for 
the creation of credit DiUi internally and externally, enabling the. country to buy 
from abroad the technique and the equipment hece.ssary for her industrial 
development a nd also enabling her to relieve her agricultural population from the 
incubus of indebteduo.ss. The economic prosjxjrity of India to-day means the 
[)r(>sperity of the Eurojiean countries. The true remedy for reducing unemploy- 
ment in Groat Britain may be in the direttion of giving to India an effective gold 
standard which by stimulating her economic life will increase the purchasing 
power of her people and create a demand for English commodities. 
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29. We have been tohl that with India on a g«il(l standard, the annual supply 
of gold will be inadequate to the extraordinary demand for the metal which India 
might make for the adjustment of her balance of trade, and that this might prove 
a potent factor of disturbance in the attempt which the rest ol the world is making 
to-day for price stabilisation on a gold basis. It is very difficult at the present 
juncture to say anything definitely with regard to tlic future trend of gold prices. 
The production of gold in the last few years has been declining, due perhaps b) 
increased cost of production : and we cannot safely count oii possibilities of the 
discovery of new gold fields or of improvement in inctlu)ds of refining. It may 
also be likely that South and I’entral America may ado]>t a gold standard thiis 
increasing the demand for gold. On the other hand owing to changes of habit 
already observable in tlie West the demand for gold for the purposes of internal 
circulation may be considerably reduced and thus indirectly increa.se the effective 
supply of gold The development of an effective banking organisation in India 
coupled with the introduction of the gold standard may throw large quantities of 
gola on the market, releasing the precious metal for international purposes. All 
that one cail say widi regard to the immediate future is that judging from past 
•experience, when for nearly a century an<l a half the pi’oduction of gold has Kept 
pace with the growth of population and general economic development, we may 
trust that no lasting changes in the purchasing power of gold will take place 
suddenly. 

30. The growing popularity of paper currency in India during the last 
eleven years may bo judged from the fact that the amount f»f notes in circulation 
increased from an average of 62 crores in 1913-15)14 to 1,91 crores on the 31.st 
October, 1925. The paper currency reserve on the same date in 1925 was com- 
posed of the following items : — 

Reserve in coin and bullion. Rs. 


Silver coin 

Gold coin and bullion 
Silver bullion under coinage 


83.21.00. 000 

22.31.00. 000 
7,13,00,000 


Total 

Securities in India . . . 
Securities in England 


1,12,65,00,000 

57.11.00. 000 

21.99.00. 000 


1,91,75,00,000 


The, percentage of ca.sh reserve to the total circulation as fixed by law at present 
is 50, and with a more centralised and adequate banking .sy.stem may even be 
reduced to 45. But in the history of no other country in the world do we find the 
practice of keeping the fiduciary backing of the y)aper currency reserve in 
securities of a currency different from the currency of the country, with a view to 
ensure not the convertibility of the jiaper money, but to secure the stability of the 
foreign exchanges. Theory will never countenance .such a mea.sure; and in 
practice it may in a time of crisis shake the foundations of economic life. 

31. The money market in India is known to .suffer from the evils of sojisonal 
stringency, a stringency which has never been so acute as during the last two years 
The pj’ovision for the issue of emergency currency undoubtedly meets the situation 
to some extent ; but the problem of seasonal stringency can be adequately solved 
only by the adoption of two measures — the introiluction of an effective gold 
standard, and the development of a centralised banking organisation which implies 
the transformation of tlie Imperial Bank of India into a national or State bank 
and the transfer of the management of the Paper Cnrremy h) the fmjjerial Bank. 

32. The nationalisation of the Imperial Bank of India will mean the elimin- 
ation of the interest f)f the private .share holders as earners of large dividends, 
the conversion of the pro.sent shares into fi.xed interest bearing scrip and the 
reorganisation of the present constitution of the Bank. I’he management of the 
Paper Currency by such a national bank will make possible tins concentration in 
a single reserve of the gold reserves of the country on the strength of which the 
bank will be able to judge the demand for currency from time to time, and be able 
to supply the additional currency when required without appreciably raising the 
rate. 

33. The question of remittances to England in payment of the Home charges 
does not present any difficulty under an effective Gold Standard, with a centralised 
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bntikitig system Hiul u bvauoli of the Imperial Bank in liondon. Tint we think it 
necessary to add that tlio fiatioiialisatioii of the Jtaperial Bank and the transicr ot 
the management of the Paper Currency to the Bank will aggravate the ewnomic 
(liirirnlties of tliis et)nntrv if they are not simultaneously accompanied by the 
introduction of an effective gold standard. The introduction of the gold standard, 
the nationalisation of the Imperial Bank and the concentration of the reserves by 
the transfer of Paper (hirrcncy to the Bank arc all organic parts of a single 
sclieme for the oi'onomic development of this country and the adoption of any one 
part of the scheme apart from the rest may do more liarni than good to the economic 
life of this country. 

‘M. We shall conclude by saying that the gold standard is eminently 
practicable to-day in Imlia. with the'gold in the Paper Currency Ucserve and with 
the balance of trade in her favour. I’lie intriKluction of an effective gold standard 
does not noce.ssarily imply the immediate conversion of the e.xisting token currency 
into gold. What is needed immciliately is the adoption of certain preliminary 
measures. 

(11 No fresh additions to the currency to be made in rupees or rupee notes; 
all such additions to be in the form of gold notes or gold cert ificates. Thus no 
immediate additions to the currency in the shape of gold coins will bo necessary 
noi will it be necessary to convert tlie existing stock ol rupc'es into gold. 

(^) So long as this country has not built up adequate gold reserves- though 
ive liave already substantial re.Wves to which additions can be made from year to 
yeai with the balance of trade in our favour -it is not necessary to make the 
existing token currency convertible into gold for internal purposes. 

(3) .'\ gold coin to be called the Moliiir of the .same finent'ss and weight as the 
.sovereign be made the sole standard coin of this country, and a mint for the free 
coinage of gold to be eslablishc’d immecliately 

(4) The relation of the rnyiee to the standard c'oin to be delined by law, 
preferably as 15 to 1. 

(5) 'I’lie issue and management of the paper currency to be transferred to the 
Tnijierial Bank of India safeguarding the interests of the public', by a revision of 
its constitution and by it.s transformation into a State Bank. 


APPENDIX ‘21. 

Supplementary Note by Mr. F. A. Wadia, M.A., and Mr. G-. N. Joshi, 
M.A., Wilson College, Bombay, dated the 24th December, 1925. 

We submit herewith two su])pleineiitary meiiioraiida as requested by the 
J’resideiit • 

(1) Index iiuiiihers sliowiiig trend of pric’os hetwc'eii 1890-1914 in 
India, in tJie United Kingdom and the United States. These index 
numbers show greater tluc'tnal.ions in an upward direction in Indiy. than 
in either of the two other ccniutrics. 

(2) Statement showing the feasibility of eonvertihg the pre^nt cur- 
reiuy into a c urrency resting on a gold basis. 

We shall he glad to furnish you with any further information you require 
by way of elucidation. 
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Treiul of Prices in Inditi-, the I'nited Kingdom find the I'nited Stales. 


Yeiir. 

Iiiiliii. 

Uniti'd Kiiigiloiii. 

UnitiMl .States. 


cn 


C:5.i 

ISDi) 

9*; 

01 

'.»2 

VM) 

1.10 

OS 

KM) 

rjoi 

110 

03 

99 

i\m 

100 

r.2 

io:i 

I'.UKJ 

99 

02 

103 

]‘H)t 

101 

03 

103 

wm 

no 

Of) j 

lof) 

IDOC) 

129 

09 

111 

1907 

i:i7 

i 72 

ns 

190S 

i;^s 


ill 

1909 

121 

07 

IIT) 

191 U 

122 

70 

12 :) 

19.11 

129 

72 

ns 

1912 

137 

77 

127 

19ia 

113 

77 

no 

1911 

147 

77 

ns 


^ J. Tlu' ^fiicral iiiilcN niiuilior for I iidia is Ikisim] oil pi'iotis ol' II iinporlcil iirticlcs and IIS 
ai'lieli'S (‘xpoi'toil from and consnnu'd in India, with IS7d as Oil* base year. (AVr Sir J.ionel 
Abraham’s uvidriiw, n.d)in;;ton Smith Commitloo Itcporl. V<>1. 1. i». S',t.) 

* 2. For till! Uiiiti-d Kin^'doni, in order to mako a closer eompavison with Indian prieos, Sauer- 
beck's index niimlx r has been modilii'd so as to make ISTil the base year. {Srr liabini^ton Smith 
(lommittee’s Report, V<d. I, p. S'.i.) 

* d. l''or the United States \vc have I'.ttHI as the biise year. 


Supplementary Memoranda II. 

StiVk'iiKMtt showing the I'easihility of converting the present cnrroncy into ti 
currency resting on it gold l.iasis. 

Tlie totiil jMirchasing power of the ctHintry in 15)10 was ;{()2 croivs of rupees 
inchuling silver coins and notes. 80 crores of rupees have htHtn iidded hetween 
1010 tintl 1024. Thus roughly the country j>os.sesses to-djiy 400 crores of media 
of e,\cluinge in toins and notes. Of these 200 crores tire coins and 15)0 crores 
are notes. 

We assume that under tin elTective gold standard t country will require 
200 crores of rupees as token currency. Thus the tota rtqtee currency that 
requires conversion into gold is 250 crores. 

Now our tussels in the Paper Currency Iteserve tire £22 millions in gold 
at 10 to 1; we htxve also £23 millions in sterling securities at 10 to 1. These 
£45 minions at 15 to 1 arc eipiivalent to 07 crores worth of gold. We have in 
addition 58 crores of Government of India securities which will need to he. 
renamed as Securities in Gold, and which will serve as hacking to gold notes of 
a similar amount in circulation. We have in addition £40 millions in the Gold 
Standard lleserve equivalent to (50 crores. Thus our as.sets are 

Gold equivalent to 07 crores in I’.C. Heserve. 

,, „ 00 crores in Gold Standard Reserve 

Itenamed gold- - 

Securities in the J’aper 58 crores to secure fiduciary gold notes. 

C-urreiicy Reserve. 

185 crores. 

Wo have further 00 crores of surplus rupee curreucy in circ.ulatioti and 90 
crores of rupees in I*aj)er Currency Reserve. The.se 150 crores of .silver nipees 
if -melted and sold as silver bullion will give us gold coins tnore than sufficient to 
meet the balance of our retpiirements under an effective gold standard. 

With this conversion eompletetl, we shall be on ti sounder footing, in as much 
as we shall have reduced the. fiduciary issue of gold notes to 58 crores w'orth, as 
against the present fiduciary issue of 58-1-35 crores (the latter representing the 
equivalent of £23 sterling sedirities at 15 to 1) of rupee notas. 
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APPENDIX 22. 

Letter from the Secretary, The Indian Merchants’ Chamber, Bombay, to the 
Joint Secretary to the Boyal Commission on Indian Currency and Finance, 
No. T/1709, dated the 1st December, 1925. 

1. r am directed by the Committee of this Chamher to acknowledge the 
receipt of your two letters Nos. I and 47, dated 22nd Septemlxir and 21st October, 
1925, respectively and to send hereby their views in reply to tlie same. 


******* 


7. My (Committee will now turn to the terms of reference to the Jtoyal Com- 
mission, which are: - 

(1) to examine and report on the Indian Exchange and Currency 
system and practice; 

(2) to consider whether any nKnlilications are desirable in the interests 
of India; iuid 

(:i) to make recommendations. 


8. As for the first point, the present Indian Exchange and Currency system 
is what is commonly described as the Cold Exchange standard System and my 
Committee have repeatedly expressed their very strong views against the same and 
asked for the cstablisliment of a real gold standard systtmi with a gold currency 
in circulation. Therefore the kind of modification of the present system that my 
Comniittco consider not only desirable but also necessary is the estiiblisliinent of 
an effective Cold Standard whicli has lieen the goal aimed at from the very 
beginning when 30 years ago wo decided to give up the silver standard aud closed 
the Mints to the free coinage of silver. This was put very clearly by the ('om- 
mittee of 1898 commonly known iis the Fowler Committee which definitely siiid 
that it was of opinion that the habit of hoarding did not present such jiraclical 
difficulties as to justify a permanent refusal to allow India to possess a Cold 
Currency. That Committee also laid down that while the Jlritish Sovereign 
should be made legal tender in Imlia, they thought that the Indian Mints should 
at the same tiine be thrown open to the unrestricted coinage of Gold 
and they explained that they recommended these measures for adoption 
as they were looking forward to the effective astablishment of a Cold 
Standard with a Cold Currency, based upon the principles of the free 
inflow and outflow of Cold. My Committee are strongly of opinion 
that if the above recommendations of the Fowler Committee had been 


earned out. India would have been placed on an effective Cold Standard 
many years ag(i and. the ('ountry would have been saved from the disastrous (»n- 
sequences of the manipulation which the Gold E.xchango Standard system 
facilitate<l. Unfortunately, the Covcruinent of India disregarded this most 
important rewmmendation of the Fowler Cfwnmittee and amtinued to manipulaU; 
the Indian Currency system in the way it best suited them, and perhaps suited 
also the intere.sts of London, jis the world’s central gold market, tecause the steps 
taken were calculated to prevent gold coming to India to be tendered to the 
Currency aaithoidtics Jiere, and to encourage the issue of enormous quantities of 
the token rujiees against the sterling handed over in Ijondon U) the Secretary of 
Stiite. i here were continual protests from the Indian Commercial community 
against this prcHXidure and a definite demand for an effective Gold Standard with 
a C«)ld Currency was put forward in 1912 in the Tmiierial Coiuncil of those days 
by the late Sir Vithaldsus 1). Thackersey, an cx-Pi*esident of this Chamber Psirtly 
as a oonsisquemo of this agitation, the Koyal Commission commonly known as the 
(’harnberlam Cornmission was appointed in 1913 to investigate the system and 
[>ractice in vogm; in those days. They coolly bnished aside the above fundamental 
recommendation oi the rowler Committee and reported that although the belief 
of that Committee was tluit a Cold (’i^reniy in active cinailation was an essential 
(oiKiitioii. of the 1)1(1 iobMifiiU’c of the Gold btiiiuhird in Fiidiii, they (tlio Chamber- 
lain Commission) considered that the historv of the previous fifteen years clearly 
^owed that the (xold Standard had been firmly secured without this condition 
This white-washing decision of the Chamberlain Commission by which the wrong 
practice in vogue since 1900 was tried to be justified is directly responsible for 
the mistakes in the management of our Currency system during the iMt ten years 
when It was clean forgotten that India had been firmly established on a 'Gold 
.Standard and the ratio wm moved up on the ground of rise in silver or the rise 
in general prices, eta, which had nothing to do with gold. This would not have 
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been possible if wo had an elTeetive gold standard in this etmiitry and the rupees 
hiul lieen oircnilatiug only as tokens just jus shillings do in England, 'rherefore 
the first point in the reform of the present prjuitiee tluit my Committee would 
insist on is an elTet^tive Gold Stjind;i-rd with Ji Gold Curremy. 

9. This naturally leads to the question : what kiml of Gold Curremy my 
Committee luive in mind. Our rejily would be that as the sovereign has been the 
legal tender in India ever since we changed ovei* to the Gold Standard, it may be 
jilTowed to continue as our standard gold coin but only on one condition, viz., that 
it should be minted in India just as sovereigns Jire now being minted in the 
Dominioiis. This hod been actually done in 1918 and so what my ('ommittee now 
advocate is no new depjirture. However, if there are any obstiu-les to-djiy in the 
way of sovereign being allowed to l)e coined in this ivaintry, then my Committee 
would Jisk that the gold coin should be the Gold Mohur of 1918 which wms of 
exactly the same weight, fineness and dimensions jis the sovereign. As .soon :is 
it is decided that the Gold Standard should be made cITective in this country jdl 
further coining of rupees should be entirely discontinued, and all new coinage 
(except, of course, subsiiliary coins) should be confined to gold and gold only. 
When gold is tendered by bankers for local currency, that gold should be coined 
into mohiirs and kejit in the Paper (hirremy Reserves until it is reiiuired to go 
into circulation. The question would naturally ari.se as to what should be the 
relation of the gold coin to the rupees now in actual circulation. My (.'ommittee 
think that there can be only one answer, viz., that the gold mohur should be equ.al 
to Rs. 15, as it actually was under the Act of 1918, because it was j«t this ral.io 
that the rupees had eircidjitcd ever since 1898, and jmy change in such ratio would 
vitiate all long-term contracts expressed in terms of rujiees. 

10. My Committee have not overlooked the diificulty that the very large 
amount of silver rupees now in circulation pi-e.senl.s, jind they advocate that the 
present rupees should be allowed to continue as full legal tender for the present, 
the only ehange to be made being that no further rupees should be allowed to be 
coined. 

11. The next point that wc should have to consijler would be the encashment 
of the noto-i.sf?ue. My (^/ommittee consider that the be.st solution of this diirmilty 
will lie to permit encashment for the pre.sent in either rupees or mohurs, or both, 
at the option of the Government. This will protect the reserves of gold against 
any undue raid by the public, and. on the other hand, ])ermit of the gold being 
gradujilly pas.sed into circulation as and when it was found to be exjiedient to 
do so, 

12. My Committee would like to make it clear that the jdxjve suggestion of 
encashment in rupees or mohurs and of allowing ru])ces to continue to remain full 
legal tender is intended only for the first stage of going over to the cffectivi; Gold 
Standard, and that as soon as our reserves become sulTiciently .strong in the 
matter of gohl holding, the question of some limit on the legal temier of the rupee 
would have to be considered, say, within ten years Jiftcr the new system comes 
into force. 

13. The next point that my Committee would like to emphasise is that no 
currency shall be issued in future against anything but gold. As regards sales of 
Council Bills they should be re.strictcd to the actual needs of the Secrettiry of State 
for the year. 

14. My Committee would like to mention in this connection that it will now 
l)e best to hand over to the Imiierial Bank of India the charge of currency and note- 
issue under such restrictions and safeguards as may be dc'emod necessary for 
correct functioning of the Gold Stand, -ird and the automatic expansion and con- 
traction of the circulation, such restrictions and safeguards to be clearly laid down 
by law. 

15. They would also like to emphasise that not only currency and note-issue 
operations but the whole remittjince operations of the Government of India should 
now be entrusted to and carried on through the Imperial Bank of Tmlia, and 
that the Finance Department should divest itself of all this work which is e.ssen- 
tidlly of a banking nature. 

16. They would also urge that the balances of the Secretary of State in 
England should also hereafter be left with the Imperial Bank of India in London. 

17. My Committee would also urge the greater development of banking 
facilities all over India, as they feel not only that the present facilities arc .still 
inadequate, but also that such developmpt will very much facilitate the smoother 
working of the currency system in India. 
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18. My Committee will now briefly touch upon the various points raised by 
the Joint Secretaries in their memorandum. 

(i) The first question is : “ Is the time ripe for a solution of our currency 
problem? ” — and my Committee’s reply would be that it has long been ripe, as 
so many countries have now reverted to the Golil Standard, while India, the one 
country whose balance of trade gives it command of large amounts of gold, still 
lags behind. As for the comparative importance of stability in internal prices 
and in foreign exchanges my Committee arc of oj)inion that while both are desir- 
able, Covernment manipulation to bring about any such stability, even if that 
were j)ossible is to be very much deprecate<l. The right solution is to go to the 
Cold Standard, which will give India, firstly, exchange stability vyith every 
important Gold Standard country in the world, and next greater stability in the 
gei'cral leveLof jirices of commodities by free flow of commodities from countries 
where they may be clu'aper to the iiountries where they may be dearer. 1'herefore, 
if the stalulity of prices and of exchanges is a desirable thing to achieve, it fur- 
nishes a most imjiortant reason forgoing back to the Gold Standard without undue 
delay. 

My (^)mmitt(H^ do not wish to discuss the effects of a rising or falling rupee 
nor of a high or low rupee on trade and industry, because they cannot agree that 
the standard money of any country should be manipulated on such considerations 
hecause any such manipulation vitiates all outetanding contracts, and inflicts 
unmerited hardshij) and injustice on different sections of the community. 

(ii) Second ouestion is: “ With relation to what standard and at what rate 
should the rupee ne stabilised, and when should the decision bo taken? ”■ Our 
answer is that there i.s no que.stion of stabilising the rupee. What my Committee 
desire is a Gold Standard. 

(iii) The third question is : “ If the rate selected iliffers materially from the 
present ruling rate how .should transition be achieved? ” This question implies 
stabilising of the ru|X'e with foreign currencies, which we have already .said we 
do not want. As for the inetliod of passing over tlie transition period, my Com 
miltee would leave it to e.xperts. My (Committee consider that what will be requi red 
if India has a Gold Standard will be fi.xed relation of its token rupee to its 
Standard Gold Coin for internal purposes only. They, however, think that sueh 
internal ratio should be l/15th of the gold sovereign or the gold mohur, 
and will only add that the pre-war par diil differ in the case of England very 
materially from the gold value of the ,C early in 1924, and there were fluctuations 
before the pre-war par was reached. There will be similar fluctuations here also, 
but they should not deter us from selecting sucli internal ratio as may be dictated 
by sound scientific and economic considerations. 

(iv) The fourth question is about the measure to be adojited, and whether the 
Gold Exchange Standard should be continued. 'I’he reply to this will be found in 
the principal jiart of this memorandum. 

As for the composition, size, location, and employment of our I’ajier ('ur- 
rericy Keserve, my Cornmittw consider thal- 

(1) it should be comjioseil very largely of gold coin and bullion, 
although some part may be .securities; 

(2) its location should be in India, at least as regards the gold part 
of it. 

As for what is now called the Gold Standard lieserve, my Committee sug- 
gest— 

(1) that a part of it may be transferred to the Paper Currency Reserve 
to give it a larger backing of gold and gold securities, and thus facilitate 
the establishment of an effective gold standard; 

(2) that the remainder may be held in re.serve for the support of the 
gold standard system that is herewith jiroposed to be introduced. 

(v) The fifth question is about the control and management of the note-issue. 
My Committee would like to see this handed over to the Imperial Rank. The 
metallic backing should be as largely as possible in gold. The encashment facili- 
ties should be as liberal and extensive as circumtances permit. 

(vi) The sixth question is as to minting and use of gold as currency ; the views 
of my Committee have already been indicated in the earlier part of this statement. 
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(vii) The seventh question refers to the renuttani*c operations of the (iovern 
metit. My (’omniittee feel that all siii'h o|)erations should now he earried on 
through tile Imperial Bank of fndia. 

(viii) The eighth question refers to seasonal demands for eurreney. My 
Committee would suggest that the total of sueh curreiu-y to he issued should hi* 
10 per cent, of the then existing note-issue, and that sueh issue should he Jiiade 
when the hank rate is as follows : -- - 

10 (Tores when the hank rate is 0 per cent, and the irst when the haid< 
rate is 7 j)er cent. 

(ix) The ninth and the last (|U(‘stion is about pnrchasi^s »d‘ silver. My 
Coniiidttee consider that all such purchasi^s ought always to have In'en made by 
o])en tender in India in rup(*es and lor didivery in India hut they thitd< the issue 
is now merely academii’al, because if further coinage of nipc'es is discont inui'd no 
silver will he requin'd to he purchased by (lovernment for many years, if at all. 


AIM’KNDIX 2:l. 

Statement of evidence submitted by Mr. Kikabhai Fremchand, Partner of 
Messrs. Fremchand, Roychand and Sons, Bullion, Exchange and 
Finance Brokers, Bombay. 

( l) A. Is the time riim for ti solution oj [iroUniis oj liif/itnt i!ii,n-eni:ij and 
Eccchanijc by measures jor stabHisalion of the rnj>ec, or otheririse'/ 

li. What is the coinparulipr importanct' of stability in internal prices and in 
foreign exchanges f 

C. What are the effects of a rising and a. falling rupee and of a stability of 
high or lair rupee on trade and industry, including agriculture, and on national 
financed 

(A) It is our opinion that, owing to the constantly changing conditions upon 
which our linancial and econonde structure deptmds, the time will mwer he com- 
j)letely ripe for a conclusive solution of Indian currency and exchange problems. 
iI.ow(!ver, stability in exchange and commodity prices is a most essential factor 
in |)romotiiig the welfare of the country as a whole, and pivsiuit conditions are 
sulliciently normal to permit that definite steps Ite taken with that end in view. 
The way has already been partially j)aved through the remarkable rehahilitatimi 
of most of tlu^se European (’ounlrii's disrupt(Ml by the War, while the resuinjdion 
of the gold standard by (Ireat Britain and various other nations should simplify 
our own j)rol)lem. 

(B) Stability in internal prices and in foreign exchange's are more or less 
interde])endcnt, Imt the former is of much more importanct' to the country as a 
whole, because the vast majority of the Indian population is oidy indirectly 
affected by foreign (‘xchange rates. This is ju'imarily an agricidtural country 
and, to a certain degn'c, self-contained, so that comparatively few of the pc'opics’ 
needs must be souglit abroad. For those clas.ses whose incomes are tixt'd or very 
limited (and these certainly constitute a majority) the smalh'st po.ssihlc variatioji 
in the prices of ps.sentials is desirable. 

(C) This is an extnmiely broad question, which might lead to (Midlcss discus- 
sion if one attonpted to treat it exhaust iv('ly. In nanvly staling our opinions on 
the various jmints raised we are basing our judgment on |)crsonal observations 
and impressions rather than attem])ting to sidwtantiatc our content ions by rccour.se 
to the almost endless statistics that might lie brought to lu'ar on tlu* subject. 

A.rmng rupee reflects irnjmived trade and a substantial demand for India’s 
products. It reduces costs of all imported articU's, facilitates the repayment of 
debts abroad, makes far more favourable Governmental budgets, and thereby 
o|H{ns the way for tax reductions. Although somewhat detrina'iital to indigenous 
industries that must meet foreign comjK'tition. w'e must boar in mind that ours is 
primarily an agricultural (country, and, furthermore, that Govcniment is now 
committe.d to a policy of discriminate protection. 

A falling rupee encourages increased purchases of our products by foreign 
consumers, and discourages imports from abroad. This. ImwTver. is oidy a tem- 
porary artificial stimulus to trade, which is usually followed by periods of depres 
r.6696 N 4 
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sioii as internal price levels rapidly adjust themselves to the new exchange ratio, 
(iovernmeiit’s obligations being more dilTicult to meet, increased taxation 
Ixjcoines almost invei table. 

The law of supply and demand is effective in bringing about adjustments to 
changes in currency values, but wide fluctuations are most undesirable — particu- 
larly so in this country, where speculation is rife and legitimate commerce easily 
discouraged. 

While we firmly believe in stabilisation, we contend that the sudden transition 
to eitlicr a high or a low rupee would bo detrimental to the interests of the coimtry. 
We arc not of the opinion that there is a magical level for the rupee at which all 
of our problems would find their solution, and the desired stabilisation could be 
accomplished with a minimum disturbance of existing economic and financial con- 
ditions. 

(2) A. In relation to ivhat standard and at rnhat rate should the rupee be 
stabilised, if at all? 

B. When should any decision as to stabilisation take effect f 

(A) Until such lime as a gold standard is practicable the rupee should be 
linked to the pound .sterling, thus affording a gold exchange standard. In view 
of the comjiarativc ease with which the rate has been maintained at or about 
Is. fill, during recent months, wc should suggest that stabilisation at that level 
would be most feasible, 

(B) Immediately the report is published. 

(3) If the rate selected differs materially from the present rate, how should 
transition be achieved? 

Unless the rate finally selected is approximately the current market rate the 
transition will present aimo.st insurmountable difficulties. Any abrupt change 
would certainly cau.se serious conseipiences, while we doubt if even a gradual but 
marked alteration of the present rate could be accotriplishcd without disrupting 
the financial machinery of the country. 

(Jt) A. What measures should be adopted to maintain the rupee at the rate 
trlected ? 

n, Should the gold exchange standard system in force before the war be 
continued, and with what modifications, if any ? 

C. What should be the composition, size, location, and employment of a Gold 
Standard Reserve? 

^A) To sell Council Bills Ix'tween the limits of 1 /G and 1/G 3/lG and Reverse 
Council Bills at the lower gold point of 1/5 13/16/f. 

(B) It is our opinion that the gold exchange standard sy.stem in fonx; before 
the War should be reinstituti'd, with a ihange in the exchange ratio to that 
indicated above, and fixi'd up|)er and lower limits. 

(C) Location. - -London. 

Composition. — British Treasury Bills and fndian sterling setmrities. 

Size. ;t00 millions or suili greater sum as may be found necessary to 
meet changing (Conditions. 

Emjdoyment. (a) 'I’o regulate exchange. 

(b) For emergency purposes. 

(c) To utilise mider favourable opportunities for the 

gradual repayment of India’s sterling debt. 

(i)} A. Who should be charged with the control of the note issue, and on what 
principles should control or mawigement be transfeired to the Imperial Bank of 
India., and if so, what shoidd be the genxrtU terms of the transfer? 

B. What provisions should be wade as to the backing of the note issue? 

C. What should bs the facilities far the encashment of notes? 

I). What should be the policy as to the issue of notes of small values? 

(A) The control of the note issue .should gradually be transferred to Imperial 
Bank of India, and Government should begin in trade! centres, and gradually 
extend the system to principal mofussil towns, in order to avoid the distrust of 
notes prevalent among ignorant people. It is our opinion that the Imperial Bank 
of India should function in all suen matters as a State Bank. 
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(H) The present provisions for the backing of the note issue arc satisfactory, 
except that Tudiaii rupee treasury bills and ru|x*e securities should lx; replaced by 
gold or British treasury bills. The metallic reserves shouhl be maintained at 50 
per cent, (gold and silver). 

(C) The Imperial Bank of India should be given wider powers and larger 
balances to facilitate the encashment of notes, 'riie present system of cashing 
them at currency offices is cumbersome and trouldesome. 

(D) The notes of small values should lie freely is.sued both by thirrency or 
Treasury Oflices and the fmjferial Bank of India. In fact, it is our opinion that 
the one-rupee notes should be reinstated, in s])ite of considerations of cost, as they 
were popular, and have a very distinct educational value. 

(B) A. What should he the 'policy as to the miutimj oj gold in- India and the 
use of gold as currency? 

B. Should the obligation- he, undertaken to give gold for iiipees? 

(A) The policy of minting gold in India should be a free exchange of gold 
bars for sovereigns and vice versa,- -a reasonable charge to be made by the mint. 
Government should, when fixing a ratio lietween sovereign and the rupee, also give 
a price tat which they would buy gold bars and pay for them in rupees, as in the 
case of sovereigns. While the use of gohl as currency is highly desirable, it is not 
practicable at the present time in view of the widespread habit of hoarding. It 
can only be gradually introduced over a period of years. 

(B) Ultimately yes, but under existing conditions this could not be feasible. 

It is our conviction that a gold standard .should be gradually introduced con- 
currently with determined efforts on the part of Government to discourage the 
hoarding habit. We have in miiul a practical scheme, by means of which both 
these desirable aims could gradually be accomplished. 

(7) A. By u'hat method should the remittance operations of the (Jooernment 
of Indiu he conducted? 

B. Should they he managed hy the Imperial Bank? 

(A) As in pre-war days, with sales of (hmncil Bills by public tender as 
required. 

(B) It is our opinion that the entire busine.ss of Government remittames 
should be managed by the Imiierial Bank of India both in India and in England. 

(8) A. Are any, and, if so, what, measures desirable to secure, greater 
elasticity in meeting seasonal demand far currency? 

B. Should any, and, if so, irhat, conditions he prescribed with regard to the 
issue of currency against Huvdis? 

(A.) When the ru|)ee is stablili.sed funds will he readily transferable from 
London to India and vice versa, tlwough the medium of exchange operations, 
and, therefore, the necessity for further special measures will be eliminated. 

(B) The present provisions of the I’aper Gurrcjicy Aniendment Act, under 
which currency notes are issued agaiiust Hundts is (piile satisfactory, and we do 
not consider a revision of these conditions necessary. 

(9) Should any change he made in e.visting methods for the purchase of 
silver? 

No. London is the most accessible and favourable market for Government 
to buy silver. Making such purcha.ses in foreign markets would introduce 
exchange complications, while such purchases made in India would have the effect 
of unsettling our local markets to too great an extent. 
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Statement of evidence submitted by Mr. Phirozesliah M. Dalai of Messrs. 
Merwanjee and Sons, Exchange, Finance and Bullion Brokers, Bombay. 

1. Questions 1 and 2.- T do not wish to enter into the various ])hases of the 
Indian curri'itcv (|m‘stion siiu e tlie closiii}? of the Mints in ISSW, hut will ennfine 
myself to the disenssion of the snl>jeit sineo lt)20, when the '2s. j^old ratio was 
established l»y statute. It is now admitted on all hands that the li.\injj of the ratio 
at '2s. jfold was a {'rievons mistake. The attempt tolnaintain the ratio at 2.s'. gold 
by .sde of Ueverse Councils ended in a loss of many millions to the (jovornment, and 
of heavy losses to those engaged in the trade and industries of the country. 
When the attem|)t to maintain exchange at 2.'''. gold failed, the (lovernment 
adopted for the time the policy of letting exchange take its course and in 11)21 it 
dropped to l.v. Hd. Since then by various manipulations by the Finance De])art- 
ment of the (lovernment of India, notably the contraction of currency, aided by 
heavy ex]K)rts and a series of splendid harvests, exchange has been forced up to 
l.«. (W., at whidi level it now stands. 'I'he (luestion now is whether exchange 
shmdd lie allowed (1) to regulate itself, or (2) should he forced uj) to a higher level, 
r)r (3) stabili.s(>d at the i)re.sent level of I."', (k/.. or (4) brought bai-k to the pre war 
level of l.v. id. Those who advocate the first coiu’se (hat exchange should be left 
to regulate itself (retaining the 2.''. g<dd rate on the statute book), state that (lov- 
ernment can thereby c(uitrol prices, raising exchange in India when prices have 
an upward tendency and lowering exchange when ])rices have a. downward 
tendency, 1 n other words, they aim at stability of prices by (lovernment manipula- 
tion of exchange. Such a course would he most harmful to the interests of India. 
It means in fact an attempt to regulate prices in India and keep Indian prices on 
a level dilTerent from woild prices. Such power to manipulate exchange and 
stahili.se prices in India must end in disaster to the economic development of India, 
principally its industrial development, and this country has had hitter experience 
of the s;ime in the last three years. Exchange has been forced u])on the plea of 
stabilising internal jirices with the result that foreign imjiorts have been (Hairing 
into (be country and every indigeiKUis industry in com|)etilion with foreign 
industnes is in a state bordering that of ruin. I'he only industries that are able 
to .stand this intense foreign competition are monopolistic industries like jute and 
tea Exchange ha.s been arbitrarily raised 12J jier cent, in (be last few years 
wdtb no corresponding reduction iii wages, because any attempt to lower wages 
melts with the most .stremunis opposition (even (lovernment itself favouring a 
non reduction <if wages), and the industries that have to face foreign competition 
are tottering. I do not refer to agricultural inilustries which have not felt the 
^ train to the same extent as manufacturing industries owing to the high world 
prices for certain raw jiroducts. which prevail at present, but which also' will feel 
the effects in the years to come. The power to manipulate exchange which the 
(lovernment at jiresent possess has already done immense harm to Indian indus- 
tries. To give them permanently the jjower to stabilise jirices by mani]ndating 
exchange is to give them a power which no nation in the world gives to its 
(lovernment, even where (lovernnients are responsible to the legi.slature. To give 
this power to the (Inyernrnent of India, which under the jire.sent coiustitution is 
only part lally responsible to the legislature, is therefore o()en to greater objection, 
as it gives them the power to make or mar the fortunes of the Indian peo])le. 

2. ,\s regards the second (*ourse, whether exchange should be forced up still 
higher, the answer can oidy 1 m; an emphatic No. The disastrous consequences of 
iiK'ving exchange up are plaitdy visible in the pitiable condition of Indian 
indu.stries. Even the Government of Iiulia have lately admitted that any further 
rise in exchange would be prejudicial to prodmers,' and iinle.ss high jmoteetive 
duties arc to accompany a further rise in exchange, the ]M)sition of most Indian 
luanufacturing industries xvould be hopeless. 

3. As regards the third course that of stabilising exchange at Is. 6(/.- I 
have already referred to the evil effects which this rate has had on the industrial 
devclofiment of India, and will have on the agricultural .situation in future, 

4. I am, therefore, of opinion that the fourth course — that of lowering the 
exchange t o the i)re-war ratio of l.s. id. is the best course for India and should be 
earned out at the earliest opTmrtunity if her industries are again to thrive and 
she IS to bo able to face foreign competition. The competition from foreign 
countries, espem'ally those with depreciated currencies like Ja()an, France, Bel- 
gium. and Italy, may be met bv lowering the exchange to 1.-?. id. to keep the 
rupee- .sterling e.xchange high when these countries are working on a depreciated 
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currency is an incentive to these countries to pour gooils into Tndia. The gold 
standard is now established in Great Mritain and her important colonies, and 
continental Europe is gradually reverting to the same. The oi)inion has been 
ex})rpssed by leading statesmen and linanciers in England that the establishment 
of the gold standard will lead to a gradual fall in goid prices and this is a strong 
reason for reverting to the l.s. Ad. ratio. For, as gold priies fall, the price whit h 
India will realise for her produce will lx* less and the trade balance in her favour 
will get less. As jirices fall all over the world imports into 1 ndia will increase and 
competition of foreign imports will gnuv and India can oidy face this if her 
excliange is also loweic<l. It Avill be, therefore, to India's advantage to revert to 
the l.s. 4d. ratio. 


o. 'I'he raising of exchange has led to the lowering of the ruj»ee price of gold 
from 11s. 24 per tola, the ])re-war price, to Tls. 21 T the ])resent price. This Iowci't 
ingof the price has led to enormous imports of gold in recent years, the import in 
1024-5 being 7;}'78 crores. The surplus savings of the country are being diverted 
lyjn’c and more into gold, and people prefer to buy gold rather than i loth and other 
necessities of life. This is having a detrimental eft'ect on indigenous industries, 
and also on T^aneashire which cannot sell the quantity of |)iece gt)ods t<t India whi(!h 
she would otherwise do. 'I’his huge import of gold is having a serious prejudicial 
effect on the indu.strial and financial development atid can oidy he checked by 
reverting to the l.s. 4^/. ratio. Vast (pianlities (d’ the savings td' the country which 
would he diverted into fruitful and proilmtive t'hannel.s, are heing sterilizeil hv 
purchases of gold. It is stated by soine that India will soon gel saturated with 
gold at the lower prii-e, but my experience as a bullion broker for the last 114 years 
is that India is never saturated with gold, and that if the present low level of gold 
is maintained she will continue to absorb large cpiaid ities of gold, except in years 
of scarcity, to the great <letriment of her economic development. 

ti. Hut the advocates of l.v. iSd. exchange say that if the exchange is lowered 
to l.s’. Ad., the Government would have to lind Ks! T crores more to nu'ct the llt)me 
charges. The answer to this is that Governmeid should economise and save the 
lls. a crores, or raise the money by additional taxation. Even additional taxation 
would be ])referable to getting the T crores by maintaining exchange at l.s‘. (>»/. 
For not only Government get .Us. ti crores by keeping exchange high, hut they put 
an additional burden of 12^ per cent, on all tax payers by rai.sing the sterling 
mice of the rupee In other words, every rupee of revenue the Government raises 
ms an enhanced value measured in commodities of 12.1 per cent. A budget which 
lalances itself by raising exchange is un.sound financially and economically, and 
the jiractice of balancing it by raising exihange cannot be too .‘<tronglv condemned. 

7. Hut it is urged that (Sd. is now the “ natural " rate (d' exchange, caused 
by the balance of trade in I'avcmr of India, aided by currency manipidation.s. The 
an.swer lo this is that the natural late of exchange is the rate at which the silver 
contents of the rupee will exchange for gold. This natural rale works out at the 
])re.senL price of silver of Wld. at a fraction over l.x. per rupee. 4'he natural rate 
of exchange was abiiiidoned when the ^fints were, closed to the free coinage of silver 
in lHt)‘>. and the unnatural and artilkial ratio of l.s-. Ad. per rnjiee was adopted. 
After years of industrial and economic trouble this unnatural rate of l.s-. Ad. became 
effective, and prices and xvages and other conditions .settled down to the now ratio. 
'1 hen came the great War which up.set this ntio, as a result of woildwide inlla- 
tioi! of currencies and de.struction of commodities. This was made the occasion 
for raising the ratio to 2.s-. gold, followed by grim realities, which lowered it bo 
l.s-. 3f/. in 15)21. A series of favourable harvests and (-ontrai-tion of (urrency has 
enabled the rate to be raised now to 1.'-. (wf.. but that does not make it the natural 
rate Even l.s'. Ad. ratio is not the natural rate, but is neare.st to the natural rate, 
and sliould he forthwith restored. 


8. The trade figures for the last few years show that the heavv balance of 
trade in favour of India has been created mainly by the enoi-mous foreign demand 
for cotton at high prices owing to the short crops in America. 'I’aking^awav this 
factor the balance of trade is enormously reduced, and it is not .safe to as.sumc that 
the world will continue to buy large quantities of Indian cotton at (-onsiderahly 
over ])re-war prices. The great development of cotton growing iti the worhi. 
particularly in the Hritish Empire and countries umler Hritish iidluence j)oint iii 
future to a less demand for India c otton at lower ])ri(-es, and this may make the 
keepingiipof exehangeat l.«. i\d. a matterof difiiculty. When that difficulty arises 
the Government must resort to fresh currency manijiulaticms to maintain 
exehangeat 1.'-. (}d.. with a repetition of the disastrous con.sequences to the finances 
and industries of the country. 
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9. A 11(1 hero I must state that the G overnment of I iidia could have maintained 
exchange at !*•. 4(/. gold at any time (luring the last two years, by buying sterling 
at 1«. 4rf., gold point. In October, 1924, exchange advanced to l.s‘. (sterling) 
and this was eciuivalent to Is. 4(/. gold. It was at this (’.ritical moment that 
Government (hniberately broke away from the Is. 4(f. gold ratio, and raised 
exchange to Is. 6(/.. i.e., over Is. 4(f. gold point; in spite of strong protest from the 
country, jiarticularly from Bombay. At the time when they did so there was 
unniistakeable^signs that Great Britain would s(X)n revert to the Gold Standard, 
and that sterling would raise to par with gold. The dolilxiratc breaking away 
from Is. 4(/. gold therefore meant that Government regardless of the economic 
consequences wanted to raise exchange to Is. (W. sterling which would soon also 
be Is. (id. gold. If Government had then stuck to Is. 4d. gold and met all demand 
for rupees by purchasing sterling at Is. 4c/. gold i>oint. I'Achatige would have 
gradually recc(l(Ml to Is. id. instead of standing at Is. M. to-day. The anisequences 
of that act of the Government we sec in the disa.ster which has overtaken Indian 
manufacturing industries, and which will be felt acutely in the agricultural 
industries as world prices recede as a result of the establishment of the gold 
standard in most of the leading countries of the world. 

10. It is estimated that the total remittances which India has to make to 
meet Government expenditure in England of various kinds, and the private 
remittances from India that is of jirivate individuals and of profits on foreign 
capital employed in India, amount to aliout Rs. 100 crores per annum. It is easy 
to remit this sum in years of big harvests in India when there is a great foreign 
demand for Indian raw products, and world prices for such products are high. 
But it is a difficult matter when the reverse is the case. The ratio fixed between 
gold and the rupee should therefore be such as to enable those remittances to be 
made year after year without a jerk to the financial and economir; system of India. 
Tht fixing of a high ratio must lead to efforts in years of bad exports to meet these 
remittances by contraction of currency, and coihsequent financial and industrial 
harassment. And the higher the ratio the greater the drain on the country to meet, 
other things being equal. 

1 1 . Any change of the ratio from l.<r. id. whi(’h was the legal ratio from 1893 
to 1920, i.e., for 27 years, must upset the relations between debtors and creditors. 
Tlie raising of the ratio must benefit the creditor as against the debtor, the Govern- 
ment as against the tax-payers, and private creditors against jirivate debtors. As 
the nias.ses in India are steeped in indebtedness, the fixing of a higher ratio of 
exchange means the laying of an additional grievous burden on tlumi. 

12. Too much importance has also Imxjii attached to tla^ necessity of con- 
trolling internal prices by maniimlating exchange. Unless an attempt is to be 
made to control internal prices apart from world prices, i.e., .setting up prices in 
India not based on world prices then an automatic exchange system ('an regulate 
internal prices aa well as a manipulated exchange system. l/nd(!r an automatic 
currency system if Indian prices went over the world level imports would pour into 
the lountry, exchange would fall to gold ex])ort point, gold would be exported, 
currency would contract and prices would fall. The process would be reversed if 
pri(!es went below the world level. Automati(! working of exchange and move- 
ment of internal prices on world level was a noticeable pre-war feature, and would 
Ik? again operative if an automatic currency system is re-established. 

13. I am of opinion that if the Government had not adopted this policy of a 
high exchange the Government of India Rupee loans would have been floated by 
this time at a half per cent, less interest than is now paid by the Government, and a 
great saving in interest cliarges would have re.sulted to G(ivernment. If exchange 
had been allowed to recede to !.<?. id. gold point, and Government had shown its 
willingncjw to maintain it there, a fre(? flow of money into and out of India would 
have immediately rommenced, the money rates in India, would have fallen and 
.tended to approximate to the Bank of England rate, the nervousness in the money 
market so noticeable in 1922 to 1926 wouW have disappeared, a great demand foir 

•'Government rupee securities would have sprung up, the Government rate of 
interest on their loans would have immediately fallen, and the yearly interest 
charge would have been considerably reduced. If the policy of a high and fluctuat- 
ing exchange is persisted in the interest rate for liorrowing will have to be kept 
high, and not only this but foreign holders of Government securities will sell off 
Indian swurities and remit money out of India at every favourable opportunity. 
Such action on their part will lower the quotations for Government securities anci 
keep the Government borrowing rate high. In the next few years huge quantities 
of Government bonds are maturing and large rupee loans have to be raised. Unless 
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the exchange policy is settled satisfa(?torily, the loss to (Jovernment on the con- 
version of tne maturing bonds and llotation of new loans will run into crorcs, and 
the loss to the Government only means additional burdens on the })eoplc. 

14. Not only has the rate of borrowing on Government loans been high in the 
last few years, but the Indian Coriwrations havi? also had to pay high rates for 
their borrowings in India, ranging from to (i per cent. And the flowing of 
money into Government and Corporation loans at high rates has made it exi’eed- 
iiigly difficult for industrial concerns to raise money either by way of delientnres 
or preference shares, and has U^en a. serious check to industrial expansion, ])artieu 
larly in Western India. Not only has the high exchai\ge jioliey of Government 
lowered or extinguished industrial ])rofits l)y pnc(airaging foreign i om])etition, but 
has also made the raising of industrial loans a task of great dillienlty. Unless, 
therefore, the exchange problem is satisfactorily settled, industrial development 
will eontinue to receive a serious cheek. 

(In the above paragraphs I have emleavoured to answer questions 1 and 2 of 
the questionnaire though 1 have not strictly confined myself to these (|uestions). 

15. Question 3. — If it is decided to revert to Is. 4</. ratio, I am of opinion 
that the transition should be achieved step by step. It is feared that importers 
may suffer if exchange is lowered. But this nei?d not be if inqmrters keep their 
exchange covered, and at present it is po.ssible for them to cover exchange for 
12 months forward at practically the same rate as ready. If tludr exchange is 
covered a lowering of exchange will do them good but no harm as a fall in exchange 
will raise the value of their goods. If a raising of the exchange rate is decided 
on, and this is inconceivalile, then it is not necessary to make any suggestions for 
the transition period, as the Indian Finance Department will <io so on the lines 
they have followed in the ])ast and with fearful consequences. 

10. Question 4. I think a definite move should now be made towi’irds the 
establishment of a gold standard in India. It is not possible to establish the gold 
standard in India immediately and with a stroke of tne pen, considering the va.st 
amount of silver rujiees in circulation whic h, though called “ token,” are legal 
tender to an unlimited amount. I’ill these rupees are reduceii P) real tokens, and 
the amount that can l»e given as legal tender is reduced, the gold .standard cannot 
be established. I'he first step towanls the esUiblishment of a gold stamlard is 
the stop])ing of ru])ee coinage. It may even Ihi necessary to melt the ru])ees and 
.sell them as bullion when favourable opportunities occur, and collect gold with 
tlie proceeds. It will be years Iiefore the reduction of the rnjnje to the level of a 
real token can be carried out, and the proce.ss would have to be effected by reducing 
step by step the amount of rujx'es which can be given as legal tender. No insuper- 
able ififliculties stand in the way of the establishment of a gold standard if once 
the ])olicy is decided on, and the Government of India are given a free hand to 
carry out that policy, and devote themselves whole heartedly to carrying it out. 
When the Indian Mints were clo.s<vi P) the free coinage of silver the policy was 
laid down of going to a gold standard. India would have been on a gold standard 
by now if that policy had been faithfully adhered to and her gold re.sources had 
not been played with, and converted into silver mpees on some pretext or other. 
The e.stablishment of a gold stamlard in India will [ilace her on the same footing 
as all the advanced nations of the world. But once this policy is embarked upon 
there sliould be no wavering as in the past, and in the interests of India alone 
should weigh at every step taken to carry it out. 

17. As regards the Gobi Standard Reserve, it will not be added to if there is 
no further coinage of rupees, and the interest on the same should be carried to 
revenue as now. When the gold standard is fully established the Reserve can 
be used for some purpo.se beneficial to India, c.g., reducing her sterling loans. 

18. As regards measures Pi maintain tlie rupee at the rate .selected, only .such 
measures will be necessary as were in force before the war, i.e., the inqiort and 
export of gold at gold jioints, and the use of the. Gold Standard Reserve in ca.se of 
necessity. 

19. Question. 5. — The note-issue should be transferreil to the Imperial Bank 
of India, and an Act should lie pa.s.sed for the purpo.se of the transtcr, and for 
laying down rules for the management and control of the i.s.sue by the Rank. All 
facilities for the encashment of the notes should be given, the eventual aim being 
to make currency notes of any denomination and to any amount encasliable at all 
the main offices of the Rank, and to a limited amount at the branches. The 
backing of the notes should be in gold and silver and securities, the gold to be an 
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iiici'casiiij^ atiiouiil aii«l the silver to be a ileereasinj^ amount step by step. The 
luliiciary issue to ho not less than 50 per (“ent. to begin with and as at present. 

20. As regards issue of notes <d‘ small value, I think that the one-rupee note 
should be re issued if it is found that the c.xjicnse of such issue is not heavy. The 
US'; of this note has an educative effect on the jiiasses in the use of paper money, 
and will help in the |)assage to the gold standard. 


21. Qiiryliuu 0. The Indian Mints should be thrown oyien to the minting of 
gold coins, preferentially the sovereign ami the half -sovereign. ]Jut if the Mint in 
j,oii(lon cannot get over its objections to the minting of the sovereign and half- 
sovereign in India, then a inohur and half-mohiir and a <|uarter-mohur should 
be coined in India. 'I'he weight and fincne.ss of these coins should be determined 
after the exchange ratio hetvveen gold and the rupee has been lixed. The mohur 
may In* made the equivalent of lis. 20, the half inohur Us. 10, and the quarler- 
mohur, Us. 5. 


22. As regards the use of gold as currency, in the initial stages gold coins will 
have to he given freely, fill such time as the Indian yieople get more used to notes. 
There are unmistakeable signs that the yieoyile are taking more to the use of notes, 
•and after .a time, when the peo])h> find that they can get gold when they want 
against notes, gold will not be so much in demaiul The vast masses of India do 
not really want a gold coin in circulation, taking into account their income and 
standard of life, but in order to satisfy the .sentiment of the wealthier i’las.st« 
gold coins will have to lie given fiwly in the earlier stages. The obligation to 
give gold should not be legally undertaken until a vast amount of gold is accumu- 
lated in the currency reserves, but (lovernnient should give gold as much as 
possible and convenient in the transition period. 

2:1 (Jucstiofi 7. 'riie remittance oyieralions of the (lovernment of India 
should 1 h; handed over to the Imperial Hank. Once the budgeted amount is 
remitteil to liondon by the Hank, the Uank should stop making remittances on 
(jovernment account, and leave the balance of trade to Ik? adjusted by the trade, 
when the balance is favcairahle. either by importing gold and tendering to the cur- 
rency odices, or taking gold from the currency ollices and exporting it if the same is 
unfavourable. The fm|x*rial Hank .should interfere as little as jiossible with the 
exchange operations of trade, beyond looking after (jovernment remittaiu'cs. It 
may take delivery of the. gold in Hondon on currency account or give delivery 
of gold in London on currency account at gold point rates, and save freight 
charges when circumstances permit. There should he no sticreey or even partial 
secrecy (as at present) about (jovernment remittances to London. The trade and 
finame of India depend a great deal on flovernment remittances t») T.ondon for 
securing rupees in India, and .secrei^y in remittance operations is detrimental 
botli'to trade and finance. Partial secrecy has recently been yiracti.sed but this 
should sto]), and every morning the remittance operations of the previous day, 
and the total remittances to date, should lx* ])uhli.shed in the Press. 


24. Question H. -Provision should he made by statute for .securing greater 
elasticity in meeting .sea.sonal demands for currency. At pre.sent the provision 
is for lls. 12 crores. but this should 1k> raised to Us. 20 erores. With an automatic 
currency system which will follow with the fixing of the ratio hetw'een the rupee 
ami gold, the demand for emergency .si'asonal currency will .show a tendency to 
fall off, exci'pt when high money rates prevail in London. Put ample provision 
should he made by law for all contingencies and Us. 20 erores will cover all 
requirements for .some years to come. Hut the. figure will have to be raised from 
time to time as the trade of the country and its financial requirements expand. 
The emergeiuy issue should be against bonu- fide trade bills and hmia fide IvaAq 
l)ro-notcs (/.c., pro notes issued for the purpose of trade). The Imperial Bank 
, should encourage the use of hundis, particularly among.st .small traders, and .should 
' become a rediscounting bank. f.e.. discmint the hundis of discounting banks. At 

present the InqHirial Bank jirefers to discount the hundis of shroffs who have 
been its priiuiipal customers in the })ast. But a ste]) forward should be taken 
and hundis endorsed by di.scoUUting hanks should also be rediscounted by the 
Bank. This will help the Imperial Bank to have a large portfolio ready to be 
used against the issue of emergency currency. ^ 

25. Question i). No ncce.ssity will arise for the purchase of silver for many 
years to come if the gold standard is decided on and the further minting of rupees 
IS .stopped. But when nece.ssary to purchase silver the same should be. as far as 
piwsible, by public tender in India and for delivery and pa}rmeiit in Indio. 
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AITEMDIX 25. 

Iietter from the Secretary, the Millowners’ Association, Bombay, to the Secretary, 
Royal Commission on In^an Currency and Finance, dated 7th December, 1925. 

1 am (lim-tod to ackuow lodgo the receipt of your letter No. J, dated 
22ii(l September, 1{)25, and your further communication No. 4.7, dated 
27th OcUilier, and in reply have llie pleasure t«) submit the considered views of the 
Committee of the Bombay Millowners’ Assoi iation regarding the Indian t.'nrrency 
problems. 

In the opinion of my Committee the time has now arri\ed for a concerted 
attempt to be made to solve the currency problem of tlni I’ouiitry. I’hcy further 
consider that the two main es.sentials for tlie permanent solution of the Currency 
{)rol>lems are : — 

(//) The intrt)duction of a- true Cold Standard in India, with the value 
of the rupee lixetl at a rate which will correspond vvitli conntrii-s where 
currency has retui'iicil to its normal value. With the rupee exi-hange at 
the present rate 101) Cnited StaUis «)f America Cold Dc, liars arc worth 
lis. 2724 as agaijist Bs. 307 8 in January, 1914. From this it would seem 
that the present value of the rupee is far too high unless the Covei ninent 
of fndia are in a. [Kisition to show that the United Slates of America has 
a depreciated currency. 

{!>) That the rupee exchange rate should not l)e liable to large 
lluctuations. 

If the valiu; of the rupee was li.xed at l.s. (5^/. gold my Committee 
iKilievo that in the event of two successive failures of tiie monsn(»n it would 
be found inipo.ssible to maintain its parity. 'flic present rupee .sterling 
e.xchange rate has otdy been po.ssible In'cau-se. India has ha<l four successive 
good monsoons. For the.sc* main reasons my ( -ommittee are convinced that 
it would be inadvisable to stabilise the rupee at a higher value at 
gold, a. rate which it was found po.ssible to maintain for more than twenty 
years previous to the War. 

In connection with the subsidiary ])roblenis with which the Cnrreiicy C<»m- 
inission is confronted, my (.’ommittee desire to make the follow ing sngge.stions : - 

(1) That the token value of the rupee in terms of gold should be li.xed 
at a rate not higher than l.y. 4</. gold. 

(2) That the English sovereign or an Indian coin of similar weight 
and fineness should be made legal tender in India. 

(J) That Cold Certilieates should Lv is.sued on the b;isis of J{s. 15 l.o 
the sovereign against gold held in reserve in India. My Committee con 
sider that tor the first few years after the country has gone over to a true 
Cold Standard, it will be necessju'y to build up an adecpiate (fold Beserve, 
and in order to prevent the possibility of any undue raid on the gold 
resc'rve during these years it should not be compulsory to make payment 
against Cold Certificates in gold coin. At the same time Covernment 
should declare that the ultimate object would In; to meet all |);iymcntvS 
against gold certificates in gold currency. 

(4) Subject to the issue of temporary emergency currency no furtlu'r 
is.sues of rupee notes (in eontra-distinction to gold certificate^ should be 
made, and no further minting of silver ruj)ccs slionid be made. 

(5) It should be the a.im of Covernment to withdraw gradually the 
notes now issued against silver backing in not more than ten years, and 
U) replace them with Cold (X'rtificates. .\t the end of that tiim; it will 
be neces.sary to decide the amount against which silver rupees should fie 
accepted as legal tender. 

(6) That the sale oi Council Bills should be restricted to the actual 
needs of the Seciretaiy of State for the financial year in whicli the sales 
are made. 

(7) The control of the note issue should l)e hande<l over to the lm]K‘rial 
Bank of India with definite regulations legardiug its expansion and con- 
traction. 'I'lie present metliod of control has led to suspicion, unfounded 
or otherwise, that the Government of India have been guilty of manipula- 
tions which might possibly have been to the benefit of Government revenues 
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but have adversely afTucted the interests of the ^eat mass of the popula- 
tion of this country. Hy a transference of their powers, under dennite 
rules, to tlie Imperial Hank, this suspicion would be removed. 

(8) That the whole of the remittance operations of the Government 
of India should be entriLsted to the Imperial Bank. Thes(i transactions 
are essentially Banking, transactions, and should l)c conducted through 
the usual jigency. 

My (kmunittce do not in their written evidence wish to dilate upon the 
suggestions they have made as this is iii(»re the function of financial experts, and 
can liardly mnsi<ler(ul as the legitimate function of the Millowners’ Associa- 
tion, but they desire to state more fullv their views upon the essentials which 
tliey submit are necessary for the satisfactory solution of the Indian Currency 
problem, and the reasons' why the Textile Industry of the country must, support 
the demand for a Is. 4f/. gold. 

The introdnetion of a true 6' old Standard. — The present currency system 
is open to objection for the reaa(m that it permits the value of the rupee to be 
raised or lowered practically at the will of the Finance Member of the Govern- 
ment of India, and my Committee believe that it is extremely desirable that the 
system should i)c changed for this, even if no other reason. 

The only recogni.sed International standard of value is Gold, and my Com- 
mittee ai'e unanimously of the o])inion that the ruptie, which by the very fact 
that it hiis a nominal value greater than its intrinsic value becomes a token coin, 
should fxxsseas a constant relation to the oidy uuiverstilly recognised measure of 
value. The only way to achieve this, in the opinion of my (Committee, is by the 
minting of gold (?oins in India and for the issue of Gold Certificates against 
tenders of gold by the jmblic. A necessary corollary to the suggestion made by 
my Committee would be that “ the Indian Mints should be thrown open to the 
luirestricted coinage of gvM on terms and conditions such as govern the three 
Aastralian Branches of the Koyal Mint,” as recommended by the Fowler 
Committee. 

t'iooation of the mlue of the ruyee at Is. 4d. Gold. — As explained in the 
preceding paragraphs, the rupee is a token coin. This has been true since the 
time it ceased to circulate at the value of the silver (ontiiined in it. When it 
ceased sio to oircidate, a definite face value was given to it equivalent to Is. 4rf. 
Gold. In other words 15 token ru})ees became equal in value to £1 Gold, and in 
reality the English Sovereign became the standard of value whereby the value 
of India’s products were reckoned. 

For more than 20 years, the nipee circulated at this value and during that 
time contnujts began to Ixi made in terms of this t<iken coin. The whole of the 
land assessment.s of the country were made upon this basis, and prac-tically the 
whole of the ni{)ee capital in Indian Industries was invested in machinery, 
buildings, etc., ujkmi this basis. 

It has beiMi sUited in responsible (juarters that, if the nii)ee was fixed at 
Is. 4rf. Gold, it would (institute a hardship to those j)eoiple who have entered 
contracts at 1.?. iSd. My (%»mmittw maintain that this hardship is more or less 
a figment of the ■imagination, for until the end of March last year, when 
England’s currency wtrs restored to its pre-war parity with the Dollar, the rupee 
never had a value equal to l.v. M. Gobi and as nuently as September, 1924, had 
lui etjuivalent gold value of under Is. 4d. 

My CommitU« realise that the present Finance Meml)er pf the Government 
of India has more, or less advocated a policy which wouhl give a token value to 
tlic Rui)ee higher than bs. 4d. Gold, and has been able to su])fx>rt his policy by 
two successive prosijerity Budgets. Most of his .surplus. Sir Basil Blackett has 
stato«l, has been tlue to the high exchange value of the Rupee itj terms of 
Sterling. 

With this view, iny Committee entirely disagree, and they maintain that 
even with the value of the rujMXi fixed at bs*. 4(f. gold, there would have been equally 
big surpluses for reasons similar to those given by Mr. B. F. Madon in 
Chapter XII of Part II of his book on the Indian Exenange Problem. 

It may be true that there has been a gain to Government under the matter of 
home charges, but this gain has lieen more than couuterbalanoed by the loss in 
rupee value of the exports of the country which has correspondingly r^uced the 
amount whicii this country has been able to spend. 
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Effect of n. Is. (id. rate on the yeaple of india tjenerally. .\s is wf know: 
ifu‘ very great majority of the people of this eouiitry are agrieulturisls aiui theii- 
pros|)erity depends upon the prictis received for the prtKluee of their lands. As 
is aliiuist eipially well knowil, the prices whii.-h they receive tlepend upon the 
prices which the rest of the wtirld is willing to pay for the surplus which is 
<x[)orted. The.se prices are very largely de]>cndent on their International (lold 
value, and it necessarily follows that, if the (lold value of the rupee were lived 
at l.v. (*w/., the miinher of rupees receive<l by the Indian exporter would tend to 
he lesxs than if the (joUl value of the rupee were fixed at l.s. 4d. 

As internal prices are also largely dependent upon the export |)rice.s, it also 
follows that the total nnniher of rupees received by the agricultural population 
of fndia for their produce would be tnm.siderahly less with the nijK'e fixed at 
l.s. iSil. than if fixed at. l.s. Ad. gold. 

Co'ning down to the individual, it will mean that, in spite of a smaller rupee 
’income, he will have to pay the same number of rupees rent, the .same nimmer 
of rupees for land revenue. a.nd the same, if not a higher, numher of rupees as 
interest, to the Sowcar. 'I'hus the balance left over in rupees after paying all 
(hose fixed amounts will be reduced and the jmrehasing jsiwer of the general 
pi>pnlation corres]>ondingly decreased. 

Effect 111)011 the Cotloii Industry of Indio. As explained in the preceding- 
paragraph, with the rupee fixed at l.s. (5//. gold instead of Is. -bA. the general 
population of the country would have a smaller balance left over after paying 
interests, rent and land reviMiue, and this means that they would he unable to 
pay the prices for cloth which they could previou.sly alTord. This also me.-ins 
that not only will the demand for rndiaii mill made cloth di'cr«>ase. lait hat prici-s 
would have to U' reduced to meet the decreased purchasing power of iie oeiu'ial 
population. 

I lie decrea.se ir. (he price of the Indian mill niadi cloth would, mwever. he 
made donhiy certain owing to the fact that I he pi ne it which it i: possilile to 
import da[)ane.se and othei fi»reign cloth won !«* atitallv r(‘d n-ed h\ 12.'. 

per cent, or round about this figure. 

I,et ns examiiu' what this means to the Mil of Htmibay, who are to da\ 
la<'ed with the problem of rediudiig the eexst of i ilh by 12^1 pi*r cent, and will 
coni inne to in' fiued with these diHiculties if the rupee is ke])( at l.s. (h/. gold. 

'I’o rediue the price of cloth by 12J |K‘r cent., the manufacturer has to rediuc 
everyone of his cost items by that jH'rcentage. In many cases (Ids is impossible 
bec’m.se tlie ])rices paid for labour cannot easily be reduced and tin* cost oi' power, 
di^preciatioii, intercsl charges, rates, taxi-saml in.suranct* will remain the same or 
lie inci'ea.sed. 

The net result of this is that, where the. full force of foreign coinpetitioii 
exists (llombay) if the ru|K'e is fixed at l.s. (Sd. gold, many mills will eventually 
he forced into liijuidation nnle.ss the import duty on cotton pieiegoods were 
increa.scd and even if the import duty were increased, it will not help liie 'rexiile 
Indusiry .so much as would fixation of l.x. Ad. gohl owing !(► tin decreased demand 
for clotii caused by the lesser rupee income of the agricultural population. 

So far mention has only b«*n made on the elTcct which a l.s. (5^/. rupee wo 
have upon the home trade of the Hombay Cotton Mill Industry, but it should 
also bo realised that it would have an eijually severe elTcct upon the export trade 
iH'cause if the gold value of the rujiee is made higher than has jnrviously Imhmi 
the case, it means (hat the cost of producing a given (.(iiality of yarn or cloth 
in terms of gold, which is the staudard’by whicli world jirices are measured, would 
be corresjmndiiigly increased. 

If therefore, India found it unprofibihle to attempt to build up an export 
trade when the nijw was ecpiivalent to l.s. Ad. gold, it would hi* impossible to 
build up .such a trade (whieh is Incoming increasingly necessary without very 
substantial help from (joveriunent), if the value of the rupee was fixed at l.s. (\d. 
Ibhas been stated by the finance Minister that tlie increase in the sterling value 
of the rupee during recent years has licen due t.o natural causes and that^here 
has lx*en no manipulation by Government, hut my Committee are ini’lineil to think 
that this .statement cannot be liorne out in view of the fact that there lias Inmn an 
insufficiently great increase in currency t«v meet the incrcasi'd requii'ciiients of the 
industry and agriculture cau.sed by the general high level of world prices and the* 
increase in population. As long as the 2.*?. gold to the rupee ratio remains in the 
(^'oinage and Currency Acta of the country, the free importation of gold into 
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India will be retarded and there will be a tendency for the sterling value of the 
ruixje to rise until it finally reaches the 2a'. point since this 2.*?. ratio effectively 
prevents the importations of sovereigns into India for use as currency in as much 
as accordingly to the Currenc^y and Coinage AcW, a sovereign is equivalent in 
value to Rs. 10 only. 

Had the jire-war ratio of lls. 15 to the sovereign been retained, gold would 
have flowed into India owing to the favourable balance of trade and would have 
Imjcii to a. v(?ry large extent put into circulation as currency and would moreover 
have effectively maintained the value of the rupee at l.f. 4 y/. 


APPENDIX 26. 

Statement of evidence submitted by Dr. Balkrislma, M.A., Ph.D., F.S.S., 
etc., Principal, Rajaram College, Kolhapur. 

Recommendations. 

(1) The most effective measures to secure both stability in internal prices and 
foreign exchange is to introduce gold currency in the country, as the gold standard 
iS' comparatively the most stable standard. 

(2) Internal stability is vastly more important than stability of exchange. 
'J’he latter is most diflicult to control. Government should give up its role of 
managing the unmanageable. Gold finds its own level. Like forces of nature it 
tends to flow from high places to low. Gold Standard is a self -regulating system. 

(3) Decontrol the exchanges at once by detlironing the .sovereign nilcr of the 
Indian money machine. Emancipate India from the anachronous and unnatural 
supremacy of the Secretary of State. He ought not to be the dictator of currency 
j)olicies when the country has been given fiscal and linandal autonomy. 

The exchange rate, if controlled at all, should be restored to !*•. Ad. and not 
fixed at 1^. 

(4) Replace the manipulated and monopolised rates and remittances 
by automatic exchanges. Government remittances should be made through the 
Imperial Rank. 

(5) The gold holdings in London should be transferred to India. 

(6) Gold notes should be i8.sucd on the basis of gold, sovereigns and securities. 

(7) A gold Mint be established at Rombay open only to the Government up to 
3Ist March, 1928, and then to the public, loo. No brassage should be charged. 

(8) Gold sovereigns and gold notes lie legal tender to an unlimited extent. 

Steps should lie taken to encourage the use of both. Rupees and rupee notes 

should be legal tender up to Rs. 1,000 at jircsent. 

(9) The Govenimeut should retire silver notes with gold notes. No fresh 
rupees should lx; coined till the Gold Standard has become an actuality. Rupee 
should be linked to the gold sovereign at the ratio of 15 to 1. 

(10) The Gold Exchange Standar<l should be continued up to 31st March. 
1928, with this modification that rupees and rupee notes be redeeintablc in gold 
notes and that gold lx; given for foreign remittances— the foreign exchange rate 
should not lx; fixed by the Government. 

The working of this modified standard has been outlined below. 

(11) Banking should be developed vigorously by a special programme and 
the cheque system should he popularized. 

(12) The control of the note issiue should not be transferred to the Imperial 
Bank. The masses have yet no confidence in banks. 

(13) The constitution of the Imperial Bunk should be imi)roved in a manner 
to command universal confidence in its stability, honesty, usefulness and 
impartiality. Its powers should be carefully limited by such legislation as has 
been recommended by the Controller of Currency in America for Foreign and 
Njitional Reserve Banka. (P. 11 of the Report, 1921.) 

Domestic Trade versus Foreign Trade. 

The comparative importance of stability in internal prices and in foreign 
exchanges can be measured by the ratio existing between the internal and external 
trades of a country. Professor Irving Fisher has followed ai very exhaustive 
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method of calculating internal trade in his memorable work entitled the ‘‘ Pur- 
chasing Power of Money.” Unfortunately, wo have no reliable or even 
approximate statistics regarding the amount of money and credit instrnirieiits, 
or regarding their velocities, lienee Fisher’s method cannot be followed here. 
However, his conclusion regarding the relative importance of the two trades is 
full of significance : — 

” Probably few persons outside of .statisticians would have imagined 
tliat our import and ex[)ort trade, which has filled so large a place in our 
political vision, sinks into utter insignificance as compared with the internal 
trade of the country. The total exports and imi)orts amount only to a 
paltry 3 billions as compared with a total national trade of 387 himons.” 
(P. 306.) 

I hits the f’.vpo^rts nnd imports represent less than 1 prr rriit. ns much trade 
as the internal commerce of the United States. 

Ihis calculation of domestic trade takes account of all tui'ii-overs, while 
export and import figures count only once. On this basis the relation of our 
domestic trade to foreign trade may be surmised at 96 to 4 at the highest. So 
th^^ ^niparaiive stability of interned, prices to foreign e.cchanges is in the ratio 

However. Mr. Anderson, the Economist of the Cha.se Nati<mal Rank, has 
followed another method. He eliminates all turn-overs from domestic, trade. 
‘‘ Trade ” is not .synonymous with ‘‘ exchange ” as it should be. His calculatiofi 
is of some good in showing the true pixmortions in which lalx)Ui‘ and capital are 
engaged in supplying the domestic and foreign market s. 

According to Findlay Shirras the per capita inomie in India was Rs. 50 in 
1911. The population of the country in that year was 315 millions. Hence the 
total income was 315 x 50 million rupees. 

Of this income of 15,750 million rupttes in 1911, the ctmntry spent 1,385 
million ru[K*e8 on imports. 'I'he remainder of 14,365 million rupws rcj)resents 
the expenditure of the peojfie on Indian goods and services in 191 1. This figure 
of 14,365 million rupees is called the “domestic trade” of India for 
1911. Indian exjxirts in the same year totalled 2,218 million rupees. This 
figure is taken as representative of “ foreign traile ” for the purpo.se of comjiari- 
son with the figure for “ domestic trade.” The foreign trade of India in 101 1 iras 
thus 15 per cent, of the domestic trade of India. 

It is interesting to find that Mr. Anderson calculates the foreign trade of the 
United States in 19^ to be 14'5 i)er cent, of its domestic trade. 

Thus the two percentages do not vary much from each other. This method 
is objectionable on account of the elimination of all turn overs, which arc of 
supreme importance in influencing price.s, internal and external. Hut T have fol- 
lowed it to show that the ratio of foreign to domestic trade is as low as 4 : 96 or 
as high as 15 : 85. This means that statesmen should pay far greater atU'ution 
to the stabilisation of internal priws than to the stabilisation of foreign 
exchanges. The former is at the leiust six times as imjiortant as the latter. 
Government’s policy in the past has lieeii .solely dictated by the ideal of stability 
in foreign exchange, and it paid scant attention to the stability of internal jirices. 
It is high time that this short-sighted jHilicy be reversed. Tlie (juestionnaire of 
this Commission, too. unfortunately lays stress upon the stabilisation of the rujice, 
and discloses tlu; mind of the Government. The fixing of a ratio througli the 
manijmlations of the Finance Department should no more be thought of. It is ji 
pity that colossal efforts should be made to maintain foreign exchange, whiih 
affects about 4 per cent, of the purchases, but no real anxiety has lxx>n shown to 
establish the currency system on a sound basis. While unlimiteil funds have been 
spent to buttress the exchange rates, no sound (airreiusy policy has still been evolved 
in-spite of the investigations of four currency commissions within 30 years. 

Internal stability or stabilisation of prices is supremely more important than 
stabilisation of exchanges or external stability. This docs not mean that Govern- 
ment should be allowed to control internal prices or foreign exdianges. Govern- 
ment has done it with disastrous consequences to the country. The free and 
effective gold standard and uncontrolled currency can be relied upon more than 
Governments. We depend more upon the free play of the impersonal world forces 
than upon the dicte of a financial secretary to settle exchanges and prices. 
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'I’lie importing and exporting firms and all those sections of the people which 
arc eonnected with export I'lnd inijiort business do want stable exchange rates to 
avoid risks. 1'hcir demand for stability of exchange is unnatural and contrary 
Ir) all ex|)erience of the world’s import and exj)ort trade. HowcYer, the gold 
standard will give tlicin what they want. The flnctuations of the rupee sterling 
exchangt^ can be set right (tnly by the adoption of the gold sterling in this country. 

High or J.ow Exchange. 

Tile rupee for some time past has remained at tlie level of l.v. Cw/. There 
.sc'ctiis to he a demand in the country for lowering the e.xchange rate to Is. 4r/. Let 
ns, therefore, see the pros and cons of a low and high rate of exchange. 

liENEEIClAI. KkkECTS OK THE NEW RaTE OF Is. fio. 

At the i)rpseiit rate of l.v. (kf. we have to pay Ks. 13^ for huying a ])ound 
sl<*i'ling, l)ut at the old rate of l.x. 4f/., we shall have to pay Rs. 15 for tlio same. 
Now what does tliis high exchange involve? It means - 

(1) we are paying a lesser number of rupees in the shape of interest on 
and i-apital of our sterling debt. 

(2) liome charges are paid with a lesser number of rupees; 

(3) the English cauitalists who have employed their capital here, will 
ho immensely benefited oy getting more jMHimls sterling at l.s. (k/. than they 
would at L<f. id. per rupee; 

(4) the civil and military classes will also be benefited in the same way; 

(5) wc pay le.ss money for all imports of merchandise and stimulate 
imports by giving a substantial Ixainty to ICnglish and American manu- 
facturers; 

((}) we buy gold and silver at a cheaper rate; 

(7) new .sterling loans can al.so be raised with less burden ; 

(f^) the burden on national finance is so much lessened. Tt ensures 
lighter taxation ami gives more money for devclo})incnts; 

(ft) the (omniercial undertakings of (lovernment are discharged with 
a le.sser amount of money; 

(It)) the prices of dome.sti(*. manuftacturos, particularly those which 
compete with foreign markets, must be low; 

(11) the low ])riccs of manufactured goods have their effects by reas<m 
of the sympathy of markets on agricultural products. It means cln'ap 
fondstulTs. cheap clothing and luxuries. In other words, all the consumers, 
the people at large, Ivitli rich and p(M)r. are universally benefited by this 
high exchange. 

fndia with the re.st of the world has lieen sufi’ering from high prkes since the 
war. This sulTeriiig will be relieve<l by fixing the exchange rate at l.v. (W. per 
rn|)ce. This is only one side of the picture. There is yet a (lirTerent story for 
the prodiicens. 

Adverse Ekkects of the New Rate. 

I•'alling prices cause de|)res.sion in trade and industry, bring crises, bank- 
ruptcies, tbe chwing down of firms and faitories. This has been the result in 
Imlia. as is visible by the ci’isis in the cotton industry and slum]) in cnal mining. 

4’ho low ])ricos di.scourage even new enterprise, becau.se when the old hoitses 
are tottering, falling, and failing, no one dares to build new ones. The present 
d(>pression in textile, coal, jute, and sugar industries bears it out. 

'fhe entrepreneurs and capitalists, dia’ouraged by small or dwindling profits, 
contract their borrowings. Industries .started when the general level of prices 
was high, .suffer most by the fall in prices. Cotton imjiorts from Japan will have 
a serious effect upon our greatest, industry. Foreign manufacturers are definitely 
benefited at the exjiense of Indian manufacturers. 

Hence interest falls. Cf. the low Bank rate at 5 per cent 

Loans decrease. Cf. the contraction of credit and currency, and increase of 
cash balance;! in banks. 

'I'he busine.ss of banks suffers reduction. Deposits and velocities of money 
an- lowered. These causes tend to reduce prices more. The vicious circle is 
begun. De})ression in trade liecomes universal. Tt extends to agriculture too 
fneomes of all the people engaged in trade, agriculture, and industry decrease. 
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There is ii fall in wages, and, therefore, the }niri‘hasing ])o\ver of (lie lalHiur- 
ing elasses also reduee<l. Compare the jiresent strike in lk)ml)ay. 

Reduced demand for goods means reduced production. 'I’lie sfiimilalioii of 
imports also will have an adverse effect iiptm home industries, as is visihlc in these 
days. The high exchange has conferred a bounty upon our competitors for our 
iiulustrial depression. 

The agriculturists suffer not only by obtaining le.ss for their prodiue. but have' 
to sell more produce h) get the same number of rujiees to pay off their debts and 
interest thereon. These same agriculturists have to pay li.xed ta.xes to the (lovm'ii 
ment. They .suffer by the appreciation of the rupee. The\ form 76 per cent. (d‘ 
the ]K)pulation and they are poor. What must be the conse()uenies of increasing 
the burdens of their liabilities? 

The non-agricultural debtors suffer unless from the appreciation of the rupt'c. 

Now a few erores gained by jiaying le.ss home charges and le.ss in imports arc 
most dearly gained by the misery universally iiiHicted upon all prodiurrs and 
debtors, and by imreasing the burden of taxation. 

('heap im])orts do not much Ixmefit the agricultural cla.s.ses, as they do not 
use any ajiprei'iable amount. 'I'heir los.s('s as producers, tax-payers, ami debtors 
are in no way offset by cheap im])orts. 

The importing firms might suffer a little, but they are shrewd enough to cover 
their loses. The losses of producers ami exporters by the ris<^ in exchange rates 
are simply staggering. 

Take the annual value of agricultural produce to be l{s. 3.606 erores. 'I’en 
per cent, appreciation of the rupee means 10 jier cent, fall in general prices. The 
value of all the stocks and the now' pniduee is reduced by R.s. 360 erores. 

(l*rofe.s.sor K. T. Shah calculates the value of produce to be 2,1^7. The value 
of shicks held by the people may be put at HI3 erores.’) 

The losses of imports may at the time of the change amount to a paltry sum 
of two or three erores only. 

Exports have a tendency to fall. A fall in (la? (pmntitv of goods exported 
lowers prices of these g(K)ds in India. The growers of commercifd crops specially 
suffer lo.sse.s. .lute, t(?a, hides, and .skins feel (he effect of foreign competition. 
The ri.sing exihango is having such adverse effects uyM)n the above named ex|M»rts. 
Thn silver-iKsing countries will have an advantage over India ou account of a high 
exchange. 

This high exchange will set up ati agitation for levying increased protective 
duties on imported manufactured good.s. It will in* very dilli( ult to .suppress smh 
a demand. A vociferous section of Indian politicians interpret this high excimngc 
as a stimulus to Hritish industries which are now suffering fi’om an extraordinary 
slump. 

TTence, manufacturers, artisans, wage earners, agriculturists suffer by the f.'dl 
ii; f)rices Reduced production, reduced consumption. re<iuced imomes mean 
reduced taxation. 

Thus neither the people-mariufac turers. importers, .agriculturists, labourers, 
nor even the Government ultimately will In? gainers by fixing the ?’a(c jit l.v. Ik/. 
l)er rupee. 

Effects of Restokinc tiik H.vrK to Is. 4n. 

The fixing of this low rate means that we will have to pay Ks. lb in.slead (»f 
Rs. 13^, as we do now for a pound sterling. The rupee will depreciat(‘ in terms 
of .sterling. It means that all the beneficial effects of the high rate shown above 
will not l)e derived by the Government, the English stHtlers. the English civil and 
military classes. The people at large will suffer by liigh priees. 'I’lie lirianccs of 
the Government will be tightened. More numey will have to he found out hy !iew 
taxation or loans. There will probably he deficits in budget, tbough the income 
from r.iilways, opium, salt, customs, income tux, excise will bavo a pick-up. 
Ix>wering the rate to l.v. means \‘ 1 \ per cent, depreciation of the rupee, ami it 
will involve a rise in prices to the .'Mime extent. 1 1 will bo tantamount to increasing 
the import duty on all goods brought into the country by 12^ jier cent, or giving a 
teunty to all indigenous industries. Tiow exchange will stimulate exports, while 
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high exchange stimulates imports. The English manufacturers will suffer loss 
by the reduction of imports to India, as well as from the capture by India of 
some American and Asiatic markets with her manufactured goods. 

We must frankly admit that all these evils will follow in the wake of restor- 
ing the exchange rate to l.s‘. 

lUit wc must also see with an unbiassed mind the advantages of lixiug the 
rupee at this ratio. 

'I’he depreciation of a rupee means a rise in prices. Rising prices stimulate 
production, favour enterprise, cause a rise in wages, and serve to bring optimism 
in trade and industry. 

I’roducers and manufacturers all feel gratified, and look to a further rise as 
the sign of the healthy organisation of the economic life of the nation. It was 
for this reason that the “ Green Backers ” in the H.S. agiUited for the maintenance 
of the Greenbacks, or that tliere is a party in the Argentine Republic to maintain 
jiapcr money, or that the sudden contraction of money on the continent is so much 
dreaded. 

'fhe falling rupee is favoiirnhle to debtors, because they can easily pay off 
their debts by paying money of less value. India as a debtor nation will be 
benelitcd. 

Joint stock companies arc floated and private business, too, receives a 
stimulus. 

Wages rise all round. 

Banks increase their business. 

Deposits and velocities of money increase. 

'fhe rate of interest will rise, and capitalists will be benefitted. 

Entrepreneurs, encouraged by large profits, will expand their business, and 
go in for now indinstries. 

Agriculture gains most. The raw material of all manufactures is Ixnight at 
higher jndees. Similarly, food.stuffs rise in value. As HO per cent, of the people 
in this country live uj)on agriculture, a rise in prices confers the greatest advan- 
tage on the rural population. 

The producing power of the nation increases, and thus it not only neutralises 
the effect of high prices, but enhances production. 

The interests of the agriculturists are thus in no way sacrificed to those of 
the importers or finam iers and millowncrs of Bombay and Calcutta. 

Expansion in business, acceleration in industry, stimulation of agricultural 
industries, prosj)crity in the nation, cheerfulness, buoyancy, optimism, more taxa 
tion, more revenue are the characteristics of the reshmation of the rate. 

People bought wwereigns at the rate of Rs. 15 each. The high exchange ratio 
will give them only Rs. 13 j for each. They will not conseipiently bring them out. 
The 2.S. ratio drove out sovereigns from circulation and this l.s-. (W. ratio will serve 
the siime purpose. 

Greater production, higher wages, higher profits, higher interest, more bank- 
ing business, more mills and factories, more optimistic and jubilant industrial 
world bring in more revenue to Government and hence the adverse effects jiointed 
out alx)vc, will not be in evident} on National Einance. 

The ccnssjition of coinage of lupees will reduce the demand for silver, the 
adoption of gold as currency will further reduce the price' of silver, and send 
up the inice of gold, it will then be difficult to maintain the present rate of 
!.'>•. fW. This will probably hover about Is. 4</. 

'File high exchange will depreciate our present holdings of sterling securities. 
1’hcre is a demand for bringing back the Reserves from London in the shapt'. of 
gold to withdraw paper and rupee currency and circulate gold. 73-5 million 
sterling at Is. 6rf. will redeem 98 crores of rupee notes, while at 1.?. 4rf. the amount 
of redeemed notes will go up to 110 crores. It is evident that both the Govern- 
ment and the country will gain by the low exchange. 

There is a universal apprehension among the educated classes that the 
Government desire to peg the rupee at is. Qd. sterling and are manipulating the 
rates by their usual mysterious ways. I.^t me hope that these apprehensions are 
unfounded and that the Commission will recommend complete non-interference 
in foreign exchange rates and the adoption of 15 Rs. to one sovereign for internal 
purposes only. 
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No Fokeign Exchange Rate. 

Questions 2 and 3. L stsiiul for no ctmtrol of foreign exchange rate aud no 
stabilisation. Lot it lx; free, (ipen and automatic. No controlling dams shouhl be 
rais(;d up by the Governmcnl.. The great desideratum is a natural rate of 
exchange. 

Under the gold standard regime there is no necessity of fixing any exchange 
rate. All timle, internal and external, will bo done on a gold basis. Even under 
the Gold Exchange Standard in England the British Government docs not ftx 
exchange rates. 

For the last thirty years or so the Indian Government has been tossed between 
the Soylla of Exchange Standard and Gharybdis of Exchange Rates. It is 
strange that the frequent shijiwrecks and the consequent misery inflicted upon 
itself as well as the people have not yet taught it to gt;t the ship of finance out 
of these uncontrollable wbirlpcxils. It is still harping upon the same old tunc of 
fixing rates, stabilising the ru|wo, the means t»> maintain equilibrium and 
stability in the un.stable seasinv of exchange. Our Finance Department with a 
d<^geilncss that is cbara(;teristic of an Englishman, though often submerged 
in the tempestuous tide, feels delight in ixmtrolling the eternal ebb and flow of 
exchange. It has so long ])laycd ducks and drakes with its reserves and the 
fortunes of the people. SufTicient has lx;cn the evil of this meddling intervention 
and interference. 

It is a hopeless task for a government to bring stability in unstable things. 
It is to command the sea to go so far and no further. It is to defy the laws of 
supply and demand. It is to ignore the psychological effects on prices. Just as 
no government will dare continue for a long period in normal times to fix prices of 
commodities and take effective policing steps to maintain those prices, so govern- 
ment ought not to fix and be responsible for maintaining the exchange rates of 
gold and silver. 

No modern government exivpt the fndian Government has tried that mad 
and expensive expt;rimcnt. The Indian Goveimment by undertaking to maintain 
the exchange rates has cost this country untold mist»rv. Hundreds of millions 
have been extorted from the })ocketa of the pec>ple in subtle ways. 

An alien government to lx; on the safe side ought not to have any concern 
with exchange rates. Already the phrase of “ Satanic government ” has lx;comc 
universal. A hundred bad names are lx*ing given to the government. The 
fxxrple are now wide awake to their interests. Tbev arc not dumb now as they 
were in the past. The Pres.s, the Platform .and Parliament are being strenuously 
utilised for throwing mud on the government. Every action of the government, 
however noble it may be. is misunderslixid and misrepresented by a certain 
vociferous section of the people. 

The people rightly mistrust the government ami doubt its motiv(.*s. If it has 
not to gain anything, whv .should it lx; so solicitous in fixing rates and controlling 
the currency policy. The Secretary of State cannot be .xaid to be free from 
influences detrimental to the interests of India. He works in secret and is 
amenable toT..ondon financial interests. 

Tndi.a can now be held by England on the b.a,sis of equality and not 
of dependency. British financial interests must not dictate what is good for us. 
T^et the people decide the complicated is.sues of their currency question. 

Government should boldly wash off their hands from this muddling jumble 
of varying rates .and vacillating <*urrency policies. Ix;t the people suffer by their 
mistakes. .lust as the Government gave up intervention in checking plague in 
Bombay at its out-burst and for the last one generation the whole cfHintry is 
suffering from its ravages, so let it now give up its interfereni’c in currenev even 
though the people may have to suffer more severely from their mistaken jxdicy. 

Why should the Government be so anxious here to fix Exclnange rates in India 
tp protect the interests of English bureaucracy and capitalists? .\re they not 
strong enough to protect their interests here as elsewhere? The t-entacles of 
British capital ave spread far and wide. The British capitalists all over the 
world arc stibject to varying r.atea of exchange, with their mother muntry, why 
should they h.ave any guarantees in India only ? 

The civil and miilitari/ services are already paid fat salaries. They are 
expected to spend their savings and pensions here and not out of India. If they 
prefer to spend them outside, let them take the chance of remitting their fortunes 
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III. the market rates. To ask 1 lulia to guarautee excliaiige rates for them is to add 
insult to injury. 

(iuccnuiieiil liurcliuaeti. Uovenimciit has to send the money for tlieir 
pureliases made for eommereial purpases. In this respeet the (ioveriimeiit is an 
cnlri'itiriienr like the Tatas and others. If thoui^ids of private traders and 
industrialists here as in Oliina and all other eountries have to tlepend upon vary- 
ing rates, why shniild not the (jlovermnent depend upon the same? 'I'he Uermau 
and Russian (lovernmenls with Iheir convulsive ups and downs in e-vchanges 
are lining the same kinds and even more sorts of business. Have they fixed any 
exi haiige rate i I f not, why should the Indian (Jovernment resort to this meddle- 
some policy? 

Although England has now the Gold Exchange Standard, no foreign 
exchange rates have been lixed by the Government. These rates are varying from 
day to (lay in obedience to certain laws. 

Why tbcii a foreign exeJiaiigc rate should be fixed in India even under the 
Gold Kxchange Standard? All prices should be expressed in sterling. Sterling 
notes should be is.sned here hx). 'I'be rupee should approximately be relegated to 
the position of a shilling and rupee notes be in the position of sterling notes ol' 
small denominations. 

I f in Kngland the ratio lietw'een a sovereign and shilling is not being changed, 
why should frequent changes be proixised between the mpee and pound here? 
Let the rupee as token coin remain pegged to sovereign at the ratio of 15 to 1 for 
internal trade. 

Eor the last three years the Government has allowed the rate to be fixed by 
I ho Hanks or the market I'onditions. Let the same |K)Iicy be followed in the 
futurt'. .Ml classes will get accustomed to this sort of free play of exchange. 
My advice to the Government is: “ Hands off the Foreign Kxeliango Rates. 
.Allow the streams of gold and silver to run fm;ly, without impediments in and 
old. of the eountry.” 'I'he Government must completely divest itself from tlie 
iiianagi'inent of exchange and the maniiudation of eiirreney. Exchanges will be 
adjusted to their natural level and comparative stability W'ill soon be brought 
alnnU. by natural eausti.s. Not stability of exchange, but stability of internal 
currency system .sbonld be (be guiding principle of Goveninient’s policy. With 
due respect to the f'onunission and Government, it seems to me to be a wibl 
goosi' chase to fix any definite, stable and workable exebange rate. 

Home thiAiuucs and cektainty ok Budgets. 

The gi’avest objection to the varying rates is the uncertainty brought in the 
budgets. Government has to pay alxmt 510 million januids per year. It cannot 
forestall the rates at which money has to be remitted to England. This diflicnlty 
does not ari.se in a pure gold standard with gold or sterling notes in circulation, 
nor is il. grave enough in a gold exchange standard wdtb no gold in circulation, 
blit with gold alone as legal tender to an unlimited amount. 

Rupees as Limited Legal Tender. 

Qumtion 1. 1 believe that we cannot forthwith adopt a perfect gold 

standard in India. The Kuixje shall, for many years to come, remain Uie general 
medium of exchange. My reasons for this view are the following ■ 

(1) 'I'he banking system is still in its infaney in India. The use of 
cheques is practically unknown except in a few large- cities. The elieque 
system is not in use in more than one per rent, of the population. Oidy 
cities with a. population of 100,000 and over are learning the use of the 
eheiiue. Even there it is limited to a few up])er class people. 

Even all these sc^ircely use the cheque system in about half of thcii- 
dealings. 

'I’hus metallic eurreiuy is a sine qua non of the economic organisation 
of India. 

(2) 'riumgh the note circulation has of late years increased by leaps 
and bounds, yet it cannot fully take the place of the RuiKie. 

(51) The people of India are used to the Rupee for the last several 
centuries. The demonetisation of silver will not be liked by them. 

(4) Metal tokens are more convenient to handle than pieces of paper. 
The peasants cannot accept the latter during rains, nor can they keep 
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thoiii away iu tlieir thatched and nmd huts where they w ill be eaten by 
aiiLs, spoiled by dainj) ui‘ reduced to ashes by lire. 

(5) l*ajxM‘ promissory notes are mure liable to lorgery than metallic 
tokens. The illiterate people arc couse(piently al'raid ol ac^t'pting papi'r. 

(15) 'I’he masses do not have much conlideiice in Clovianment notes. 
Moreovesr, notes are inconvenient for the niasst*s. Hence rupees ou^hl to 
form a large portion of the currency circulation. 

(7) Hemonetisatioii, l)y reducing the price ol silver, will reduce the 
value of the hoanliugs ami ornaments. Hut the maintt'iiance of the rup(u; 
as legal tender up to. say, Its. 1,000 will not have such adverse elTects, 

(8) The masst'.s, on account of iheir [Mwerty, rcijniiv a cheap coin for 
the internal Iraiisaetions of the country. Clohl cannot become a miMlium of 
exchange J'oi’ orditiary purposes. 

The total iiund)cr of assessi'es to the rnc«ime Tax in all the provinces of India 
iu ll)22‘2‘d uas stated to be 238, 2T2. These persons belong to non-agricultural 
oi’cupations. The majority of small land holders, peasants and tenants have 
incomes far below the limits of the Tn<-tnne Tax. From among 3tl per cent, of the 
non-agricultural pojuilation we have 238,242 persons enjoying an income of about 
iJll pcM' month or more. At the same rate tJie a.gricnllural population will have 
oSS.BhS |)ersons with a montJdj' income of £11 or more. Hence the total numlx-r 
of persons with a monthly income of £11 can be apjuoximately 800,000. 

It is evident that many gold sovereigns cannot be used by these comparatively 
few rich people. 

'ITie preceding reasons may be construed as showing that golil ciirrcncy is 
not ne«^led in fiidia. Thes(^ rather lead us to another ('oueliision and it is this. 
Much gold eurreiicy will not 1hi rofpjired and tberefore the apprehension of .some 
Knglislimen that stream.s of gold will disa|)pear underneath or that there will 
he a huge wa.ste by having gold in eireulation is ill-founded. 

({)) (/oiniiig f>f silver will have to be .stoppt'd tor some years to eouie. 
The initiation of the ^old standard and eiirreney, tlie depreciation of the 
rupee and the prohidulity of a ('ontinuoiis fall in the prici* of silver will 
have a sori<ius olTeet on tlie mentality of the people. 'Phen' will lie a. 
sudden releas<^ of rupees from the hoard.s, if gold were available in 
exchange for them. ITence, .steps have to he taken to check this rii.sh and 
to increa.se our gold st<ick. This can be done by issnitig sterling notes 
These sltould be issued at an early date. 

To sum u]), for the reasons detailo<l alx)vo the nipoi‘ in India cannot be fully 
reduced to the position of the shilling in England. It shall alway.s form a very 
inniortant. mediuTii of eiirrencv. (hild ean never find its way to any large extent 
in general circulation. Nor is it de.sir.ahlc tliat such a. costly medium Ik* used 
as popular currency. 


Thr nkw (.loi.i) Exchanuk Stanimiu). 

Hence ruiwes shall remain legal tender up to a limited ammint. I propose 
the limit to be one thousand nipees. Hnpee notes will he ])la«.’ed on tlie same 
footing. 

For some yojirs to come the mint ing of ni[M‘cs and the issue of rupee currcui'y 
notes should be stopped till the time when the proportion of gold and sterling 
notes ill the cnrreiuy is found adeipiate iVir the rcqnirenietits of the public. 
I{u|xies should he given iu exchange for gold and sterling noti*s at the fixed ratio, 
hut iKKt gold for rupees up to 31st iNIareh. 1928. 

[!p to that date Gold Exehange cd' tlie type adopted in Ihigljuid should Ik* 
put in operation. Gold should he tendered, when demanded, for rupees and 
sterling for bona fiffe foreign romiltancos, and nipc'cs should 1.m* given for gold. 

llupetis sliall be etjuivalent to gold for internal purposes, hut they shall not 
IjU convertible into gold but into gold and silver notes only. ITicir posit ion .should 
he similar to that of the silver coins of France and the Tfnited States, or shillings 
at the present time in England. The varying price of the rupee iu the market 
will drive out gold from circulation. Till the return of normal comlitions gold 
notes alone should (drculate side by side with rupee note.s. 

Before pointing out the modifications in the Gold Exchange Standard system 
prevalent in India, T will briefly state the salient foatnrevS of the new system 
adopted by England. 
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Gold Exchange Standard in England. 

(1) Mints are closed to the public but open to the Bank of Engl and only. 
Gold bullion can be offered in unlimited quantities to the Bank which is to buy 
it at the rate £3 17s. 9d. p(?r standard ounce. 

(2) The Bank is relieved of the obligation to pay its notes in legal coin. 

(3) Tlolders of Bank and currency miles and sovereigns are entitled to 
demand, at the head oflice of the Bank, gold bars wntsiining approximately 400 
ounces troy of fine gold, or £1,099 ]l.v. 8^/. i)er 400 ounctis. 

(4) The' export of gold is not prohibiteil. 

(5) f^vereigns and half-sovereigns are legal tender, though they can no 
longer be obtained on demand in exchange for Bank and currency notes. 

(6) The issue of uncovered currency notes is nt>t limited by any rarliamcntary 
Statute, but by a Treasury Minute. 

The Interim Scheme. 

My tentative scheme for the transition period is outlined below : — 

(1) Mints shall remain clostid to the public for the free a>inage of 
both rupees and sovereigns in India up to 3lst March, 1928. I’hey shall be 
open to the Government only for the minting of sovereigns alone. 

(2) Rupees and rujiee notes shall remain legal lenders up to Ks. 1,000 
only. Sovereigns, half-sovereigns, sterling notes shall be full legal tender 
for all sums. 

(3) Gold bullion will be fretdy acceptable to the Government in 
exchange for rupee and sterling notes and niptics for these two years at 
rates announced by the Government from time toi lime. 

(4) The Government is not bound to pay gold soviTcigns in exchange 
for notes, bullion, nipees or subsidiary money during the interim. 

(5) Gold for export can be obtained at Government treasuries in 
Calcutta, Madras, Bombay, Karachi and Ik'lhi in exchange for legal 
tender sterling notes in quantities of not less than 200 ounces as bullion 
or its equivalent in sovereigns or half-sovereigns. 

(6) The export of gold by the public for purposes of international 
trade or by the Government is allowed in nnlimitc<l quantities. 

(7) The Government shall not coin any more rupees, but shall increase 
sterling note circulation by putting gold for the notes issuc<l during the 
interim and after. 

(8) Gold shall be bought by open tenders in Bombay, Calcutta, etc. 

(9) Silver in the currency reserve shall not lie disposed of, but shall be 
kept for coining rupees after the interim. 

(10) The strengthening of the gold reserve in the Paper Currency 
Department by the liquification of all securities. This gold to lx*, of 
course, kept in India. 

(11) The transfer of the Reserves in T/mdon to India in the shape of 

gold. 

Location of the Gold Standard Reserve. 

Reasons for the location of the gold reserve in Jvondon may be stated as 
below : — 

I. — (a) It is required only for the settlement of foreign indebtedness. 
Instead of shipping gold at the needed hour it is better to have it in 
London to meet demand there. 

(6) Freight and insurance charges of the shipment of gold from and 
to I/>ndon are saved. 

(c) The holding of gold in India cannot be in securities, and this 
entails a serious loss of interest. 

(d) Delay of about three weeks will (Kcur in the arrival of gold to 
London, and this means a great disadvantage in critical times. 

(e) Gold held in India will probably be used in nirrency and thus will 
disappear among the people. 

II. London, being the financial centre for the settlement of inter- 
national indebtedness, is the safest and most convenient place for the pav- 
ment of gold. 

III. Gold placed in London will strengthen the financial stability of 
liOndon, the great central reserve of the Empire. Withdrawal of gold 
from Ix>ndon means weakening of the financial heart of the Empire and 
even of the world. 
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IV. After tlie war the fiiiaueial strength of lAmdoii has been iimeh 
rednecd. Removal of the gold Reserves from J-oudoii will still more 
weaken its position. 

V. dust as there are transfers of money from one treasury to another 
in the Indian Umpire and tlovernment has jwltvpiate funds in each treasury 
U» meet such demands, it is necessary that, there Ini one such treasnry in 

l.x>ndou for the trajisfer of fuinls tliere. 

VI. The rhilip])ine (joverninent, l(x>, has a (lohl Standard Reserve 
in New York to meet the advcr.so l*alanee of trade. 

OuJECTtONS TO THE I.1OCATION OF (lOLD RESERVE IN JjJNOON. 

I. If every act of the (Jovernment was not looked uixm with snspieion and 
mistrust, if the ])ast policy of the (Jovernment had not afl'ortlcd cogent reasons 
for miapprehensjou, if the (Jold Reserve Fumls had not Ix^m dissipated by 
objectionable methods, there would Jiave beem not many objections to their location 
ill London. 

I I. Rut funds [liled witli considerable sacrifices have been frittered away. 
The intJ’odnction of the pledged gold standard has been jeopardiseil. The 
reserves arc. not kept in liquid money, Imt are diverted from Indian trade and 
indihstry to assist the Knglisli trade. 

III. 'I'here is always a free and unfettered How of gold among gold standard 
counti'ies. Why should not tlie .same case hold good with a gold standard in India 
and immense balances in its favour? 

The following table will reveal the favourable and unfavourable balances for 
40 years : — 


of years ending 

T/ioiisaru/s 

sterling 


Fav. 

V nfac. 

1SS:M8H4 

707 


1888-188!) 


4.53 

18!):il894 

360 

— 

1898-1800 

l,irj3 

. 

1003-1904 

1.380 


1008-1000 


1,188 

1013-1014 

- - 

285 

1018-1010 

23,578 

- - 

1023-1024 

262 



(Shiras's “ Indian Finance,” p. 442.) 


It is clear that there are few occasions for advcr.se balances, and these, too, 
are not serious. With gold in circulation it will be as ca.sy for us lo meet our 
liabilities as it is for other countries to part with their gold for ns. 

IV. One of the objects of holding gold in London is to purchase silver. Rut 
if gold and silver are to bo bought in Rombay by open tender instead of the secret 
and .suspicious methods of the Secretory of State, the necessity of locating the 
funds vanishes away. Moreover, on account of the introduedion'of gold and stop- 
page of (oining rupees we will not riHpiire any more silver for several years. The 
rulers of India .should not ride rcjughslicxl over the sentiments of their subjects. 
Indian opinion is unanimous on the point that no reserves should Ije kcqit in 
London. 

V. The reserves have been frittered away in buying Trea.sury notes aid 
securities. I'he London financial world to that extent has been assisted while 
Indian industries have been starved. The composition of the reserves will be 
manifest from the following table 


(Jn Mi/hii/is of' I* )iiiiiL'>.) 


Year. 




Gold in tiro reserves. 

Sera ri ties. 

7'olal Jialan 

1913 11 




10 ^ 

20 .', 

39 

L5 



■ • ■ 

o” 

16" 

30 

16 



■ • • 

14 

23 

14 

17 



• • • 

104 

51 

67 

IS 



■ fl • 

H 

8.3 

100 

10 



• « • 

6 

92 

106 

20 



• • • 

2 


92 

21 




•ractically none. 

47 

55 

22 



• fl • 

n 

45 

54 

n 



« # • 

>1 

46 

56 

24 



• • « 


54 

64 

25 



1 • f 

91 

60 

74 
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There is no gold in the two reserves. Every pound has been locked up in 
securities to fiuunce Britikli trade. These should be slowly sold off, and the pro 
ceeds sboiild be brought to India in the shape of gold. Seventy milliou pounds 
of gold in circulation in India will <lo an incalculame good to trade and industry 
here. 

VI. India has been a creditor country, and it shall remain so as far ahead 
as we can sec. It is her natural birthright to dematid gold in payment of her 
debts. No nation has the right to refuse to India the gold that is her due. The 
l>alaiice of trade in the quinquennium 1i)0i)-1t)J3 was Us. 301, and in the next five 
years of war it was no less than Rs. 3Hl crores. Even during the sm ceeding quin- 
quennium, in spite of large adverse balances, the balance in favour of India 
amtninted t^) Us. 202 crores. The world owes so much money to India, and we can 
claim its payment in the form of gold. The Oovernment, however, stood in tlie 
way f)f India during the War, refused to import gold here, strengthened the 
T^ondon reserves, and thus did lasting injury to India. Even the right note 
struck by (he Chamberlain Commission was ignored in the din of war. (P. 12U.) 

\'Tr. It is strange that England should prohibit or restrict the import of 
gold into India. Englaml. by reason of the homo charges and greater imports to 
Imlia, is a c-ivditor coufitry. About 71 crores of ruj)ecs’ worth of gold was every 
year transferred from our debtors to T,ondon. Still alwiit four crores were left to 
he annually transmitted from other countries. It is self-evident that T-ondon has 
no right to restrict the export of this amount of gold, but even this gold due ftviiin 
other nations (o India is by overt and covert means intercepted by England. 'I’hus 
India has to |)ay the |)rice of her political bondage to the master of her pursi; and 
lestioy. During the War this glaring injnstiee was done to India. Our trade 
lialatiees. with dilTei-ent regions during (he triennium 1011 1913, are given 
below to show the anioutits due to us from various countries: . , 

( III niouKiiml lliiprrs.) 



Kxjiortu to 

/ iii/iorts from 

KvasH of Exjiort^ 
iiirr Impor/s. 

I'liitn KiiiiTHnin 

1,75(5,473 

3,054, 77(5 

1,293,303 

Knn)|)(' 

2,322,270 

711,372 

1,579,398 

A 

197,179 

107, 43(5 

39,134 

Ainrricji 

742,954 

153,017 

539,937 

Asiji ... 

1,932,142 

740, -1 1 <5 

191.72(5 

Aiisfrnlia 

122,(131 

29,(593 

92,933 


7,073,(590 

4,323,215 

1,244.375 


Thus during the three years we paid g<ild worth 130 crores of rupex's to 
England for excess in imports, mot our sterling liabilities to India Olliu' fj*om 124 
enu'es and eoidd bring the balant-e in precious metals. We carry gold to England 
bv various ways and not drain it. 

UsK OF Gold as CniRENCY. 

1 need not lay stress upon the thcorctienl merits of tho gold standard. It is 
universally ac(x^j)ted iti international [)ayment», and obviates oscillations in foreign 
exchanges; it is the be.st prop for exchange; it imparts i-omparative sUvbility 
to jvricx's over time and space; it is automatic in its o])eration and d(K.v away with 
nninaged curreticies. All these a.dvantages will accrue to India by linking iier.self 
with gold standard countries. Moreover, the country will get rid of the auto- 
cratic practice of constantly minting uidimited supplies of inconvertible token 
curreiuy. Prestige, progress and j)rosperi(y are the hindmarks of a gold 
( urreney; it s<‘cures the same international price level and d(K*s away with large 
gold movements. For these reas(»ns all pmples have eonfidimce in a free and 
effective gold currency. 

'’’he ever exjvanding token currency drives gedd sovereigns out of circulation, 
im' thus deprives the latter of their very function for which they were coined. 

The educated classes in India, are so fully convinced of these great advantages 
of a gold standard with gold in eirciilation' that they will not accept any other 
currency. The ca.se for a gold currency does not depend upon these general argu- 
ments only, but also upon several other important ones, such as the following : 

(I) The flow of ca])ital from England, British Dominions and other 
gold standard countries to India will be stimulated with rising import 
duties u})on foreign goods brought into India. Foreign capitalists will be 
tempted more and more to start indirntries in this country. 
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(2) State- in.nnaged exchange rates will give place to anlmnatic 
exchanges. A similarity of standards and a stable exchange will attract 
large amounts of foreigti capital to this coutitrv. fiidian indnstrics are 
starving from a lack of capital, though there is an urgent, and extensive 
need lor the investment of fresh capital in the developmmit of n.aliiral 
resources of India. 

The first maxim of atti-acting foreign capital is that it should he able to How 
out of tlie country without a dej)reciation This (an satisfaetorilv be elTccted 
through a gold currency. 

(6) rnternalional trade is very injnrioiisly allected by violent and 
capricious lluctnal ions, due to rates managed by governments. War 
experience has proved to the hilt that the contnd of currency is liable to 
the gravest possible abuses. Manijiulated currencies have caust'd havoc 
throughout Europe, and if in India the results are not so serious it dot's int 
mean that discretionary authority of the Finance Department should be 
allowed to 1 h‘ continued any longer. 

The Indian (.loverninent should give up its role of acting as the biggt'st 
exchange baidc for the settlement of India’s international indebtedne.ss. 

The fall in the value of gold has le<l to a cojisiderable ri.se in tin* prices (d' 
commodities. The depreciation of gttld is maitdy due to h'ss demand in l^uro|)e, 
in industries and currency, and probsibly to more production. India has import e. I 
an enormous (piantity in 1024 as compared with any previous year, as is e\ ideiit 
I'rorii these ligures : — 




Average of ])re war live, years ending M)I3 M 

2.SSt) 

Average of five war years ending I9I8-P.I 

781 

.Average of five vearsendini; 1923 24 

13 '.»3 

1923-24 

2919 

1924-25 

73-78 


If, in spite of .such an extraordinary absor|)lion, the whoh'sale prices (d‘ the 
world have gone up, the ri,se would have been still nun'i^ rapid if .so much gold will 
not have been bnaight to this country. The adt*|)tion of gold standard here will 
benefit the Euroj)ean world. 

(Suppose gold currency is not adopted in India the demand for gold will be 
le.ssened here. 'I'he yellow metal wi" " ” e in ])rice. This fall Will entail 
further rise in pri(’es. Demand foi gold in India and el.sewliere will arrest this 
i'i.sp. 

The imjiort of 102 crores worth gold will ho Inriied to industrial uses oidy if 
gold standard is not adopted. It will srvk private hoards, (lold enrreney will 
keep it in the market, and thus make it available for intern.itional payments. 

(4) Our trade «d' late with foreign or iion-Kmpire count t ies has Itecii 
increasing fast. 'I’he interest of that trade .should not be .s.icriliced to that 
<d‘ Eiiglisb trade. 

({)) England lias not mm It gold to part with. .America and dapait 
hiivc a plelhorti of gold for the pre.sont. Onr cx[)orls to lhc.se coiintric.s 
should be iiicreiiscd to obtain gold for onr currenev and indiislri:il uses. 
The currencies of European countrios are now linked to dollar rather lluin 
sterling. The latter is itself at the mercy of .N'ew' York. 

The linking of our rupee to the dejireciated sterling will lie subject to two 
variants the sterling and dolhir. it will he im[)o.ssihle to maintain parity of 
exchange without serious losses to the (jovcrnimml. 

(6) Wc can raise loans in the .Arnericiin market on (>asier terms than 
in tliitt of Eondon. An automatic gold standard will placi' us on ctpial iind 
certain terms with that country. 

(7) Silver, too, is to a large extent obtained from .Ameritii. i\ii 
automatic currency will mean the free and unfettered How of the precious 

' metals. The white and yellow streams will constantly pour fortli their 
contents to enrich the Indian soil. 

(8) The (jovernment will saved los.seH in exchange. 'I'he colossal 
amount of Rs. 55 crorcs lost in the so-callcd “ organised loot ” of 1920 is 
the most notorious example on the point, 

Mr. Probyn has calculated that the people of India lost £43 million during 
1873 to 1893 by buying depreciating silver whose pricts was buoyed up by artifici.il 
means by the Government (Indian Coinage and Currency, p, 51). 
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The Tndiflii taxpayer will have been saved much of the exchange loss up till 
now, if automatic currency system would have existed in place of guaranteed and 
managed system or if gold standard had been adopted in the ’eighties. 

No other tjovernment, oven in the disorganised condition of Europe, has 
undertaken to cover the losses of exchange of its exporters and importers. When 
the policy stands condemned, even in abnormal times, how can it be justified under 
normal conditions in this country ? 

(ft) India is a ireditor country. With very few excejitions from 1870 
onwards every year India has l)ecn receiving gold and silver in payment of 
her net exports." When silver money will be restricted, that metal will not 
be required for currency purposes and hence silver imports will bt^ curtailed 
and gold iinjmrts will be increased for the payment of our net exports. 

This will swell tho gold reserve that will lie required for an automatic gold 
standard. 

(10) The output of gold in India though small has been, except for a 
very short jieriod, going out of the country. 

By minting gold in India we will utilise our own production and all the 
hoarded stocks too will come out. 

The llerschel (’omniittee, too, admitted that mmdi of the uncoined gold in 
India,which must be very considerable, Avould be brought to the mints if a gold 
coinage were introduced on a })roper basis, (p. 28.) 

(11) 1 think jirices in India were, to a large extent, governed by silver 
rupees, and controlled to a small extent by gold. 'I’lieir action is either com - 
])cnsatory or aggravates the situation in one way or another. It is better to 
be pegged to the world prices by adopting the pure gohl shindard. ’I’lie 
Indian prices being subject U) the two influences cannot be compared with 
either the gold using or silver using countries. 'I'he true action of this 
hybrid systmn of gold exchange .standard cannot, be statistically expressed.* 

(12) The gold standard alone will permanently solve the problem of 
exchange. The country will not have to pay increased salaries to the civil 
and military services for los.ses in exchange. 'I'he Government, merchants, 
importers, exporters, and so the civil servants, will have to dc])end upon 
the market rates. 

(13) With gold as standard and currency, much of the silver kept in 
the currency department will be displaced by gold. It is feared that gold 
will be more easily concealed and hoarded l^or some time to come. There 
is a gold hunger amongst the j)Cople and until it is .satisfied to an appre- 
ciable extent, hoarding will continue. Its u.se in ornaments will also 
increase on account of high tirice of silver and low price of gold. I main- 
tain that there is no hoarding and there shall be no hoarding. Hoarding 
always proceeds from the fear that gold will not lie available when 
demanded. With gold in circulation no grounds of such fear will exist 
and hence people will not resort to hiding gold. 

It is a legitim.'ite need and the Western wuntries ought not to look with 
apprehension, consternation, or alarm on the u.se of gold by India. She has a 
right to one-fifth of the annual output of the world. 

It should be remembered that hoarding can take place even under the gold 
exchange standard. 

On Uie other hand, we should not ignore the remarkable fact that a gold 
currency will draw out hoards of gold. The so-called hidden hoards will be put 
in active circulation. The considered o|»inion of the Fowler (k)mmittee on this 
point is worthy of note : — 

“ As regards the hoarding difficulty in India, we are not satisfied 
that the danger therefrom is so great as has l)een suggested. I'here is a 
little or no likelihood, even according to the most sangume view, that for 
a time to come gold coins even if declared a, legal tender forthwith, would 
find their way to any great extent into general circulation. 

• Cf. the remark of the Herschel Committee : — 

“ Afl long an the Indian Mint is open, the mnasnre of valne is tho market value of the weight; 
of Hilvor contained in iho rupee, but as Boon as the mint is closed wo can no longer bo sure that 
this will be the case. Further ho soon -as tho rupee has risen to the given ratio, the fraction of an 
English gold Hovereign represented by 1$, id. will become the measure of value. This is dn itself 
a most important change,” (p. 40). 
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“If hoardiug did not render a gold circulation an impossibility in 
the past, we look for no such result in the future. 

“ Consequently, we are of opinion tliat the habit of hoarding does not 
present such practical difficulties as to justify a permanent refusal to allow 
India to possess the normal accompaniment of gold standard, namely, a 
gold currenry." 

Ikople are taking more and more to banking habits. Special efforts should 
be made to ilevclop banking on sound lines. Instead of ket*ping gold with them- 
selves and losing interest thereon, they will nart witli it to the mints and banks. 
India requires a well-established and strong lianking system. The use of cheques 
and notes will do aAvay with metallic money to a large extent. 

(14) The introduction of gold standard in India would tend to 
enhance the price of gold. This appreciation of gold means depreciation 
of comnifKlities, or falling jirices of goods, with all the consequences of a 
slump in manufactures. Moreover, the llritish and European tax{>ayers 
will not obtain the relief that the falling ])rice of gold is affording them. 
ICvery fall in the purchasing power of gold lightens the gigantic burden of 
debts due to America ami England by European countries or by England 
to America If the price exmtinues to be the same for a year or two more, 
at least 2^ per cent, burden of debts and interest will lie cancelled. 

lleiicc Hritish and Eurojiean nations are interested in keeping the price of 
gold at a low level. They will not like that India should monetise gohl and thus 
raise its price. 

The bankrupt nations of Europe and debt-ridden llritishers are forging 
philosophies on the ideal benelits of gold exchange standard. England herself has 
adopted tlu^ same system, and it is unlikely that in her present distress she will 
allow India to have gold standard. 

(1u) But the other side of the [licture has to be seen. I'he use of gold 
as cuji’cncy in Tnclia will arrest its downward tendency and thus arrest 
the growing rise in prices which is causing so much misery to various 
classes all the world over. 

The value of gold in spite of its large use in currencies and its widespread 
use in industrial arts has been falling. 

Its value is likelj to fall still more due to — 

(a) its curtailed use in currencies on account of the adoption of gold 
e.xchange standard by England and other countries; 

(b) the spread of the habit of using more and more bank cheque and 
and currency ; and 

(c) the rediued demand in industrial arts by reason of the less pur- 
chasing power of the European countries. 

Consequejitly, the introduction of a gold currency in India by arresting the 
fall in the price of gold will do a real good to the whole world. 

(1(5) (lold standard will not be much more wasteful in India than in 
France or Italy. The cheque sy.stem is not so much developed there as in 
England and America. 

Gold Exchange Standard has not been successful in times of stringency to 
maintain the exchange I’ate. It defeated its own purpose. Gold saved with .so 
much care for years was drained away in the course of a few months. Gold 
accumulations are no guarantee for stable exchange. 

(17) ITow' long can unconstitutional (’zarism in finance be permitted 
under democratic Governments? How can the wisdom of two or three 
Financial Secretaries, even if they were adamentive U.) the influences of the 
Downing Street and Threadneedle Street be said to compare with the free, 
automatic play of economic forces working through the open competitive 
. markets? Secret manipulations of our currency rates oy the Finance 
Department must paralyse and iiervert the freedom and flexibility of our 
economic and industrial system. Even with honest motives and profound 
zeal for the public good, no single brain can master, control, and guide the 
intricate machinery. 

Government should not trample under foot the sentiments of the people. 
They believe in gold to be the only sound money. For 30 years Government has 
been loud in its professions of establishing an effective gold standard, but always 
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doing just the contrary mtious. I’eople have lost all faith in the Government 
policy. VVOien the most vital interests de))end upoti currency, the latter should 
Ih! ostahlishcd according to the pronounced wishes of the peo|)lc, otherwise the 
political c(m.se(iuen(?cs of discontent and agitation will he disastrous. 

1 cannot understand the mentality of the Government. It is forgotten that 
Uonocracy in politics is wedded to democracy in linaiue. 

Objections to a gold currency in India were ably disy)osed of by Sir J. Regbic, 
and I need not recapitulate them here. 

Rut T cannot i)ass over the huge misconception of India being a bottomless 
sink wherein gold and silver streams constantly discharge their precious contents 
but find no outlet. 

It ought to be remembered that India is in no way an exce|»tion in the altrac 
tion of either gold ot silver to its stores. During the last half of the 19th century 
India has been kept starving in its currency. Very little more silver, was 
imported inU) India than was lux'ded for its currency purposes. Similarly, the 
amount of gold absorbed was exceptionally insignificant. (.SVc Note on .-Mlsory) 
tion of Gold and Silver.) 

Remitt.\nce Operations of the Government of India. 

Ecils of Mnvipulatetl E.irluouff's. 

The sale of Council Rills is one of the best and easiest methods of remitting 
money to Kngland for the requirements of trade and the Secretary of State, and 
releasing currency here for the use of internal trade. The system has very suc- 
i-es.sfully worked for alxmt a century. Rut there is a universal belief that the 
Indian cuiTcncy and exchange are managed by the Imperial and Indian Govern- 
ments. to the detriment of India. 

'I'he history and mechanism of remittances have given room for such a convic 
tion. Only a few evils of manipulated exchanges are pointed here 

(a) 'Phe sale of Council Rills depresses e.xchange rates, and prevents them 
from rising alnivc the specie points as they frequently would for a crediPn* country 
like India. Indians pay more anti our debtors pay less for remittances than they 
would under automatic exchange. 

(b) This manipulation prevents Ihe flow of gold and silver in payment of her 
debts. The doles of the precious metals wiming to India de])end upon the sweet 
will of the Secretary of State. He tan optm and close the market at will. 'Phe 
Secretary controls exchange rates and the Ilow of gold to India, flow be manipu- 
lated exchange in isifU. in 1919-20. and during the War years is known to all. 
lie can divert gold to London in transit from Au.stralia or Egypt to India, lie 
sells drafts in a way that more gold should not l )0 drained to India than tan be 
siifely spared by London. He sells drafts to take olT the profits of the rupee 
coinage. Thus he masters exchanges, and this commanding position is us('d to 
the prejudii'c of India. Hence the country depends on a purely artificial, mani 
pulaled, perverted and autocratic system of exchange. The intm’ests of India art' 
several times sacrificed to the financial interest of London. The (.'hamberlain 
Commi.ssion has thus admitted the charge : - 

“ It is necessary for the Secretary of State to sell sufficient drafts, not merely 
to meet his own requirements on revenue and capital account, but also to satisfy 
the demands of trade up to such an amount as will enable the balance of traile iir 
India’s favour over and above the amounts of the home charges on revenue and 
capital account to be settled withmit the export to India on private account of more 
(fold than is actmlly re(/uir('d in India for absorption by the public” (P. 121.) 

(c) How is the Secretary of State to know that so much gold is demanded for 
internal consumption ? The imports of gold are characterised with such wild 
variations that it is imfmssible to jiredict even ap])roximately the real demand for 
the yellow metal. 'Phe imports of gold tonehed the low figure of eight crores in 
1908, rose to 41^ crores in 1911, again fell down to 2\ crores in 1918, recovered to 
48 crores in 19i9, dropped to 14 crores in 1921, but reached an unprecedented 
height of 74 cTores of rupees in 1924. How can the Secretary of State know the 
demand for gold in India? Hence it is supremely necessary that the import and 
export of gold should lie left to natural causes. 

During the War the import of gold was practically stopped to such an extent 
that for the war quinquennium the total net import was 26 millions against 102 
millions of the previous quinquennium. 
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{d) After the War, too, gold was suoressfully jirevented from I’omiiig to India, 
so that the London reserves were swollen at the expense of India, as will i)e evident 
from these returns : — 


Halanoks Held in London. 


Year. Total 

M iUiau t.. 

Year. Total Million t . 

1913 

39 

1919 

96 

1914 

30 

1920 

55 

1915 

44 

1921 

54 

1916 

67 

1922 

56 

1917 

100 

1923 

64 

1918 

106 

1924 

74 

The purpose of kwuiing 

such inordinat 

elv large reserves in 

London was to 

prevent theexixirt of gold from Lon<lon to India. 


O') The gold in these two reserves was usi'd in linancing Briti 

sh iiidust ries by 

buying their .seiairil ies. This game has Imtu [ 

ilayed with .such reck 

lessue.ss that the 

gold stock ha.s lx*en allowed to be reduced to 

zero. 


The value of securities, im hiding .sjiecial 

re.serve securitie.s, in 

the two re.serves 

is shown, along with the amount of gold held 

in each year. 


Year. 


' Million a. 

Seniriiies. 

1913 


lOJ 

20i 

1914 


6 

16 

1915 


14 

23 

1916 


101 

51 

1917 



83 

1918 


6 

92 

1919 


2 

82 

1920 


£ 48S only 

48 

1921 


1,775 

45 

1922 


3,658 .. 

46 

1923 


941 ., 

54 

1924 


no gold 

60 


(lleports of the Controller of Currency. 15)2^1 24, pp. 70 71. 

11)24-2'), p. 13.) 

(f) It is an open secret that we have sustained severe losses hy the (le|)rccia- 
tion of tlicse securities If there is no necessity of having a reaily slock of gold, 
then the very rahon d'etre of keeping these reserves in r.ondon di.sappears. 

At a time of crisis the sale of the.se .st^enrities lo obtain gold will entail a heavy 
loss. It will he far greater than can ever lie by the shipment of gold from India. 

Then the holding of snob large amounts of gold, ranging from 54 to 100 million 
sterling, is not meant for adverse balance.s. Lrom to 1024 the reniillance of 
gold from Imlia due loan unfavourable ba la iiie of trade was as follows : - - 


1008-09- 
11 ) 0 !) 10 
11)14 15 
1915-10 
1918-19 


Reverse Drafts Paid in London. 

ThoH,<and 

8,058 

350' 

8,707 

4,893 

4,720 


The Secretary of State should not have been given the power to sell ('onnc.il 
Drafts beyond his own requirements. This practice has been a fruitful source of 
.serious evils. 


The best policy is to de])rive him of his |H)wer to control exchanges and to 
offer bills for sale. He should receive the home charges through the I mperial Hank. 

< The arbitrary action of the Secretary of State led to an unbridled increase of 
inconvertible legal tender in India. Within four years, 1915-1918. Coumil Bills 
to the value of 109 million sterling were .sold in T.ondon, although the Governmen; 
had incurred £200 million on behalf of the Home Government. Then 76 million 
^rling were invested in Treasury Bills. The Secretary of State ought to have 
taken the money from the Imperial Treasury, but by his sales he compelleil the 
Government to find means to the extent of £385,000,000. 'I'hat is one of the 
reasons why there has been so much inflation of money in India. 
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Notes 


Rupees. 

Crores of 



Rs. 

1912 

182 

45 

1920 

200 

154 

1924 

... 

107 


Thn whole gold standard reserve was transferred to l.ondoii. So India had 
none of the gold and silver in this Reserve from 1917. A sum of £30,000,000 was 
invested in London for strengthening the iinaneial market there at the expense 
of India. Similar is the story of the gold jxirtion of the I’aper Curreuey Reserve. 
For iiistanee its eomposition in 1919 ami 1924 was: — 



1919. 

1924. 


{Intkhs of Rs.) 

{fnikhs of Rs.) 

Silver in India and in transit ... 

37,39 

85,02 

Gobi in India 

17,37 1 

22,32 

„ England 

12 j 

Securities in India 

10,08 

57,31 

„ in England 

82,50 

14,00 


153,40 

179,25 


Thus out of the gross eirenlation amounting to 153 crores, rupees 82J erores 
were inve.sted in England and the; actual silver and gold to redeem the notes in 
India amounted to only 30 ])er rent., while 54 per eent. td' the reserve upon whieh 
the redocmability (»f notes depends, was not available in this eountry. It was 
lodged 7,000 miles from the shore of India. 


Sueh a praetiee is most reprehensible. An alien (Jovernment ought not to 
expose itsidf to sueh irrefutable charges. It has jdedged itsedf to the lis(.‘al ami 
Iinaneial autonomy in I ndia. Let it Ik; earried out in right earnest by transferring 
in time U) come all the functions of Exchange and Paper (Inrrency to the Imperial 
Rank. 


Mintinu of Gold in India. 

Question 0." The minting of gold in India is a sine qua non of introducing 

g(ild liurrency in the eountry. It is the surest attrihuU; of sovereignty. It satis- 
lies national pride. It ])laecs India on a footing of eejuality with other Dominions. 
We .will utilise our gold output for minting coins. The so-called hidden hoards 
will come out for use in currency. It will mobilise our immobilised imports of gold. 
The imported gold is rendered useless; it does not enter into currency; it does not 
buy g«K)ds; it is not invested as cajiital, juid devs not bear any interest. It is, 
in fact, dead and as if consumed. The Royal Mint successfully op|)Osed the 
establishment of an rndian Mint uj) to 1917. When Ottawa, Sydney, Melbourne, 
Perth can be relied u|)(>u by the authorities of the lioyal Mint, the Bombay Mint 
should also be allowed tx» coin sovereigns and half sovereigns of the same weight 
and fineness as those of England, as was ilone in 1918. Sovereigns are preferable 
to moluirs, because they serve as the cement of the Empire and will have a con- 
siderable prestige in the commercial world. Gold will Iks attracted profitably 
from Afri(!a to pay the balance due to India from London, if, in exehfinge for 
tlv^i raw gold, currency can lie obtained as (piickly and wonomieally iis in 
London. However, if the Tmjierial Government have any serious objections to 
this practice, we should undertake to is.sue gold mohurs or fifteim-rupee gold 
pieces. By so doing the Bombay Mint will be inde})endent of the supervising 
authority of the Royal Mint, and we will be free to mint gold coins suitable to 
the requirements and traditions of India. 


Question 8. — -England in summer and Christmas seasons has more demand for 
money. But America is like India subjwt to siiasonal demands for currency. 

The methods iwlopted by the banking world there should be adopted here with 
suitable safeg»iard.s. The issue of money against commercial bills is the moat 
ajiproved practice. On the Continent, too, it was popular liefore the war. The 
practice has already been adopted in India. It sliould be extended if required by 
amalgaanating the schemes of Sir Edward Holden and of the F.R. Banks of 
the Hnited States of America. 
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Question 9. No purchases will have to be made for several years to come 
under the schemes proposed by me, our present stock being sufficient for subsidiary 
coins. The Secretary of State will Ix) divested of his powers of control over 
exchange and currency. The Imperial Bank will buy silver, when needed, in the 
open market in India. 

Note on the Absorption of Gold and Silver. 

Tnoideutally, let me point out the falsity of the gratuitous assumption that 
ludia^ are fond of hoarding very large quantities of silver or of turning tlie 
same into silver ornaments. For twenty years, from ISol to 1871), silver to the 
value of 15s million sterling was imported into India, out of which 152'5 million 
pounds’ worth of metal passed through the mints. 'I'hat is, 5-5 million w’orth of 
silver was left for arts and indu.strial uses during two decades. Similarly, from 
1870-71 to 1892-93 the yearly average of imjmrts was 7 million pounds, hut 
6 6 million was amiually coined out of it, so nearly the whole of the imixirled 
silver was absorbed by currency demands and a most insignificant quantity was 
left, if at all, for industrial and ornamental purposes. 

The absorption of gold w'ould have been more if Government had not followed 
a policy hostile to the true interests of India. The net imjwrts of the yellow 
metal from 1871 to 1920 are shown by decades below : — 


Year. 

Net ahitorption total 

Annual 

Population. 

( 'onnumption oj 


for 10 yearn. 

ai'craye. 


yolil per head. 


£ million. 

£ million. 

Million. 

1871 -ISSO 

• « • 1 

1‘5 

254 

•0059 

1880- 1890 

ao 

3-0 

287 

•010 

1891 -19()() 

21 

2-1 

294 

•007 

1901 1911) 

... ()0 

6-0 

a 1 5 

•019 

1911-1920 

128 

12-8 

ai9 

•040 


Total for 50 years 2.5-1 5‘1 

This absorption is so insignificant that no nation can or ought to be jealous. 
jfVll should rather pity the case of poor India. The annual absorption of gold per 
head during the five decades is approximately If, 2f, and 9, if pence 

respectively. 

In other words, the accumulated share of gold per head for Uiese fifty years 
of »wwing agriculture, trade and industry, wealth and prosperity, is nineteen 
shillings and nine pence. 

The whole stock absorbed by India during the period of full fifty years is 
valued at its aniuml import ])rice at 254 million pounds. As gold has been falling 
in price the present value of this stock must be .sonai 20 i>cr cent, le.ss. 
Then losses by wear and tear in ornaments, by fire, hui’ial, and use in 
medicines for internal consumption and other uses in arts from which it cannot 
be recovered, must be roughly estimated. I am inclined to put 5 per cent, of the 
net imiiorts of every year to be lost on these causes. A calculation on this 
assumption shows that in 1920, only £120 million worth of gold out of 254 million 
pounds could have been left in the hands of the people. Without calculating the 
depreciation in the value of gold, the per head share of all gold imported into 
India during 50 years, is approximately sixteen shillings, while the .stock at ])re.sent 
is only eight shillings per capita. This is the amount for which India is being 
suspiciously looked upon by the world. 

The last decade of pre-war and post-war years is full of significaiKT. I hiring 
the four years of 1911-1914 the net imports of gold totalled 79 3 million pounds, 
giving an average of about 20 million |X)unds per year. 

This tide was turned by the war, not that our exports during the war years 
were less, but because gold was not permitted to be imported into India. It was 
against the interests of Allied finance. 

The result was that during the five years ending 31st March, 1919, the gold 
imports fell to 5 million pounds a year, of which £2,000,000 were .sovereigns, 
the remainder being bullion and coined gold other than sovereigns.^ The payments 
due to India were made in appreciating silver and not in depreciating gold. It 
will be seen that t^ imports of silver during the four pre-war years averaged 
7-6 million pounds : these rose to 16 million [xiunds during the five war years. If 
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gold were mleaacd by the Allies, ludia will have continued to obtain large 
amounts of the yellow metal. Neither the price •>! gold will have fallen to the 
extent it did, nor the adoption of gold standard will have been jeopardised after 
1920. 

As India is a dependency of England and its exdianges can be controlled 
by England she was deprived of its share in gold by the master of her destiny. 
While England, America, all the neutral countries, and even our rival Japan, 
were piling gold upon gold, this country was deliberately kept starved. The 
following table will eloquently present the facts on the accumulation of gold : — 


(jOLD Reserves in (.’entr.\l Ranks (in Million Doll.\rs). 


Countries. 

Belligerent countries (Trance, Italy, Belgium, 
Germany, Austria-Hungary) 

lUliJ. 


1,5562 

1,236-2 

Sweden 

274 

75-5 

Norway 

128 

395 

Denmark 

19-7 

610 

Netherlands 

609 

245 6 

Spain 

925 

479 2 

Switzerland 

328 

1049 

Argentine 

2250 

4501 

Japan 

650 

558-8 


536T 

2,0146 

England 

United States of America 

175-2 

7633 

601-5 

2,520-6 

Total 

2,9590 

6,543 7 


While the belligerent countries of Euro|)e lost 820 million dollars’ worth of 
gold in eight years the gold reserves of England were increased by 588 million 
dollars, tliose of .lapan by 494 million dollars, of America by the fabulous sum 
of 1,838 million dollars. The eight neutral countries together gained 1,478 
million dollars' worth of gold. There was only one country in the world who.se 
stocks of gold were rather depleted, ft was India. Both the Im|)erial and 
the Indian tjovernmonts are resjionsihle for this vandalistic or at lea.st hostile 
policy towards India. 

India could have easily piled up gold like Japan, had not her Government 
stood in her way. She could have most conveniently and forthwith adopted a 
gold ourremy,. but the sdieme has b(«n in every way crushed by the selhsh and 
short-si ghteil policy of the powers that rule the destinies of this country. 

India with one-fifth of the human race and with traditions of the main- 
tenanoB of a gold lairrency for several millenniuras has a claim to at least 20 per 
cent., of the world’s output of the yellow metal. The following figures will speak 
for themselves : 

India vkrsu.s titf. World. 


Ynu'x. 

(1) 

Inthas absorption. 

(2) 

World's 

l*ercentai/e a 

Million pounds. 

output. 

(1) to (2). 

1S;)1 l.StiO 

22 

274 

■8 

1861 1870 

50 

260 

22-5 

1871 1880 

15 

210 

6*5 

1881 1800 

30 

221 

13-5 

1801 1000 

21 

136 

5-0 

1001 1010 

60 

778 

7-7 

1011-1920 

128 

877 

14-5 

Tutal for 70 years 

335 

3,065 



India with a favourable balance of trade is a creditor country and gets gold 
in payment of her exports, but much of the gold is intercepted and in one way 
c,r other ajipropriated by England. It is for this reason alone that she lias not 
obtainml her full and proper share of the gold supply. 
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Tn short, it is evident that the Indian has by no means any fascination for 
the yellow witch. The wliite nations were bewitidied more by the ])rooions 
fairy than the Indians have l)cen for the last 70 years. 

The jter cainln share of gold absorlied <iuring three generations is as low as 
16 .V. only, while the present shK-k in the Central Banks ahaie in the United States 
of America is $‘25 per hea<l ! 
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Statement of evidence submitted by Mr. Jamsetji Ardaseer Wadia, ol Bombay. 


1'he mints were I'losed in 1893, but tlie (lovcrnnienl of Imlia had set its 
heart on closing the mints and over valuing the rnpee years before I85K1. I have 
before me a letter of the Lord t Commissioners of the 'rreasnry to the Secretary 
of State for India in t.Coiineil dated the 24th November, 1879, and it says as 
follows: “ The i)ro|)os{il apjwars o|K‘n to those objections to a token lurreney 
whieb have long been reeogni.sed by all civilised nations, viz., that instead of 
being automatic it must l)c nnuiaged by the Government and that any such 
ma.nagement not only fails b) keep a token currency at par but exj)oses th<' 
Government which undertakes it to very st‘rions dilTienlties ami temptation.s. It 
appears, too, that the tlovernment of India in making the present ])ro|>o.sal lay 
themselves o])en to the same criticisms as are made upon Governments which have 
depreciated their currencies. Tn general, the object of sucb Governments has 
been to diminish the amount tlu'y have to pay to tlieir creditors. Jt» the present. 
ca.se. the object of the Indian Government apiM'ars to be to increase the amounts 
they have to receive from their taxpayers. If the present level of exchange 
due to the depreciation of silver, the Government .scheme, if it sueix'eds, may 
reliev'e the Indian Government and others who desire to remit money to England; 
but this relief will be given at the cx|K'nse of the Indian taxpayer and with the 
effect of increasing every debt or fixed |)avment in India including debts due by 
rvot.s te moneylenders.” 


A little before the closing of tlie mints in 1893 the “ Stati.st ” of London 
wrote as follows on the 5th November. 1892: ” If the purchasing power of the 
rnpee were ra.is(‘<l by 20 per cent., latid tax and other taxes payable to the 
Government would likewise lie raised. So would all debts due at the time the 
change wa.s made. In other wor<ls, every bank(*r, cajiitalisf ami usurer ivoidd 
find his ])roporl.y so far as it has been lent out to others increased by 20 per cent. 
Of course, likewise official sjilarics would be enbaiux'd in the same way. There 
w'onld lie. a sweeping transfer of pr<i|ierty from th(‘ pnxlucing w'orking millions 
who cre.ite the wealth and prosperity of the Empire to the .servants of thosti 
millions and the parasites w'ho prey njion them.” 

The. Herschell tknnmittee reluctantly con.smited to close the ndnte in 1893 
since the Government of India threatened bankrn])lcy. They, however, would 
not fix the ru])ee at l.s. Od. as demanded by the Government of India but fixed 
it at l.s. 4/f. Clause 135 of the rejiort of the TTerschell (\>mmittee runs as 
follows : “ It is impo.ssible in view of these eonsideratioiis not to conne to the 
oinclu.sion that to clos<' the mints for the purpxse of raising the value (Kf the 
rupee is open to much more serious obie<Mion than to <lo so for the purpose of 
preventing a further fall.” The Kerschell Committw understood perfectly well 
the gravity of artificially raising the rn])ee. The Government of India com- 
menced to i-oin rupees oii and after 1900, and the flo<iding of the country with 
token currency had di.sastrous cITects on its economic life. It inflated f<v)dgrain 
prices Avhich necessitated increased wages, which increa.sed the cost of produc- 
tion and enormous increase in taxation in recent years. I beg to submit the 
following figures to slmw the inflation in prices ■ 


Year. 

Retail fnodtirm'n prier.-^ 
{la, fin). 

A(iin.^on's fii/ures. 

Eiitilhh fiipires. 

1894 

ill 

138 

68 

1901 

117 

129 

70 

190.5 

147 

144 

72 

1910 

168 

161 

78 

1911 

161 

166 

80 

1912 

189 

186 

8.3 

191.3 

199 

19.3 

85 

1914 

222 

200 

8.3 
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For about 32 years the Government of India has been trifling with our 
currency under the guise of fixity, and every opportunity has been taken to go 
in for a high fixity. They took the a[)portunity of a rise in the price of silver 
which took place after the Armistice to bring into existence the Jlabington 
Smitli’s Committee which recommended the fixing of the rupee at gi>ld. That 
proved very disastrous, and I do not wish to dwell upon tliat exixjpt to show that 
the Indian Government misses no opportunity to fix the rupee at a high rate. 
TJiat ptilicy was abandoned, but 1 <lo not see any necessity for further examining 
the (piestion as the Herschcll Committee and all other Committees have fixed 
the rupee at lx. There was some excuse for the Babington -Smith’s Com- 
mittee since silver rose to about 89</. to the oz. As king as silver does not rise 
above 44rZ. to the oz., lx. 4^Z. to the rupee must hold goo<l. The present price of 
silver is about 32<Z. I do not see any use of examining this (piestion again, 
except to squeeze the taxpayer by a high fixity for the lienefit of the foreigner. 
It is said that the present high exchange of lx. till, is the result of trade. It is 
really absurd (o think so. In my opinion. Government has created a monopoly 
in the rupee, and it can demand what price it likes. As long as the balance of 
trade is in India’s favour, you can put the price up. A high exchange will 
diminish our balance of trade, but it cannot destroy it unless it is too high. The 
best (xnirse is to go back to l.x. id. with an effective) gold currency. Every oppor- 
tunity may be taken t/O conserve gold and to encourage note circulation, but the 
notes must not be based oti silver mpees but on gold. Our rupee to-day according 
to the late 1’rofes.sor Marshall is a mctiillic note. If that is not allowed to us 
on account of the monetary intcresUs of T/ondim, then T w'ould prefer an o])en 
mint to silver. Silver or gold currency must be honest. 
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Statement of evidence submitted by Mr. O. I. Patel, B.A,, M.L.O., Joint 
Honorary Secretary, Ahmedabad MiUowners’ Association. 

^ Que-stion I (ft ). — Is the time ripe for a solution of problems of Indian 
Currency and Exchange by measures for stabilisation of the liupco or otherwise? 

Since 15)17, when the pre-war Currency and Exchange system broke down, 
the Indian public has sulTt*red from the evil consequences of an imstahle rupee 
which during the interval rose as high as 2s. Ud. and fell as low as l.<. Jk/. 

The liabington-Smith Committee considered the problem and suggested 
certain remedies. Hut they thought of introducing stability in Indian c-urrency 
at a time when the ecoiionuc equilibrium of the whole world was disturbed. The 
action taken by tlie Government of India in pursuance) of the recommendations 
(d this Committee did not succeed, and brought great losses and odium to tlu'in. 
People liegan to entertain suspicions rt?garding the currency ])olicy of the Govern 
mont, as for yi'ars business men have remained in sus])ense, regarding the 
Exchange value of the Ihipce, in which their transactions arc measured. In con- 
sequence, loud complaints and prot<*sts were naturally made by the commercial 
community tor an eaiiy .settlement of the Currency and Exchange problem. But 
just as the Babington-Smith Committc'e was too hasty in arriving at their conclu- 
sions, the authorities have of late lioen too slow in coming to a fitial decision in this 
matter. This over-cautious attitude has meant that India should sit silent till 
world conditions improve and better opportunities for a revision of the Currency 
[mlicy present themselves. The return of England to the gold .standard or the 
approach of .sterling to gold i>arity in recent times has been taken to be an 
indication of such desired improvement in world conditions. Not considering 
whether this delay has been wi.se, w^e must come to the conclusion that it is high 
time that adequate steps be taken immediately to inspire confidence among the 
people regarding the Currency policy of the Government by a thorough revision 
of the whole mechanism. 


Question No. I (6).— What is the comparative irafxfftance of stability in 
internal prices and m foreign Exchanges? 

The stabiliKition of the rupee at lx. id. was the chief aim of the pre-war 
|)olipy ot the (lovernment, and so long as the rupee remains unlimited WaJ 
tendier, whatever other changes be introduced, its stability in relation to Sd 
should certainly be one of the principal aims of the Government. 


Stability ()f internal prices and of foreign exchange are both important, and 
one should not lie sacrificed for the other. In fact, a change in internal prices 
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will soon react on foreign oxchangi*., and rice versa. It is no use considering 
wJiicJi of tho two is more imjmrtaiit. The rejil ])roblem is U» (sonsider which is 
tho lx58t system by which the maximum aiiKnuit of stability Iwth in internal prices 
and in foreign exchange can be obtained. 

Question I (c). — What are the c^Te(^ts of a rising and falling rupee and of 
a stability of high or low riijico on trade and industry, including agriculture 
and on national finance ? 

In times when the rupee is rising, prices will have a tendency to fall. 
Exporters will therefore suffer. .'\n impetus will be given to importers of foreign 
goods. In a countiy like India where the few industries that have come into 
existence are still struggling to make a liea<l\vay, and where a policy of protection 
for certain industries under certain conditions has been accepted by the 
trovernment, any such encouragement to foreigners to send their goods at a 
cheaper rate to India must mean a great hardship and even ruin in some cases. 

Let us briefly consider in general terms the harm done to Indian ind.ustrie8 
in recont years % the policy oif higher exchange. The Government of India 
decided to give protection to the steel industry, for which certain import duties 
wore impased on foreign goods. The effect of these duties was nullified by the 
subsequent rise in exchange, which enabled foreign goods to enter India at a 
cheaper rate. In consequence, an additional bounty had to be given to the steel 
industry. 

It is obvious that similar adverse effect must have taken place on other leas 
orgtanised industries in India which neeil protection. 

Tho effects of higher exchange on industry have, however, Ijeen much worse. 
It has not only prevented the growth of new industries, but has also meant ruin 
to well-established industries like the cotton industry. 

The Indian cotton industry has come into existence without any support 
or emouragement from Government -rather in spite of obstacles from them in 
the shape of the Cotton Excise Duty. 

One of the important rea.sons of the pre.sent depressed conditions in which the 
industry is placed is the policy of high exchange. This policy has enabled other 
countries to send their goods at a cheap rate to India. It has particularly helped 
Japan to dump in India its cheap good.s. Just as a rising exchange will 1x5 a 
source of incalculable mischief to Indian industries in this way, a falling 
exchange will give a.n impetus to them and encourage exports. 

The effects of a rising and falling exchange on agriculture are the same as 
those on industry. A greater portion of our exports are agricultural raw t)ro'dUc.ts 
and food stuffs. With a falling exchange these exports will receive a higher price 
and therefore be at an advantage, just as they will suffer if tho exchange is rising. 

It may be said that the Government or national finances wdll gain with 
the higher exchange, because this will mean a smaller number of rupees to the 
Government to meet the Home charges: with a lower exchange, the number of 
rupees to be provided for this purpose must be larger. 

In any such case, however, we have to con.sider the balance of advantages, 
'’’he Government gets it.s resources from the people by way of taxation. If the 
people are well off, if their taxable caj)acity is higher, they will not mind parting 
with a little more money to meet the expenditure of the Government. But if 
their own resources are cri])pled then any small saving which the Government 
may make will be no consolation to them. 

On this larger ground therefore, a lower exchange which will help both 
agriculture and industry will in its turn give a wider margin for taxation to 
the Government, which will more than counter balance any shortsighted saving 
which the Government may sec in a higher exchange so far as their sterling 
remittance is concerned. 

These effects are more pronounced when exchange is rising or falling. But 
when exchange is definitely stabilised at a certain figure for a long time, prices 
in the long run adjust themselves, and things go on in a normal fashion. But 
in a country like India, which is liable to bad monsoons and consequent famines, 
the possibility of maintaining the exchange at a high or low level mu.st be con- 
sidered. In times of scarcity exports fall off and exchange bemmes weak. At 
such times, if exchange is fixed at a high level, there is the difficulty of main- 
taining it by special measures. The resources of the Government may not be 
adequate if the crisis is severe and accompanied by another in England, and 
the whole system may be exposed to danger. 
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On all these grounds, therefore, we come to the conclusion that a low 
cxdiauge is advantageous for India. 

Question II («). -In relation to what standard and at what rate should 
the rHj)ee be stabilised, if at all ? 

The rupee should be stabilised with gold at 1 .n’. 4<i., as sterling has now 
appi’oached gold parity and arrangements have been nuule in England by which 
sterling is likely to be maintained at its gtdd jwirity under normal conditions 
l«. 4(/. gold will be the same as l.s-. M. sterling. 

The general argument in favour of stabilising the nijHje at l.v. 4/1. instead of 
at the present rate of l.v. Ik/, are given in answer to Question 1. 

It may be further added that the people have teen aceusbtmed to this rate 
for many years, and that stabilisiition at this rate means only the restoration 
of the pro war rate, which has te^en the policy of England herself. 

Again, the jiresent rate of l.s‘. (i//. has been brought about by artificial means 
of contracting the currency in recent years. Mr. 11. E. Madon, of the Indian 
Merchants’ Chamber, has ably .shown in his recent j)amphlets on the Indian 
Exchange ])roblem the way in which this contr.'U'tion was carried out, with the 
consequencie that the industries of India have been suffering and are in the most 
depressed condition. This policy of artificially raising the rate seeilis to be 
the remnant of the Hal)ingtop Smith jxilicy of stabilising the ruj)ee at ’2s. gold. 
Though the experiment to arrive at this rate has ])roved ruinoais, the general 
idea underlying the |X)li(y that a higher rate was tetter for India seems to be 
the determining factor in the recent measures of the (loverninent by which 
exclninge has teen maintained at a higher rate, and no steps have been taken 
to restore the )irc-war rate of l.s'. 4//. for which the country has been crying. 

Qiirstion 11 (h ). — When should any decision as to stabilisation take effect? 

Thei'e is no reas«.)n to delay this action, and the sooner the decision regarding 
this is put into effect, the better for all concerned. 

Question ///.- - If the rate selecte<l differs materially fnan the present rate 
how should transition be achieved? 

During the transition period, the (Jovernment shoidd sell I'ouncil Hills in 
a judicious manner so that the tightness in the money market may be renuwed 
by the con.secpient increase in currency. 

The additions to the currency will in wnirse of timie bring the rate to its 
original level of l.¥. 4d. 

Qiiestwn I V. What measures shmdd te adopted to maintain the rui)ee at 
the rate selected? Should the Gold E.xchange Stendard system in ftmee before 
the Avar be continucfl and with what iiKKlifications, if any? What should be the 
comj)osition, si/e, location, and cmployTiient of a Gold Standard llestsrve? 

If the Gold Exchange Standard .system is continued, the Government should 
undertake a statutory oliligation to give gold for ru|)ecs at the fixed rate in 
certain large quantities for export to meet external obligations in times of 
adverse exchange. 

This will effectively prevent the rate from falling below l.v. 4^/., just as 
the pre-war practice of .selling Council Hills at l.s. 4J(/. in unlimited quantities 
liad the cITect of preventing the ri.se of the rupee above l.v. 4f/. This latter 
practii'e should be continued, but. used in a more judii'ious manner. 

(told Standard Reserve, in order that the Government may be able to give 
gold for riq)ec.s in the above mamicr, the Gold Standard Reserve shouhr te 
located in India. At least half of the reserve should be in gold, the other half 
may be held in stnuirilies Avhich can te easily realised at a short notice. 

The re.serve should not be used f<u' any other purpose? but the legitimate 
one of .supporting tin? currency system of the country. And in <trdcr to do this 
elTectively no limit should be placed as to its size for the presimt. 

Question V {o).- — Who should bo charged with the control of the note issue 
and (HI Avhat principles should (?ontrol or management te transferred to the 
Imperial Hank of India and if so what should be the general terms of the 
transfer ? 

'rhe management of the note issue should te handed over te the Imjwrial 
Hank of India. The remittance operations of the Government .should also be 
conducted by the Hank {see Question VII). This will mean that the Baidi will 
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be a real State Hank iu charge of (loverntneiit balanc'cs, Note issue and ivinittaiice 
operationsv 

In order to secure the proper and ellicicnt inanageineiit of this inipoilaut 
work, tliere shouhl be ade(plat(^ (HUitrol «d* the (joveriinieiit over I In; Hank. 'I’liis 
may Ix) arranged by apjM)intiiig a certain nuinln'r of directors on tlie iioinitiation 
of the (jovernment. Some of those may l)c non ollioials, <4> safeguard tlie inti'i’csts 
of the public. There shoidd be besides, the tinal veto of the tJoverniiMMit in eerlain 
importjint matters. The appointment of the Managing (lovenua’s sln)uld )e 
subject to the sjuietion of the Government. 

Adequate arrangements shoidd at the same time be ma<le to Indianise he 
Hank’s service in all its grades-- higher as well as lower. 

The Hank has undertaken to start 100 branches in five years sim-e its 
inception. If all this new work is entrusted to it, it should he iiMpiired to start 
more branches still, so that in course of time no important town may be li-ft 
without a branch of the Hank. 

Question V (fe). - What provisions should be Jiiade as to (he hacking of (he 
note issue? 

The present (jermanent constitution of (he Haper Currency Hesei’vc should 
1x5 rctiiined. At least half the gro.ss circulation of notes shouhl he su])|Mir(ed 
by a metallic reserve; the other half lieing held in .si>cnrilies which can lx* easily 
realised. 


Question V (r). What should he the facilit ies ('or (he cncashinent of notes ( 

'I’he facilities for the encashment of mites should he increa.sed. All hranches 
of the Tnqx‘rial Hank should 1x5 retjuired to give this tacility. In plai'«s where 
there is no branch of the Hank the Government should iimh'rtakc to provide a 
suitable agisncy, say its 'rreasury Ollicc, for encashing notes. 

Question V {(i ). — What should he the policy as to the is.sue. of notes of small 
values. 


Notes of lls. 2.1 i.ssued during the war hwame inipopular ami were soon dis 
continued. The one-rujiee notes though popular have been found (o he costly in 
the long run. The lowest denomination of notes should therefore be l?s. 5, as 
at present. 

Question K/.— What should be the policy as to the minting of gold in India 
and the use of gold as currency? Shouhl the obligation he undertaken to give 
gold for rupees ? 

The answers to the preceding questions have been given on the assunqition 
that the Gold Exchange Standard is to contiimc. The experience of the War, 
however, has revealed the inherent defects of the jire-war system. 'I'he main- 
tenance of the exchange value of the rupe<5 at I.'’. 4(/. which was lhi‘ key-note of 
the policy of the Government before the War had to lx* abandoned as srxm as (lie 
price of silver rose beyond 4!k/. per ounce. The same was (he ca.se when (hi? 
depreciation of sterling manife.s(ed ihself in March, 1019, when the control of 
the dollar-sterling exchange was withdrawn. This had an adverse effect on the 
mpee-sterling exchange till sterling was stabilised with gold in recent, times. 
The Indian currency system was thus exposed to the vagaries of the silver 
market on the one hand, and to the fluctuations of the sterling dollar exchangii 
on the other. 

Hesides on account of the policy of si'lling f-ouncil Hills without limit which 
was followed before the war the issues of rupees was larger than required. 
This large number of rupees in circulation has made (he currency problem more 
and more acute. The people have learnt during the war and after (hat. tin; 
rupee is very unstable in value and they have known long since that it is a token 
coin. This situation ha.s encouraged the |x*ople to hoard gold- the one form 
in which they believe their store of value is most secure. Instead of teaching 
the people of India the economical u.so of gold the tmlicy of the Government 
is driving them to the wasteful habit of hmirding. India has been considered 
a sink of precious metals by the West. It is no fault of the people of India 
if th^ are led to this practice, because they cannot have any eonfidenee in tlie 
unstable token rupee. 

Under the circumstances, it is best that India should he put on the Gold 
Standard. The establishment of the Gold Standard will alone enable India to be 
free from the defects of the existing sy.stcm referred to alxive. With a Gold 
Standard the people would be encouraged In make an ooonomie.al use of their 
gold, they will no longer be afraid of bringing it out from their hoards and in 
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using it for currency purposes. With a Gold Standard the troubles of an 
unstable exchange will disappear. 

This will rive a ^eat impetus to Indian trade and industry. The hoarded 
gold will then do used to supply capital for induatries which are sorely in need 
of the same. If necessary, with a Gold Standard it would be easier to import 
foreign capital for industrial purposes. Stability of exchange with gold-using 
countries with whom wo have most of our transactions will mean a great advan- 
tage to our trade and annmerce. Internal prices will also be more steady with 
a Gold Standard. On the whole therefore the introduction of a Gold Standard 
will bring many econoTiiic advantages to India. 

It will be (HRicult in a country like ours to have a Gold Standard without 
gold currency. The use of gold coins will tliereforc be a necessary stage before 
we can adopt a more economical! form of Gold Standard like that of England. 

Adequate provision should therefore be made to coin gold in India. The 
Indian Mints should Ixs thrown open to the free aunage of gold as soon as 
possible. 

The pco})le are familiar with the use of the sovereign for the last so many 
years. If, however, the sovereign is considered to be a coin of a very high 
value for India, we may have a ten-rnpee gold coin. 

If a Gold Standard with a gold currency is decided upon the relation of 
the rupee to the gold coin will have to be fixed for internal purposes. For 
external purposes this ratio will lose import’ance as foreign transactions will 
then ta.ke place in gold. The most natural ratio for India is the pre-war ratio 
of l.v. \(1. to a rupee. This means that if we have a 10-nipee gold coin it 
shonild bo 10/15ths or 2/3rds of the sovereign in weight and fineness. 

If it is asked whether the Government can introduce a gold standard of 
this nature without any difficulty the answer is that they have large resources 
in the .shape of the Gold Standard and the Pajier Currency Ee.sprves which if • 
properly managed .should enable them to take this desired .step. 

Of coursi^ it will not lie possible for Government to convert rupees into 
gold without limit. This may be done gradually and a.s circumstances permit. 
This is not so difficult as it ajipears at first sight, liecause there are obvious 
limits to the numlier of rupees which will lie presented for conversion. In 
course of time when the Gold Standard is properly established the rupee should 
be made a limited legal tender. 

Qjies'tion VII . — By what method should the remittance operations of the 
Government of India he conducted 'f Should they be managed by the Imperial 
Bank 1 

'Ihe question of handing over the remittance ojicrations of the Government 
of India, to the Imperial Bank has been referred to above in answer to 
Question V. 

T’ho remittance o]xu'ation8 may with advantage be carried out by the newly 
introduced system of jiurchase of sterling in India instead of by the sale of 
Council Bills. 

Qiie.ftion r/y/.- Are any, and, if so, what measures desirable to secure 
greater ela.sticity in meeting seasonal demands for currency? Should any, and, 
i f so, what iroiulitions lie presiu’ibed with regard to the issue of currency against 
Hundi.s ? 

If the imrrcncy .system be made automatic by the introduction of the Gold 
Standard as said alxive there will not lie any great necessity to issue special 
currency to meet seasonal demands. 

So long, however, as the Gold Exchange Standard System is continued, and 
therefore, .so long ns the issue of currency is in the liands of the Government only, 
the necessity for such special issues of currency during the busy season will 
remain. 

As we propose (hat the management of the Note-issue should be handed 
over to the Imperial Bank, it should be made one of tlie conditions of the 
transfer that the Imperial Bank should issue such seasonal currency under 
certain conditions. The existing restrictions on the Bank in this regard will 
lie relaxed as the Bank will be required to use its own discretion in issuing such 
currency. 

Question 7 AT. --Should any change be made in existing metliods for the 
{uirchase of silver ? 

The question will lose its importance if the Gold Standard is introduced. 
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The existing method will have to l)e followed if the Cold Kxclumge StJindard 
is retained. 


Conclusions. 


1. Wc are of opinion that u Gold Standard with a gold eurrenev is the best 
system of currency for India, and that early stejis should he taken for its introdiic 
tion. 

2. That during the interval, which should lie as short as possildo, arrange 
merits should he made to remedv the defects of the existing system as far as 

issihlc.^ ■ ' 

3. That for this purjmse, the Government should undertake to give gold for 
rupees for purposes of exjKirt in times of adverse exchange. 

4. That the rujiee should he stabilised with gold at I.^'. 4^/. at an early date. 

5. That the management of the Note-issue and remittance o])c.rations of the 
Government should lie handed over to the fmperial Ibuik, under suitable 
conditions. 


APPENDIX 2». 

Statement o! evidence submitted by Dr. B. R. Ambedkar, Bar.-at-Law. 

1. In re[)ly to the (juost ionnaire issued by the Commission f beg to submit the 
following statement of my views. In dealing with the (]uestionnaire issued by the 
Commission I will Ix'giii with (luestion No. 4 because 1 belii've that is the lu’incijial 
issue oil which the (.kunmission is asked to give a delinite (inding. 

2. I am empliatie in my opinion that the Gold Exchange Standard cannot bo 
continued with any advantage to India and for tin* following reasons : — 

(1) It has not the notice stnhility of the fiohl Stondiini.- \ pure Gold 
Standard is stable because the value I'f gold in circulation is .so large and the 
new additions to the supply are so small that the .stability of the standard 
is not thereby a])preeiablv alTwted. Ibit in the case of the Exchange 
Standard the new additions are dependent upon the irill of the i.ssuer and 
can he augmented to .such an extent that the stability of the standard can 
be appreciably affected thereby. 

(2) It is discretionary in issue without there being anything in it to 
regulate, the discretion . — It is sometimes said that the tlold Standard is a 
hard standard which keeps the changing affairs of mankind tied to the 
wheel of nature over which human agency can exercise no control and that 
the Exchange Standard affords an escape from this frigidity. In reply 
to this it must Ixi said that though a discretionary currency is better than a 
frigid currency, it is .so only when the currency is provided with some means 
which enables this discretion to be properly exercisetl. There must be some 
regulator by which the disi’retion left to the issuer is regulated. From this 
point of view an E.xchangc Standard is inferior to a Convertible Standard. 
A Convertible Standard anil an Exchange Standard are alike in this that 
they both allow the use of discretion in the issue of currency. Ihit a (Vm- 
vertible Standard is superior to the Exchange Standard Ix'cause the 
discretion of the is.suer in the former is regulated while the discretion of the 
issuer in the latter is unregulated. It is true that in the Exchange Standa rd 
there is what is called regulation by foreign Exchanges. Put such a regula 
tion, though it is better than no regulation at all, is otdy a loose and indirect 
way of reaching the end and cannot lie depended upon in all circumstances 
of reaching it. 

(3) It is economical. But for that eery reason it is insecure.- There 
are many writers who are enamoured of the Exchange Standard, l)ecause 
it effe( ts a certain degree of economy in the use of gold. Put is the plan 
secure ? Any plan of currency to be sound must be both economii'al and 
secure. It will do if it is not economical; but it will certainly not do if it 
is not secure. Now I submit that the proposition t.hat to economise gold 
as a currency is to imjniir its utility as a standard of value is as simple and 
self-evident as the proposition that to use paper or rupee as a medium is 
more economical than to u.se gold. For what does thi.s discarding of gold 
from currejicy use mean? It simply means this : that by economi.sing the 
use of gold you thereby directly increase its supply and by increasing its 
supply you lower its value, i.e., gold by reason of this economy in its use 
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becomes a depreciating commodity and, therefore, unfit to that extent to 
function as a standard of value. You cannot therefore both economise gold 
and also use it as a standard. If you want to economise gold, then you must 
abandon gold as a standard of value, in other words the economy of the 
Exchange Standard is incompatible with its security. 

3. The ihoire therefore can never be between a Gold Standard and an 
Exchange Standard. If we do not want a Gold Standard we must either go over 
to a (’ompensating Standard of Prof. Fisher or to a 'Pabular Standard of Prof. 
Jevons. The choice is really between either of them and the Gold Standard. 
There is no doubt that the Comjiensating Standard or the Tabular Standard would 
be better than a Gold Standard. But mankind must become more philosophical 
than it is before they can be made workable, and until that happens I think the 
Gold Standard must be accepted as the only system of currency which is “ knave 
proof ” tand “ fool proof.” 

4. 'Fhe ne.vt im])ortant question is that of the Gold Reserve. Before 
discussing matters .such as location, composition, etc., of the reserve, it is nea^ssary 
to determine wliother we want it. 'I’hat question in its turn depends upon another 
queston pertaining to the mode in which the Gold Standard is to be introduced. 
In this connection T do want to say that there are many people who are under the 
impression that the introduction of a Gold Standard means mferely tlie starting 
of a mint and the is.sning of a gold coin. Nothing can be more erroneous than this. 
Gold Standard means not the starting of a gold mint but making provision 
whereby gold wMll become current. For currency is the- standard. Now in order 
that gold may be current, it is nec'essary that other forms of currency must be 
limited in their volume. 'There are two .ways by which currency may be limited. 
One way is to make it convertible and the other is to fix a yiositive limit on its issue. 
If you chose to adopt convertibility as a method of limitation then there is reason 
for maintaining a gold reserve, if you choose fixity of issue as a method of limita- 
tion then there is no reason for maintaining a gold reserve. As Ix'tween the two 
systems I prefer the fixity of issue system. My reasons are two : - 

(1) One of the evils of the Exchange Standard is that it is subject to 
management. Now a convertible system is also a managed system. There- 
fore by adoj)ting the convertible 8}'^8tem we do not get rid of the evil of 
management which is really the bane of the present system. Besides a 
managed currency is to be altogether avoided when the management is to 
be in tlie hands of the Government. When the management is by a bank 
there is less chance of mismanagement. For the penalty for imprudent 
issues, or mismanagement is visited by di.saster directly upon the jiropcrty 
of the issuer. But the chance of mismanagement is greater when it is issued 
by Government Ijecause the issue of government money is .authorized and 
conducted' by men who are never under any jiresent responsibility for 
private loss in case of bad judgment or mismanagement. 

(2) A fixed issue system besides eliminating management will make 
provision for a larger use of gold in currency. 'The use of gold is an 
important matter. The whole world is suffering from a continuous rise of 
prices (uviug to the depreciation of gold. Anything therefore that will 
tend to appreciate gold will be to the good ; and if gold is to appreciate there 
mu.st bo a larger use of gold as currency. Besides at the present time there 
is no necessity to economise g«)ld, beeaxW there is all over the world such a 
great plethora of money that the less we economise gold the better. From 
this point of view the Exchange Standard once a boon, is now a curse. It 
served a useful purpose for some time. From 1873 the production of gold 
had fallen off and the economy effected by the Exchange Standard was 
indeed very welcome because it helped in a period of contraction to expand 
the money of the countries of the world ano thereby maintain the stability 
of the international price system by preventing the rapid fall in prices, 
which would have l)een inevitable if all the countries which based them- 
selves on gold had also adopted gold as a currency. But after 1910 
conditions changed and the production of gold increased, with the result 
that the Continuance of the Exchange Standard thereafter not only did not 
help the countries to check the rise of prices but be.eame a direct cause of 
the rise of prices. For the economy in the use of gold rendered gold which 
was already overproduced redundant. During the war the use of paper 
money on an unprecedented scale led to a still greater depreciation m the 
value of gold all of which was practically due to the economy of gold in its 
use as currency. Consequently as observed by Prof. Cannan " in the 
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iiniucdiiite future gold is not a eoiiimodity the use of which it is desirable 
eitJier to restrict or to ecxmoiiiisi^. From the closing years of last century 
it has l)een produced in quantities much Uh) large to enable it to retain its 
purchasing jxiwcr and thus be a stable standard of value unless it can 
(X)nstantly be finding existing holders willing to hold larger stocks or fre.sh 
holders to hold new stocks of it. Before the war the various central banks 
in Eurof)o took off a large part of the new supplies and prevented the actual 
rise of genei’al jirices lieing anything like what it sh<mld otherwise have 
been, though it was serious enough.” In the ahseiu-e of that demand the 
next best thing would be the introduction of gold currency in India and 
the East. This introduction of a gold currency can lie better accompli.shed 
by adopting the fixed issue .system rather than the, converl ibie system. For 
the former will leave a larger margin for the use of golil in actual currency 
than will the latter. 

5. That being my view of the .solution of the probh’in I am necessarily in 
favour of the abolition of the Clold Standard Reserve as being of no practical use 
I'or maintaining the stability of the currency. There is also another reason why I 
think the Gold Standard Reserve ought to be abolished, 'fhe Gold Standard 
Reserve is peculiar iu one resfiect, namely this; the as.sets, i.e., the re.serve and the 
liabilities, i.e., the rupees are dangerously correlated by reason of the fact that the 
reserve cannot increase without an increase in the rujicc currency. Thi.s ominous 
situation ari.ses from the fact that the reserve is built out of the jirofits of rupee 
coinage. That being its origin, it is obvious that the fund can grow only as a 
consequence of an increase in the volume of rnjice coinage. Now as Prof, (hinnan 
remarks “ the percentage of administrators and legislators who understand the 
Gold Standard is painfully small, but it is and is likely to remain ten or twenty 
times as great as the fiercentage which understands the Gold l''xchange Sy.stem. 
'I’he possibility of a Gobi Exchange Sy.stem lieing perverteil by ignorance or corrup- 
tion is very considerably greater than the po.ssibility of the simple standard lieing 
so jierverted. fin fortunately there is abundant proof of such jiorversion in the 
history of thp currency system in India. Already wi' have had fooli.sh administra- 
tors who ha<l been obsessed with the idea that a reserve was a very e.s.sential thing 
and who had therefore gone on issuing currency without any other consideration 
but that of augmenting the reserve. Nor has the country l)een wanting in 
innum<‘rable foolish business men who have condemned the ICxchange Standard 
without (!ver knowing anything of currency on fhe .sole ground that Government 
is not allowing tliem to use the reserve as though to boom up husine.ss was the 
proper function of a currency reserve. Similarly we have amongst us ecpially 
fooli.sh politicians desiring to advertise them.selves as friends of the pco|)le who 
want the reserve to he utilised for educating the massc.s. .\ny of these three may 
easily bring alxmt a calamity in the guise of a blessing, and all this in sheer 
ignorance of the princiides of currency. It is therefore much better to introduce 
a currency system which will do away with the Exchange Standard and also the 
Gold Standard Reserve the maintenance of which may any day he a source (d 
mischief. 

6. The following then are the requirements of my plan for the reform of the 
liidian currency : — 

(1) Stop the coinage of rupees by absolutely closing the mints to the 
Government as they are to the public. 

(2) Open a gold mint for the wiinage of a suitable gold coin. 

(3) Fix a ratio Ixjtween the gold coin and the rupee. 

(4) Rupees not to be convertibh! in gold and gold not to he convertible 
in rnjwes, but Ixith to circulate as unlimited legal tender at the ratio fixed 
by law. 

7. What is to become of the exisiting amount of reserve i f it i.s not wanted for 
currency purposes? I myself would like it to be utilised by Government as 
oi’dinary revenue surplus for any public purpose that may seem to Ih' urgent. But 
there will remain sources of weakness in the reformed currency which it is wise 
to recognise. Unlike the Fowler Committee, T am firm in my belief that the rupee 
currency omse effectively limited will maintain its value witluiut the necessity of 
any reserve. But there is just this chaucce that the existing volume of the rupee 
currency is so large that when there is a trade depression it may become redundant 
and may by reason of its excess lo.se its value. As a .safeguard against sucdi a 
contingency I propose that the Government should u.se part of the Gold Standard 
Reserve for redueing the rupee currency by a suhstantial margin so that even in 
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times of severe depression it may remain limited to the needs of the occasion. The 
second source of 'weakness in the currency arises from tlie peculiar comt)osition of 
the Pa|)er Currency Reserve. That weakness lies in tlie existence of what are 
called “ Created Securities.” 1 should like this jxirtion of the Paper (/urrency 
Reserve extin^^uished as early as possible. For unless this is done the pajHjr 
currency cannot with safety be made as elastic as it should be. I would therefore 
recommend that tlie remainder of the (Jold Standard Reserve be utilised in the 
cancellation of the “ Created Securities ” in the Pa|MU' (hirrency Reserve. 

8. Having given my views on the nature and form of the change 1 will now 
distaiss the question next in importance, namely, ” the ratio between gold and 
ru})eo.” As a result of w'ar ojicrations there is hot a single country with a Gold 
Standard which was able to keep its pre-war gold parity. Some of them have 
erred from it by such a large margin that it is now beyond the capacity of many to 
approach it with any degree of certainty. But howsoever impossible and impolitic 
the task, the hankering for a return to the pre-war jiarity seems to be universal. 
There is but this dilTerence between India and the other countries. The otliCT 
countries have yet to reach the pre-war parity. India, on the other hand, has in 
fact overreached the pre-w'ar jiarity. As a result of the difference the problems 
before India and the other countries are different. In European countries the 
problem is one of deflating the currency, i.e., appreciating it; in other words of 
bringing about a fall in prices. In India the problem Ix'comes one of inflating the 
currency, i.e., depreciating it ; in other words of bringing about a rise in prices. 
For a change from l.v. 6rf. gold to Is. 4</. gold means this and nothing else. Should 
the currency be inflated to reach back the pre-war parity ? There are some people 
who are under the imjiression that the restoration of pre-war parity would give 
justice and would also give us the old price level to which we were so long 
accustomed. 'Both these views are fallacious. First : the restoration of pre-war 
parity is not a restoration of the pre war ])rice level. For it is t*) be remembered 
that l.f. ^d. gold in 1925 is not the same thing as 1.?. 4/7. gold in 1'914 if measured 
in terms of purchasing power. The same ratio of exchange does not necessarily 
mean the same level of purchasing power. The ratio between two currencies may 
renuiln the same though their res|H!ctive volumes have undergone enormous 
changes, provided the variations in volumes are equal and in the same sense. This 
is exactly the result of a mere nominal restoration of the pre war parity. If by 
restoring pre-war parity is meant the restoration of the pre-war level of prices 
then the ratio instead of being lowered from Is. 6(7. in the (lirection of Is. 4(7. must 
be raised in the direction 2s. gold. In other words instead of an inflation there 
must be a further deflation of the currency. Second : the restoration of pre-war 
parity even nominally would be unjust. As a standard of deferred payment a 
currehoy .should not disturb monetary contracts. If all debts now existing had 
been contracted in 1914 before the war, ideal justice would clearly require the 
restoration of the pre-war ratio. On the other hand if all existing contracts had 
l)een entered into in 1925 justice would' require us to keep to the ratio of 1925. 
Two things must be Ixirne in mind in this connection. Existing contracts include 
those made at every stage of })receding depreciations and a])preciationa and to 
deal fairly with all would demand that each one should be treated .separately — a 
task im])oksible by rea.son of its complexity and enormity. Exi.sting contracts are 
no doubt of various ages. But the great bulk of them arc of very recent date and 
jmobably not more than one year old ; so that it may l>e said that the centre of 
gravity of the total contractual obligations is alway's near the present. Given 
these two facts the l)est solut ion would be to strike an average l)etween !*•. 4(7. and 
l.<f. <5(7., and to see that it is nearer l.v. 6(7. and away from l.«. 4(7. This is sub- 
stantially the view of Prof. Fisher, who observes : ” The problem of a just 
standard of money looks forward rather than backward : it must take its starting 
foint from the business vow current, and not from imaginary ]>ars before the 
war. One might as well talk of restoring the original silver pound or returning 
to the monetary standards of Greece and Rome.” In short, in matters of 
currency the real is the normal and therefore just. 

9. As regards the effects of a rising and falling rupee on trade and industry 
the point often sought to lie made is that low exchange confers a bounty on trade 
and industry. But this is not the iniportant point. The more important point is, 
supposing that there is a gain arising from low exchange, whence does this gain 
arise ? It is held out by most business men that it is a gain to the earpvrt trade bxA 
so many people have blindly believed in it that it must be said to have b^me an 
article of faith common to all that a low exchange is a source of gain to the nation 
as a whole. Now if it is realised that low exchange means high internal prices, 
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it wUl at once become clear that this gain is not a gain to the nation ('oming from 
outside, but is a gain from one class at the cost of another class in th(^ country. 
Now the class that suffers is the poor labouring class, which pays the bounty to the 
richer or the business class. Such a transference of wealth from the poor to the 
rich can never be in the general interest of the country. 1 am therefore strongly 
opposed to high prices and low exchange, and no righteous Government should be 
[»arty to such clandestine picking of the pockets of the poor(*r cla.sscs in the 
country. 

10. I now come to the que.stion of providing for the .seasonal needs of the 
money markets in India. A currency system should be stable and idastic, and it is 
for tliis reason more than any other that the currency in many countries is a 
compound of metal and paper. The former is intended to give steadiness and 
stability and the latter elasticity. Unfortunately in India the plan of the pai)er 
currency is not contrived to give it elasticity. In England under a similar })ai)er 
currency the inelasticity is made g(M)d by the development of what is called deposit 
currency which is issued agaiiKst g(X)d commendal pajjcr. Owing to a. variety 
of causes deposit (‘urreruy has failed to take root in India and there has been 
consequently no mitigation of the inelasticity of the paper currency of India. 
We should therefore make greater provision in our j)aper currency re.servc 
whereby it w)uld be made possible to convert g(X)d I'ominen-ial paper intd currency 
best suited to the needs of seasonal demands. 


APPENDIX 30. 

Letter from the Honorary Secretary, the Marwari Chamber of Commerce, 
Limited, Bombay, to the Joint ^cretaries to the Royal Commission on 

Indian Currency and Finance, dated the 6th December, 1925. 

I am directed by the Committee of this Ghamber to sidmiit the following state- 
ment of their considered views on the que.stion of Indian tbirrcncy ami E.vchange 
for the tH)nsideration of the Hoyal ('ommission. 

Question I. 

1. Time is certa.inly ripe for a solution of problcm.s of Indian Gurrency and 

Exchange. Restoration of the Dollar Sterling Exchange to gold |>arity, the 
return of llritain and of the Dominions to the gold standard, the comparatively 
quick march of the general j)riees U) the pre-war level, improvement in the 
Exchange of all Ijelligcrent States of Euro])e, increasing consumption of such 
commodities as cotton, Germany’s acceptance of the Locarno Pact and her rea<li- 
ncss to Join the r.eagne of Nations, together with other ajiparetit signs of 
inqiending general trade revival all over the world all tbc.so arc recent inter- 

national happenings whicli point to a brighter future atid which will lend to make 
easy India’s efforts towards jmtting her house in order. l.ooking at her internal 
conditions, there is not much difference either. No doubt, trade and industries are 
not showing very liealthy signs; but it is to restore these to health that a solution 
of India’s exchange and currency problems is an immediate nece.ssity. With 
three consecutive years of bumper crops and the protni.se of another fairly good 
harvest this year’ the atmosi»here is unmi.stakably bright. Exchange has also 
tended towards normality in sjtiU' of the mistaken attempts made to maintain it 
at impo.ssible ratios, and it would have by now attained the pre war level but for 
the interference of the Government. 

2. As to the stabilisation of the rupee, my Gommittec submit that a sound 
solution will first aim at placing our exchange on a. siaentilic basis, which must 
result in achieving a stable Exchange in due cour.se. 'I’he measur(\s recommended 
for adoption must he such as may not only bring about stability in Exchange, but 
also must fulfil other necessary conditions of sound currency and exchange, one of 
the most important of which it that Exchange operations must l)e automatic and 
free from State interference. WLat the Committee therefore desirt* is stability in 
tei*ms of gold. 

3. Stability m internal. ;)nces.- My Gommittec want at the outset to point 
out that howsoever desirable stability in prices may l)e, and however much 
currency experts may strive to stabilise prices, given certain conditions, it is 
impossinle l>y Government manipulation to lower or raise prices of particular 
oommodities. Such complex and numerous factors so influence jirices, especially 
of goods which have a world market, that any attempt to force 
down or force up prices of particular commodities would either fail 
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or be unjust. Thus in an all-rouud famine, prices of even such 
necujssarios of life as wheat may abnormally rise and cause untold hardships 
without our being able to do anything. Tii case of general prices, when would 
the necessity arise to influence or change their (iourse ? A further question then 
arises : when do prices of all commodities. simultaneously rise or fall ? It is well 
known that any (jonsiderablc increase or decrease in the volume and rapidity of 
circulation of the currency respectively raises or lowers jirices of all commoditie.s. 
VV'hcn therefore a country gets a much larger or much smaller supply of currency 
than is needed for its trade requirements, to that extent that country is adversely 
affected. In case of inflation the fixc<l-wage men are hurt and in the case of 
iiisiillu'icnt currency the producer is hurt and general trade is handicapped. It 
is impossible in the o])inion of the (’ommittee to cfu-rectly estimate the changing 
heeds of trade. I'heref<ire the best cour.se is to have free coinage and let currency 
autotnatically adapt itself to conditions. But when in abnormal times, for 
nobody’s fault, the volume of the currency in a counti’y is multiplied, need may 
Ibcn ari.se to contract the circulation. Thus general })rice.s (^onceni the managers 
of currency and exchange in a country only when tho.se prices have lieen 
abnormally raised or depressed through artilicial contraction or inflation of 
(airrency. It should lie noted that the tendency of prices has been, for long past, 
towards steady and gradual rise, owing to better facilities for communication and 
e.vchange, owing to increa.sc' of fxqudation at)d other like t'auses. Whenever there 
is an abnormal or sudden rise or fall of general prices, in nine cases out of ten it 
will be found to bo due to a mismanagement of currency. 

4. Stability m fore-ign exchanges - To anybody who has had any connection 
with cxiiort or imjiort trade of his country, it will be clear that stability is the 
first requisite of international tra<le and a fluctuating exchange transforms foreign 
trade into a gamble. But as stated iu the first part of this question, real stability 
is the one which is attained and maintained through actual exports or imports of 
gold to settle the debit or credit balances, after the adjustment of foreign debits 
or credits .with the hcl]) f>f Bills of Kxchange. In the opinion of my (^ommittec the 
means here are as important as the end. Stability is, they think', very necessary, 
but it should be reached on the basis of free gold, and then, with a good bjicking of 
gold, stability will, as a matter of course, liecome a fai-t, a small fluctuation between 
the gold jKiilits, of course, (iontinuing. 

o. Ejfectii of a rising and falling rupee.- -I'he effects of a rising nipee is to 
stimulate imports and at the same time to che('k exports. Bei’ause without any 
hope or previous calculations the importer’s ruiiec buys more of commodities and 
he gets an unexpected profit; and owing to the consequent cheapening of the 
foreign goods their itemand increases. Again the importer gets even still cheaper 
goods. In this way imports go on multiplying. On the other hand, the Indian 
(“xporter sells in terms of the pound or dollar. When exchange is rising the 
exporter loses on his transactions as on the realisation of his sterling bill he finds 
he gels much le.ss (han he expected or calculated. Besides, as his good.s become, as 
a result of the rise in e.xchange, dearer, to that extent his sales diminish. If this 
rise continues, the exporter's business is brought to a standstill. Thus save in 
casii of monopolies like jute or lac, the exjKirts are checked or .stopped. Another 
effect of a rising rupee is the profit that the tlovernment may make in making 
remittances of their T fomc charges. A Budget i«nsequently, with the deficit iu the 
beginning of the year, may be changed into not only a balanced one, but one with 
a surplus at the eiid of the year. One more effect is noticeable. A rising exchange 
while cheapening all imjiorts sets up an unfair and strong comjietition amiinst 
natiimal industries. Factories of paper, soa]). iron, glass, steel goods and even 
cloth find the foreign i‘om])etition too severe and arc tlqis hit hard at least for the 
time iMiing. When this rise is spread over a long time, the effects mentioned above 
are none the less effective. In case of a falling rupee, the })osition is reversed. 
Fxports are stimulated and imports are checked. The nsitional industries begin 
to earn greater profits. The State, however, may have to find a larger amount for 
its foreign payments. These effects of a rising or falling rupee are, comparatively 
sjieaking. tem])<)rary. 

I>. Effects of a stability of high, or low rupee.- - The Committee believe that 
the case of tlie stability of a high or low ruiiee stands on a different footing than 
that of a rising or falling rupee. High or low rupee in the opinion of the Com- 
mittee means respeiitively the rupee higher or lower than the gold par. Our gold 
par before 1920 was 1 s. 4d., or 7 53 grains of pure gold to the rupee. Supposing 
it is 1 .?. Ad. now and the Government by manipulation raise the rate of exchange 
to l5. and then stabilise it legally and maintain it for some years at that level. 
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Again sup})ose that the level of general prices expressed in the average index 
number of prices be 100. The real effect of the stability at l.<f. 8rf. will be that all 
rupee prices shall Ixsconie higher to the foreign purchaser by 25 per cent. Unless 
the good.s the Indian exporter offers for .sale are produced only in India or its 
world supply l)e limited no ex[)ort shall take jilac-e. 'I'lie effect «if thi.s will be that 
the general level of prices in India w'ill fall. It should lie borne in mind, however, 
that the fall will not be in the same proportion in caw' of every commodity. Xor 
will the pereentJtgc of fall reflected on the price of one commodity be. necessjirily as 
great in an inside country-town as, say, in Bombay. But. as .stated above, the 
general level will witliout doubt he lowered, other things r»*maining the same. As 
a result those producers who consume very little of imports and thus cannot be 
equally compensated by receiving cheaper imports of an equal value for the loss on 
their ex])orts are hit hard ; whereas those who consume large quantities of im])orts 
will lie largely benefited. The country as a whole will not lo.se much beyond the 
loss it will sustain on the excess of exjiorts over imports. 'I'lu* foreigners living 
in India who have'to send remittances ontsiile India in the shape of pays and 
profits W'ill profit by a *25 per cent, increase. The.'JC peo|)le will get an un just jirolit 
which will nltimatoly touch the pockets cither of the producers oi- of the tax payers. 
The (lovernment will make a considerable saving on their Home charges as they 
will be released by jiaying a much les.ser amount than they would on the jiar. The 
Budget will thus he easily balanced, but it will be at thi* expen.se of the jiroducer 
who will Iki getting few'cr rupees for everything he sells. 

7 In the ease of fixing a low rnjice, the internal jirice-lcvel will become 
higher in India and the [iroducer of raw materials will realise more rupees for his 
goods than he would on the par. The ittifiorts will be dearer and the i-ountry will 
be loser in that respect. Again in the ab.setice of any effective competition the 
irices of Indian manufacturers will be higher and the consumers will have to pay 
ligher })riees. But national industries w'onld jirosper. (Ireat difficulty might 
lowever lie felt by the (xoverument in meeting their foreign liabilities and they 
might be forced either to effect retrencliment in expenditure or levy additional 
taxe.s. Even greater hardship will be felt by Britishers emjdoyed as Uivil servants 
having fixed salarie.s. In fact all remitters of savings, dividends and intere.st 
outside India w'ill lose as a result. 

8. ,\lthough in both cases export and im|)orl trade w'ill after the adjustment 
of prices revive, yet my Uommittee consi<ler both the alternatives as highly 
objectionable and inadvisable. Sneh adjustments cannot lie carried through with- 
out great social and industrial jli.stnrhances, strikes, etc. ft is also very didienlt, 
if not impo.ssihle. to adjust long term eontraots. e.g.. mortgages or other debts. 
Therefore any attempt to adopt a higher or lower ratio is highly nndesirahle. 

Again the above discussion presumes the existence of the prevailing .system of 
currency and exchange. But with full (lohl Standard as my Uommittee Jiavo 
suggeste<l in the following, and gold being exporteil or imjiorted from lime to time 
as Exchange ajiproai’hes the upper or the lower specie-point respectively, the 
question will he lir.st to let the rn|)cp adjust it.self to the par of Exchange; anil then, 
mietnatiag withiii a narrow range itifluoiu-ed hv natural world eaii.ses and law.s of 
Excljangc, the rupee will siu-ely maintain itsidf. In the ojiinion of the (’ommittoe, 
therefore, the question really does not ari.se as to stabilising a high or low rupee. 

Question 11. 

9. Rate of K^rchamje. India went over to the gold standard in 189B and the 
par of Exchange was established at that titiie. Althciiigh the jirovisional system 
was not allowed to develop into the full (lold Stamlard, for exchange purposes wc 
have since then had Child Standard in a fuodified form. The considerations that 
affect the fixing of a ratio of exchange between two countries both having the 
Gold Standard, weighed with tlie Currency (,'ommittee of 181)8 and will weigh 
now in considering that question afresh. I'lie simple rule, of course, is that the 
ratio existing lietween the value of the standard gold coin of one country and that 
of -the standard gold coin of another country is the ratio of exchange between 
those two countries. But as in IStlS. the sovereign was made tlie standard coin 
for exchange purposes both in Great Britain and India, and the age-old rupee 
continued to be the medium of exchange internally, a ratio of the ru]iee to the 
sovereign of 15 to 1 was adopted, keeping in view the gold price of silver and the 
workability of the ratio chosen. The qne.stion therefore of selecting a proper rate 
of exchan^ was solved for us in 1898, The other consideration is whether that 
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ratio is now easily attainable and easily maintainable or not. The very successful 
working of that rate for over lii years sliuuld be a conclusive proof of its 
maintainability. 

10. My Committee suggest tliat the ratio of 7‘53 grains of pure gold to the 
rupee or l.s’. 4</. .sht)uld be reverted to, that g«)ld should be free for export and import 
and for tender tt) the (’urrency Department at that rate and that then Government 
should leave exehiuige at that, to work its own way. My Committee believe that 
thi.s rate will work to the satisfaction of all concerned. The greatest importance 
i.s attached by the Committee to India having free iiiHow and outflow of gold. If 
that .suggestion is accepted, my Committee are eTuphatically of opinion that no 
other ratio will be po.ssible to maintain. 1 f the Government select a higher ratio 
than l.s’. Ad. it is sure to break down at a time of an extremely adverse balance 
of trade. 


1 1 . The decision as to I’everting to our pre-war ratio should be taken us early 
as possible. No doubt a .sudden decision will upset the Budget calculations of the 
Government of India and the Stale Finaiu«s will consequently lx> disturbed; but 
my Committee do not think that Ihe dilliculties of the Government will not 1 m^ over- 
oonie without levying additional taxes. The uneconomic expenditures of the 
Government will have to bt> .slightly curtailed and the Budgets will be balanced as 
easily as they u.sed to be at I.s'. h/. ratio in the past. 'I'here may be import 
merchants who have made contracts at l.s’. iSd. ratio and who sh.-ill be put to loss. 
In the first place, these im])orters, who had no reason to have absolute reliance on 
the continuance of the l.v. (k/. ratio would have mostly “ covered ” their exchange. 
But if there remains some, who did not protect themfwdves in tliis manner, all that 
my t!ommittw can say is that whenever important mea.sures for tla^ welfare of 
the whole community are taken, the hurdshi])s and los.scs affecting a j»ortion of the 
community have got to Ije tolerated. The exact time for taking the above decision 
if for the learned Commi.ssion to lix so that .ste])s tnay be taken to ensure the lea.st 
possible disturbance and trouble to all concerned. At the same time, my (.'ommittee 
venture once more to emphasize the necessity of taking a('tion at the earliest hour 
possible. The (.■ommittee feel .sure that if the gold price of the rupee is fixed as 
suggested and gold is made freely I'onvertible into notes or sovereigns, an immense 
amount of gold wdiich the country has taken in at l.v. Vul. will be released and wo’ll 
become available for trade |mr])dscs. The net effect will thus lx* very k'lieficial to 
general trade. 

Question IV. 


(Jold Kivclunige Standard or the (Jold Standard. It is the deliberate 
opinion of mjr (Committee that the existing system of our ('urrency and Exchange 
the Gold Exchange Standard — is defective in principle and has fully proved in 
practice its inherent Aveaknesse.s. It was put to a .severe trial in BtoV and 1008 
and was saved from a total collapse almost by a chance, lls working during the last 
5 or G yqars, in spite of the expert findings of the Babington-Smith Committee, is 
its own condemnation. At the end ol the. War, India was ei’onomically one (d’ the 
most favourably situated ('('untries in the world. She should, therefore, have l)een 
able to tide over the natural reaction that subsequently overtook the whole world, 
including India, much better than she has done. She should have bewi able to 
nlace her indu.stries. commerce and general trade on a sound and prosperous basis 
by now, if not nuicli earlier. Facts jirove the contrary. National industries arc in 
a fmecarious condition. Trade is shu'kcr than even in the almo.‘it bankrupt States 
of Europe. 'I'he agriculturist has got very poor purchasing ca])acity left. Neither 
imports nor Indian manufacturers are finding a good market, ft is true, it is 
neithei possible nor ])ro])er to trace all this to one cause. There are various 
wmplex factors and forces that have combined to bring about the pre.sent 
deplorable state. But a fairly large share of the re.s])onsibility for our existing 
and persi.stmg difliculties will go to the mi.srnanageinent of a defective system of 
currency ami exchange. ’’ 


f'T The Fowler t omriiittee in 18f)H made the very sound recommendation 
that India .should be placed on the Gold Standard. The Government seemed to 
acce])t It and the ]ieo]iIe widcomed it with one voice. 'I’he preliminary important 
raearares, wbicj, it was expected, would as a matter of course lead to the establish- 
ment of the full gold standard, were adopted. India’s standard coin for 
internatiomal purposes became the gold sovereign, for the coinage of which the 
Currency Committee recommended the establishment of a bra'ndi of the Royal 
Mint in India. For internal circulation the rupe was retained as a token, and 
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14. Gold staiulard reserve was formed. Profits of the rujioe coinage were 
year after year set apart and a substantial reserve of gold thus accutiiulated in a 
few years. Exchange which in effect was legally fixed at Is. 4(/. worked smoothly 
and successfully for a number of years. When thus time became ripe for the 
promised intioduction of the full gold standard, theorists ste)>j)ed in with their 
theories. 'I’beir argument was that the gold exiliange standard was as good as 
gold standard so long as the rupee was convertible into gold at will for export, (hat 
gold currency iti a country like India would be highly wa.steful and increase the 
already great absorption of bullion in ftnlia. People who considered gold currency 
essential to the. gold .standard were ri<licided. 


15. The Curi'cMcv C’ommission of 1(M3 Ifil l that sat under the Chairmanship 
of Kight Honourable t’bam.lM'rlain consitlered the whole <|Ucstion again and gave 
thoir verdict in favour of retaining the prevailing sy.stem with certain modilica- 
tion.s. ^riie idea ol Tndia’.s going over to (he full gold standard was thus finally 
given n|). That was, in the oj)ini(in id’ my Committee, when Ave took a wrong turn, 
’i’he Cotiimitfee believe that the real gold standard wasthcoidy permanent remedy 
of India's as it has bmi ot every other country’s i iirreiity and exchange troubles. 
r.ct tlicir meaning be, not misnnder.stood. My Conimittcc accept without reserva- 
tion the expert s view tli.at the best currency system is the one which has gold for 
international paymenis and llu; paper backed by gold reserve for internal 
cirenlation, silver su])plying (he needs of snbsidiiiry eiirreney as token coin.s. Hut 
they do not suh.scribe to the position of (he supporters ol' the Gold Exchange 
Standard, who maintain that it is as good as the gold standard, 'flu* former can 
with .special circnmslances behave almo.st like the silver standard. In fact, the 
difiicnltjes connected wi(h the .silver standard had to lie faced during the abnormal 
rise of the prieeof silver in 10(8 and 1010. 'I'he rupee then became more valuable 
as bullion than as coin. 'I’he exchange, therefore. Ihictnated with every rise or fall 
in the gold value of silver. It was to remedy this defect in the system that the 
Habington-Smith (amnnitlee suggested the adoption of tlio imjxKssilde ratio of 2.s-. 
from the mistaken belief that the prices of silver and of commodities would remain 
very high for many years. 


10. Hesidcs this, my (’ommitlce helieve that the Gold Exchange Standard 
has given birth to an elaixirato and complex machinery wholly controlled by the 
Govermneiit. and the working of wbiclt is little grasped by (be layman and can be 
less inlbienced by (be financier, the business man and (be publicist’’ ft necessitates 
tlie keeping of reserves nl' bidlion and .securities simnltaneously in Eondon and 
India tor facilitating the adjustment of international accounts. The worst part 
ol it is that the exchange operatiims are not automatic but iiavc to be managed by 
the Government. This power is liable to be misused, lii fact, it was misused, 
mostly owing to the inlierent defecls id’ the system, in llie course of management 
of the mdorioiis s;dos (d' Jieverse Conncil Mills up to 1920 resulting in great lo.sses 
to the State and de}>le(inn id’ the Re.-erves. Enrther the rnpoe the note printed 
on silver- has not been convertible internally into gold. 'The rupee has been 
compared to a note, but a note under the gold stand.ird system sbimld be convertible 
into gold, not silver. Even a greater objection lies against the Paper Gurrcnc.y 
being redeemable not in gold but in rupees wliicli are token coins. 


17. Under the circnmslances, my (.^)Inmittce suggest that effective steps 
should be taken immediately to en.sure India’s going over to the full and real gold 
standard at an early' date. The time I'misidered necessary' to intervene in order 
that precedent eondilions be fulfilled before (he gold stamlard is established, will 
Im? deeidM by the measures taken and tlicir ult imate succe.ss. My Uommitteo liave 
after full eonsideralion come to the einieliision lliat for full gold .standard to obtain 
a permanent footing in Imlia, we will have to impose a limit to the amount for 
which the ru))cc shall be legal tender. Lot the amount in (lie beginning be as large 
as po.ssible, so that iicople should not feel tlie discomfort of a sudden cliange and 
irejmre themselvc.s for the ultimate stage. 1 f the effect of the said imposition of 
imit be, as it is expected it will, to replace the rupee by notes and .sovereigns for 
arge payments and if as a result the sovereign is extensively used it Avonld not 
fe diflieiilt to further limit tlie amount for wliieli the rujiee shall be legal tender 
and ultimately to make the rupee legal tender for not more than 100 rupees. The 
object of the Committee is to limit the circulation of the rupee. But they are, at 
the same time, of opinion that gradual steps should be taken to achieve that object 
in a number of years. As a first .step in flie direction, iny (kanmittee 
suggest that fresh’ rupees .should on no account be coined hereafter, ami 
that fresh currency should be issued only against gold. It is expected 
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that in course of time the circulation of the rupee will decrease to a 
considerable extent. 'riuic may then come for what is termed the 
“ Demonetisation ” of the rupee. Jfo doubt, the declaration to demonetise silver, 
whenever it comes, will have the immediate effect of depressing the price of silver. 
Rut if it 1)0 considered in the best interests of India to limit the circulation of the 
rupee', this diilicnlty cannot stand in the way. My Committee ht)wever will be 
satisfice! if the principle underlying their sug^stioh is accepted. When and how 
to translate it into action may rest with the Government of India. 

18. From what the Committee have said above, it should be clear that the 
stability of the rupee will henceforward rest entirely on the reserve of gold that 
India will have. Therefore the first clTort.s will have to l)e directed towards 
having a .strong reserve. The ('ommittec ahso believe that as a result of free 
minting and free inflow and outflow of gold a very large amount of gold which 
the people have recently purchased will come to the currency re.serve. India will, 
in settlement of her favourable balances of trade also secure gold in a fairly 
large quantity every year. That portion of the gold standard re.serve which is 
kept in London slioidd be kept in India. Besides, other means that the experts 
may l)c able to devi.se .should oe ])racti.sed. Moreover, my Committee advise gold 
in circulation and venture to point out that gold currency in circulation will 
constitute a very strong 8up[)ort to the Kxchange. 

19. The Gold Standard Iteserve.- As regards the composition of the gold 
standard reserve, my Committee are of opinion that the whole of the reserve should 
be kept in gold. It is difficult to suggest a definite figure for the size of the 
reserve. The reserve will be required (1) to liquidate an ini fa vourablei balance 
of trade to the extent necessary to prevent exchange falling below the siJccie 
point, and (2) to ])rovide for maintaining the convertibility into sovereigns of 
notes of rupees in circulation. It is obvious that the present size of the reserve 
will be insufficient to meet the requirements mentioned. The resi'rve will there- 
fore have to lie considerably added to. The exact limit will be decided by 
ex])oricnce and circumstances. As to the location of the reserve, my (.^ommittee 
are unequivocally of opinion that the whole of the gold standard reserve should 
be held in India. 


Question VI. 

20. Folicy as to minting of gold in India . — My Committee suggest that a 
Gold Mint should be opened in India at an early date and that it should be thrown 
open to the unrestricted coinage of sovereigns or Gold Mohurs of the same weight 
and fineness as the sovereigns. We see, nowadays, trade constantly complaining 
against stringency of money and consequent high rates of interest. When the 
Mint is established everyl)ody will have the opportunity to take his gold to the 
Mint or the Imperial Bank of 1 ndia, as the ca.se may b(% and get notes or sovereigns 
iiustcad. Gold is imported in enormous quantities every year in .settlement of 
India’s favourable trade balance. Even after deducting the amount of gold 
required for consumjition as bullion, there remains a large surplus floating in the 
Bazar as long as the season is in its full swing. 'I'hus instead of facilitating 
trade the imported gold bhx'ks up even the existing supplies of currency and thus 
acts as a great hindrance to the general trade of the country at a time when money 
is greatly needed. All this gold at present lies unpnxluctive, but if there hi free 
gold the public being sure of getting gold at any time, will willingly part with 
their hoarded gold in exchange for notes by delivering the same to the currency 
department of the Imperial Bank. Thus circulation wdll adapt itself to the neeJs 
of trade and industry. 

21. .\s to the second point whether obligation should be undertaken to give 
gold for rupees, my Committee have suggested that the rupei' should be made a 
limited legal tender. If this proposal is accepted the question will lose much of 
its force. My Committee, however, are of opinion that before imposing a limit 
on the amount for which the rupee should be legal teiuler, it .should not be declared 
convertible into gold for internal use. But whether the rupee remains unlimited 
legal tender a.s now or not, for bona pie export purposes gold should certainly 
be issued against rupees, but only at gold export point. My Committee want 
that the unproductive gold should come to the Mint and the place of rupees should 
be taken by the Currency or Bank notes. It would be, in the Committee’s opinion, 
very undesirable to substitute all at once the whole of the rupee currency with an 
equal volume of the gold circulation. 
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Question VTI. 

22. Remittance (yperations of the (Jorernment of India. 'I’liosc operations 

should in future be eonilucted either by the (jovernmeut or the Tniporial Bank 
of India buyiiifjf exelian^o from the Exchange Banks in the market in the same 
way as other private agencies. In nine years out of ten the Home Charges will 
be set off against the payments that Fudia will Iv entitled to receive for the excess 
of her ex|)orts over imports. Fn the event of failure of crops, and there being 
consequently an excess ot iinjiorts over exports, or iti ca.se of accounts being 
balanced, the Government or the Bank may create tem])orarv credits in London 
by taking loans. But ultimately gold will have to be exported for the Government 
as well as for trade remittances. My Committee are in favour of the Fm])erial 
Bank managing the remittance operations. The Bank will bo in a better position 
to conduct these operations to the best advantage of the country. 

Question VTTL 

23. Elasticity of Currency.- Spp the (Committee’s answer to Question VT. 
Besides that, in order not only to meet small seasonal demands but also even tho.se 
large demands from the public which, with the dev'clopment of concentrated 
industrial and banking enterpri.ses, wdll becojne ij‘re.sistible, a greater elasticity 
may bo provided for by granting to the Imperial Baidc, if and when it is entrusted 
with the function of issuing notes, a power to issue notes to a lixed maximum 
figure again.st reliable bills of exchange and also against lluudis discounted by 
reliable Banks. The G(»ver!unent of Fmlia may also be empoAvered to issue 
emergency currency on their own res])onsibilily on oc'casiotis of serious financial 
crises to a certain extent, the maximum limit of w'hich must be fi.xed. 

(^OKSTION V. 

24. Tra/i.'ffer of niainiijenieiit of rurreney to the Imperial Hank of India.- 
My (^'ommittee in this connection are of opinion that it is fhe l)est policy to eniru.st 
the issue of notes bt an agotuy which can command fullest confidence, has unim- 
peachable credit and which should be considered to be Iht* least liable to suci'umb to 
the temptation of misusing its powers. The Government of any country does not 
possc'ss all these (pialities, and that is w'hy almost all the countries have entrusted 
this function to their re.spective Slate Bank.s. 'I'lie Fndian Government as it is 
at present constituted is not expecte<l to c«)mmand even as much confidence as 
others do. Ft would therefore be very desirable to transfer the eontrol and 
management notoidy of the note issue but of the w'hole execution of the currency 
policy of India to the Imperial Bank of India. But before doing so, the 
Directorate of the Bank must be made fully representative of Indian interests in 
order to b.:* able to deserve the national confidence. The Bank should not be allowed 
to do foreign exchange business on its own account any longer. This arrangement 
will, in the (kunmittce's opinion, enhance the preslige and reliability of the Stale 
Bank. The Issue Department of the Bank mu.st be kept mitirclv separate ami 
distinct from the Banking Department. Kea.sonable remuneration may be given to 
the Imperial Bank for the management of (he Issue Department. 'I'he detailed 
terms of the transfer wdll be better suggested and drawm up by the specialists in 
the line. 

25. As to the backing of the mite issue, my (kunmittee are of opinion that at 
no time should the gold reserve against the Paper ('nrrency be less than 50 per 
wilt, of the total note circulation. F^ven a higher limit may, for the sake of .safety 
and security, be kejit. The .securities should be such as to he easily realisalile in 
times of sudden needs. 

20. The Imperial Bank of India should open its branches all through the 
length and breadth of the country not only in districts but also in small country- 
towns. Before this is done the net work of treasuries may lie made use of for this 
purpose. .Ml “ universjd ” notes shouhl 1m* easily convertible into sovereigns all 
over India, fn the opinion of the rommittee it is very undesirable to re i.ssue one 
rupee notes. The public; sentiment is decidedly against its re-issue. The 
experience that the public had of the previous small notes which were worn, .soiled 
and spoiled in a very short time and which caused great loss to the holder.s, has 
discouraged the people. 

27. In this connection when the Committee have expressed their views on the 
transfer of the control and management of the currency, tbev txmsider it to be 
their duty to lay all the emphasis that they can command on another very 
important side of the question. The currency policy of India has been controlled 
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W the Secretary of State and his advisors in London. It is unfair to expect the 
Secretary of State iwho is dependent for his existence on British votes and who 
would naturally he anxious for the protection and profits of British interests, to 
consider Indian interests first and foremost on any imjiortant question, the 
decision of which may affect unfavourably or othenvise the interests of his voters. 
Without seeking to import politics in the disciisson of a i)urely economic question, 
my Committee want emphatically to urge upon the Commission the immediate 
necessity of transferring the power from the hands of the Secretary of State to 
the Indian Covernment controlled by the Indian Legislature. Unman nature is 
such that the very same measures which are sometimes criticised by the public at 
present, would meet with lietter reception if the final power and responsibility to 
execute the currency policy of the country were in the hands of the representatives 
of the people. Taking everything into consideration, my (kimmittcc hope that the 
Royal Commission will be pleased to give their earnest consideration to this most 
imjxirtant aspect of the problem before them. 


APPENDIX 31. 

Statement of evidence submitted by Mr. Chunilal B. Mehta, Cotton and 
Bullion Broker and Commission Agent. 

The time is fully ripe for solving the jiroblems of Indian Exchange and 
(hirrency by active measures leading India to Gold Standard. 

Thougli the Government i)f India were able to maintain a Gold Exchange 
Standard for about 20 years during the world war crisis, the same was loosened 
by all its screws. .And since then, it has been admitted and accepted throughout 
the world that Gobi Stamlard is the only ideal Standard. 

At present in many civili.sed (‘ountrics there is Gold Standiird without Gold 
Currency. Put in India until the people arc more educated and civilised. Gold 
Currency is a necessity. 

Other countries have taken 10 to 20 years for reverting to the Gold Standard. 
And the period thus recjuirc'd is called “ Transition Period ”. 

It is quite certain that besides the Transition Period, India shall have to pay 
a very heavy price for coming to Gold Standard with Gold Currency. 

During the Transition Period three things shall have to be done : — 

1. To fix the Exchange Ai'’alue of the rupee during Transition Period. 

2. To acquire necessary amount of gold gradually. 

3. To dispose of excess silver rupees gradually. 

Since about a year rupee is well .steady at a certain level, and in view of the 
other circumstances, rupee can Ihj fixed and maintained. 

Secondly, gold cati be secured gradually without increasing its price. 

But the problem of disposal of vast anuniut of silver is very difficult and 
complicated. If we go to (he world markets for selling the silver, it is quite 
certain that it would fetih a very low ])rice, so low it would be that we could 
not afford to .sell at the price. 

On (he other hand, it is also certain that India does reijuire a .substantial 
amount of silver for her internal .social and indu.strial purpose.s. 

In view of the above my suggestions are as follows : — 

1. Import of silver bullion, coins, etc., l.)e prohibited in India during the 
Transition Period. 

2. Government of India should sell silver bullion for internal requirements 
of India, by melting silver rupees. 

Minimum requirements of India can safely be taken as 40,000 bars tier year. 
(One bar is equal to 1,050 ozs. or 2,800 tolas.)” 

In order to get the silver bullion of 40,000 bars, rupees 12 crores should be 
melted every year. 

*The same should be sold to the public at the rate of about Rs. 80 per 100 
tolas. It would realise Rs. 9 crores. The deficit of Rs. 3 crores every year should 
be met by the Government either from the Revenue or from the interests received 

• Mr. Melito enbacquently Bubmitteil a modified Btatoment malcing the following amendments 
to figures quoted m this and the following paragraph : 

For 80 read 71, for 9 read 8, for 3 read 4, for 9 read 8, for 3 read 4. 
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on the securities in the Gold Standard and Paper rurrency lli'servos. (The 
deficit cannot lie called loss, as the profits made by niintinj? bullion into laipces 
have already be.en earned or taken by tlie Government, and now the same are 
requireil back for reversin}? the transaction.) 

llupees 12 crores (Its. 9 crorcs by tlie sale of silver bullion and Its. 3 crorcs 
from the Government) thus secured should he utilised iii huyiii}^ ffold every year, 
and minting the same into gold ru{MH*s. (Details of the gold ru[)ee given here- 
after.) 

Present llomhay price of silver is Its. 72 per 100 lolas. .And prestmt Dondon 
price of silver is 32^A per ounce. It is cjuite likely that l.nmlon |)rice might 
decline if silver imports in India arc prohibited. Vci (he price of Its. SO per 100 
tolas suggested by me for disposing Government silver caiiimt ho called unreason- 
ably high as till recently there was an import duty on silver amonnling to about 
15 per cent, on the value. 

In case there is a greater demand than 40,000 bars a year, GovermiK'iit 
should supply the same by melting more rupees. In ca.se the (iovermmmt cannot 
meet all the deficit, T suggest that the balauci; of the deficit not met by the Go\eru- 
ment should be made good by the cancellation of currency note.s to that extent. 

3. A gold coin having gro.ss weight 180 grains troy, and having 1(55 grains 
fine gold .should lie minted from Its. 12 crores mentioned above everv year. 

It .should be made exchangeable for 20 (twenty) silver rupci's.' tt .should be 
naineil or called a gold rupee. 

Tt .should he declared a legal tender in any amount. During the Transition 
Period, the Government should' not undertake the obligation to give gold rupee 
in exchange for .silver rupees or currency notes. Mut the Government should 
undertake the obligation to give silver rujiees in exi'hange for gold rupee. 

Gold rupees thus minted should not be issued to the public for circulation for 
first two or three years. But after that a beginning should be m.ade to issm* every 
year a, certain numlx'r of gold rupet's to the public, increasing the quantity every 
year. 

If more silver is sold, more gold rupees should be minted to that extent. 

4. Present silver rupees should not he minted any more. 

5. All future Currency Notes should be i.s.sued with the provision “ Pay- 
able either in Gold Pupees or in Silver Pujices at the option of the Govern- 
ment ” 

(i. All future loans of the Government as well as public Ixslies should he 
issued with the .same pnivi.siou as mentioned above in No. ,5. 

7. During the jieriod pro.sent silver rupee value should be fi.ved at bv. Oaf. 

gold. 

8. After a period of about 7 to 19 years, when the (.lovernment liave 
dispo.sed of sutlicient excess silver rujices and have suHuMcnl gnhl rupees in 
reserve and in circulation, present silver rupee should be declart*d a subsidiary 
coin limiting its tendcrahle quantity and abolishing its fixed exchange value. 

9. Pest rict ions on silver imjiorts, then, should !.«• very gradually relaxed 
and finally entirely removed taking care that wide (luctnatioii does not follow'. 

It is quite clear that mv suggestions a.sk for a heavy jirice from the Indian 
Govornment as well as Indian |X*oplo. hut f think there is no way out r)! it. It is 
a bitter pill for both, hut the disease is there and earlier the remedy the better 
for all. 

Thi.s is the time and the opiiortunity to inaugurate the Transition f’eriod with 
a well-fixed programme for reaching to the goal of Gold Standard. Tt is certain 
that if a lieginning is now made, it will take at least 10 years to comjilete the 
programme. But if this ojiportiinity is lost it is also certain that the question of 
Qold Standard for India will he shelved- at least for the pre.sent for ever. 

Finally, to fix the Exchange value of riiTiee at 18/7.. or at 10//.. or at any other 
point, without putting into operation the workings of a well-fixed programme for 
Gold Standard —and with the sweet talks that India should get a Gold Stamlard 
wvith gold currency — will mean nothing hut despair and disappointment to the 
Indian Nation, making her hopelessly await for more Poyal Commissions. 
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APPENDIX 32. 

Statement of evidence submitted by the Honourable Mr. H. S. Lawrence, 
C.S.I., I.C.S., Finance Member of the Government of Bombay. 

Tho Austen Chainberlinn romniittee'of 1U13 made the following important 
reeominondation : 

“ Put while educating the peo[)le of India in the use of more economical forms 
of curreiKiy, it is important tliat Government should I'oiitinue to act on the 
prinoij)le of giving the j)eople the Form of currency for which they ask (])ara. 74).” 

‘‘•Any attem])t to rcFnso gold to meet thes»' legitimate demands would be 
unjust and foredoomed to failure, and could only cause alarm and instability 
(para. 75).” 

2. The Pabingtou-Smith (‘onimittee of 15)1!) in para. HH accepted in principle 
the recommendation of the Chamberlain (kmnnissiou regarding the provision of 
such form of currency as the jicojdeof India might demand, whether rupees, notes 
or gold. 

3. The International Conference in 11)22 were alarmed lest the uncontrolled 
resumption of gold standard might lead to catastrophic consequences. 

Authorities seem to be very strongly divided on the question whether there is 
likely to be a surplus of gold or a shortage of gold. The Genoa ('onference con- 
sidered the risk of the shortage of gold as the more serious. Hepresentatives of 
vari(*us countries were prepared, it is understood, to accept a gold exchange 
standard which im|)osed on certain countries, notably the Gnitcd States and 
United Kingdom, the responsibility of maintaining stores of gold, while they 
hoped to sectire the advantages without paying the cost. 

'I'he demand for a gold standard together with a gold currency has many 
advocates in India. 'I'he view is widely held. |)articularly in political circles, that 
a gold .staiidanl and a gold lurrency arc more api>ropriate to the <lignity of a 
great country : but the advocates of tliis view do not refer to the disciissioms of the 
Genoa Conference : and are possibly not acquainted with the contrary arguments. 

4. A Chirrency Policy may in theory be ermsidered apai’t from its^ reaction 
upon trade and industry: but if a jxtlicy l)o adopted which creates a revolutionary 
disturbance of the established position in trade and industry it may, however 
perfect in theory, be the cause of violent disorders imperilling the basis or .society, 
loir example, such a disturbance, may arise from a change in the real value of 
wages. If gold be appreciated greatly by a sudden new demand, salaries and 
wages will not adjii.st thenmclves to the now standard of values until .some time 
has elapsed. 

Kecent similar ex))erience of the Coni incut teaches us that during the interval 
there must be strikes and upheavals of social relations, Avhich are fraught with 
peril to the social fabric; which bring inevitable ilisaster to the poor and ignorant, 
and are liable to the manipulation and intrigues of High Finance. 

A Currency Policy unwisely ado]ited may therefore intensify the di.sruptive 
forces of civilisation and cannot be considered in terms of scientific technique 
alone. 

S'l‘AmL18ATION OF THE RuPEE. 

5. Since the rupee has remained stable in the neighlKiurhood of J.v. Qd. for 
over a year now, there is every reason to siq){)o.se that it could be stabilised at about 
that rate. 

6. In this interval trade in India has been fairly prosperous. The balance 
of trade, other than bullion, has been in favour of India, to the extent of many 
crores, and equilibrium was maintained in 1924-25 by the importation of gold 
approximately 75 crores and' silver 25 crores. 'I'liere is rea.soii to Ixdieve that the 
importation of gold bullion and sovereigns of over 200 crores in the last 6 years 
has su[>[)lied the demand which during the war could not Ix! met, and that the 
country is now fairly replete. 

If this be true and if the succeeding monsoons are good, the balance in favour 
of India would tend to raise the rupee to a higher value. 

7. The policy of the Government of India has been recently directed, it is 
understood, to the prevention of a rise of the rupee above Is. fid. So long as silver 
does not rise in value above the parity of the rupee, it appears possible for the 
Government of India to control the upward movement of the rupee. 
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8. Since there is no clear indication that the interests of the country have 
been injured by the variation in the level oF exchange in the last Few years there 
does not appear to he any urgent necessity for ineasiires of stabilisation. 

On the other hand, conditions of trade seem to have assumed a degree of 
steadiness; and the restoration of sterling to its gold value removes one of the 
prime factors of instability: and it may Ik? admitted that the time is therefore ripe 
for the execution of such reforms as )iave been demonstrated to he advi.sahle by 
recent experience. 

9. Stability in internal prices is of greater im])ortance than stability in 
foreign exchanges: inasmuch as the finst alTects the interests of myriads who 
through ignorance and poverty are unable to ])rotect themselves; wldle the latter 
operates primarily on merchants of intelligence and wealth wlto can utilise 
linancial niachiiiery to insure themselves against loss. 

10. A rising rupee cncotirages imports and a falling rupi'c encourages 
exports. 'I'he encouragement in each case is temporary until wages have been 
adjusted to the iKiw levels. 

11. During the period of transition merchants and other middle men make 
larger profits at the expense of producers or consumers. 

For cxamjde, on a, risiiig exchange an importer contracts For tlOO worth <d' 
steel when the rupee is at !.<?. 4f/. and exj)ects to have to remit lis. 1 ,500. When the 
steel arrives, if the rupee has risen to Htl. he has to remit lis. 1,200 only. 

On a falling exchange an exporter contracts to sell wheat for tlOO, and in a 
similar case of a fall from !.<. Hf/. to l,v. 4tl. in lien of lbs. 1.200 he receives Hs. I, .500. 

The advantage ordinarily goes to the middleman, not to the ryot; and the 
advocates of the low ru|)ee will he found not infrequmdly tt» be the export 
merchants who benefit by the falling ru])ee. 

12. Some confusion of thougiit appears to exi.st on the subject, and while, it 
is argued that a low rupee causes the ex|)orf trade to expand and hcnelits the ryot, 
yet if the facts are analysed, the expansion of ti inle may be traced to the advantage 
gained by the exporter during the period of a falling rupee. 

13. Some advocati's »d' this .school uf thought appi'ar to l•('gard the deprecia- 
ting currency of continental I’ouidries as a positive advantage*, .‘iiid luivc failed to 
give due weight to the .strenuous efforts xvhich such countries as France and Italy 
are making to raise their exchanges. When the fall in the franc or the lira is 
regarded as a national disaster in I'rance and Italy, it is tlillicidt to support the 
pro])aganda in India, in Favour of a depreciate<l rupee. 

14. When stable, a high rupee tends to reduce, and a low rupee to raise all 
prices in India. F(tr example wheat has a world price, ;ind the internal price in 
India is governed by the export price, f f a ton is .sold for export for L’ll) the ])rice 
in India, will Ik? Ks. 150 at l.s. 4'/., or Rs. 120 at I s. iUl.. or Rs o-lias. per mannd 
in the fir.st cast* and Rs.4 oa.s. in the second. 

The price of wdicat reacts on all other food grains and thereby on wages, and 
the cost of ])roduct ion in every indu.stry. 

Every industry in the cost of production of which wages form a serious item 
is in this way assisted by a high rupee. 

1.5. The problem is of course not free from complications; for a high rupee 
facilitates foreign competition. For example, steel and cloth may he imported on 
more favourable terms with a high rup{‘e. IhiL here again it is jiece.s.sarv to 
distingui.sh between the eflects of a rising rupee .•ind ii high st.able rupee. With a 
rising rupee internal costs of production w'ill not have fallen, and the competition 
tends to lx; unfair. When the high rupee is stable the costs will fall and the 
industry will compete in a fair held. In the interval the indu.stry h;is a claim to 
protection. India has adopted the jirinciple of iliscriminate protei •lion. This 
principle has not yet lx*en afiplicd to .a case of rising exchange : and it is doubtful 
whether the need for this disi-rimination has as yet been recognis<;<l in India. 

16. The principle xyas accepted in the orders passt'd last February for the 
safeguarding of Industries in England, and was put into foi-ce in Au.stralia on 
March 25 last for protection against the, depreciation of .Japanese currency. 

Since the Government of India must attach full weight in their currency 
policy to the opinions of Indian jioliticians, so far as is possible, it is perhaps 
permissible to suggest that the agitation in favour of a low rupee has been 
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intensified by the omission of the Government of India to take such measlires for 
the sarej^uardinj^ of Indian Industries as are being put into force by the English 
and Australian Governments. If the Indian Industrialists were assured cif such 
protection, the opposition to the recent currency policy of the Government of India 
would lose much of its force. 

17. The Currency Commission are not concerned with tarilT policy. But I 
venture to sulmiit that they are concerned to know wliat are the currents of public 
opinion in India which will elTect the reception of their [iroposals. Bombay is 
especially interested in the riuluslrial development of India; and the recent 
creation of the TarilV Board was regarded as the first fruits of a new jiolicy. But 
the hopes it excited have been greatly disappointed by the rejection by the 
Government of India of most of the proposals made by the TarilT Board; and 
where tho.se proposals have not been rejected, they have been greatly reduced. The 
suspii'ion is thereby arou.sed that the Government of India were reluctantly forced 
into the acceptance of a policy of protection; and that they take every opportunity 
of abstaining from implementing that policy. 

18. (While I am atteiujiting to exjdain the feelings Avhich are at the bottom 
of the jire.sent agitation regarding the Currency Policy, I wish to guard myself 
against any imputation that f accept this fading as well founded). 

These hostile critics allege that when the Government of India assert that 
their policy is directed to j)rotccf the Agriculturists against the exploitiition of 
the Industrialists, they are insincere; for the policy is in fact directed to the 
fostering of Engli.sh Industrialism at the e.x pen.se of Indian [lulustrialism. And 
they go further. They allege that this j>olicy is not only insincere but is also 
completely mistaken. 

It). 'I’he demand for juaxlucls of English industry docs not arise from the 
agriculturist but from the Indian Tndnslriali.st; a7id any attempt to squeeze out 
the Indian riidu.s(riali.st between the Agriculturi.st and the English Importer fails 
disastrously in its object. 

The prosperity of Engli.sh trade <lej)ends on a market for high class gocals. 
If Indian industries are prosperous, that market cau be expanded to an unknown 
limit. The .share of the Indian .Agriculturist in imported goods is confined to 
oheaj) articles imported fr(»m the continent and other countries. If this market 
were pre.s(>rved for the Indian Industrialist he would prosper and his prosperity 
would react on English trade. 'I'liis the(»ry clearly lca<ls directly to a policy of 
Imfierial Preference or rather Preference ('onfined to imports from the United 
Kingdom. 

This is a brief summary of the economic theory held, if not expressed, by an 
important school of thought in Bombay. 

20. I turn now to take the instance of the effect of a stable high rupee on a 
branch of Industry such as cotton mills and of agriculture such as exUton cultiva- 
tion. 

First 1 compare the efferts of the rupee at l.v. 4c/. and the rujiee at If. 6</. on 
the scale of cotton goods. 

The competition between Engli.sh imported cotton goods and the Bombay Mill 
products has been stated by the* Bombay Millowners' Association to be negligible. 
The high grade goods of Lancashire aflcct the richer class of consumers and the 
lower grade goocls cjf Bombay affec't the poor class of cxm.sumers. AVith the higher 
rupee the middle classes in India are able to obtain their cotton clothing at a 
smaller cost in rupees. Though the market is broadly speaking different, yet there 
is a margin of ovcThq^ping; and a fall in the ru])ee price of Lancashire imports 
induc;es a fall in the ru])ee price of Indian Mill products. 'I'he Mill industry 
therefore seenre.s fewer rupees. 

On the other hand the Indian Mill Industry pays out a smaller sum for the 
naehinery and the Mill stores which are import(?d. and which represent an annual 
outgoing calculated by the Bombay Millowners’ Association at 7 per cent, of their 
expenditure. 

The higher rupee reduc!es at once the price of cotton, other things being equal, 
for the large portion of c'otton grown is exported. 

Thus in 1923-24 out of five million bales of cotton 3f millions were exported ; 
and on an average .some 60 to 70 per cent, is exported. 

The cotton price is therefore a world’s price fixed in gold : and if the rupee is 
higher, the rupee price falls. The cotton mills, therefore, with a stable high rupee 
obtain supplies of cotton at a cheap rate. 
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The cost of raw cotton ropresents (50 ]H'r cent, of tl>e outgoiiif^s ot the mill 
industry; and the cost of production is therefcjre largely reduced by a high rupee. 

21. Wages in cotton industry represent 10 j)er cent, of the outgoings. I n .si> 
far as a high ru|)ee reduces the price of food-grains and the cost td’ living ot the 
mill-hand, it Justilies a redm lion in wages but there is necessarily a lag during 
the period of adjustment. 

22. On the other hand it is argued that if there is a fall in the prices <luc to 
a high rupee, the cultivator has fewer rupees with whicli to buy cloth. 'I’his state 
ment would be correct oidy if the price of ctdion cloth d<ies not fall /mri passu 
with the fall in agricultuial produce. In fact, it may lu* contined to the j)eriud 
during which cotton cloth made from cotton bought at a higlier level of prices is 
being disposed of. 

23. In regard to the agriculturist’s interests in general, it is sometimes 
argued that the cidtivator is in jured by the higher rupee itiiismuch as his p.'iyments 
of Government revenue were as.sessed on a lower rupee. It may be pointe<l out 
that the share of agricultural produce taken in Government revenue is often 
exaggerated in public, di.scussions. 

The Land Jteveuuc of the llombay (htvertiment is appro.ximately 5 crores. No 
accurate estimate of the value of agricultural produce can be fonned; but an 
estimate was framed by the Government of India which placeil the ligure at Kin 
crores. If it were as.sumed for the sjike of argument that the change in (he value 
of rupee from I."-, h/. to 1 <. (u/. retluccd the v.-ilne of agriculture pioduccd by 
11 jjer cent., theti the agiaculturist would be i)aying bis 5 crores out of a total of 
120 crores instead of 13;') crores. Tlis burden will be increa.sed from 3 7 i)er cent, 
to 41 per cent. Hut since his other outgoings woidd be siiiiilarly decrea.sed, there 
is no reason to believe that he wouhl be injured in any degree as .soon as the high 
rate had been stabilised. 

24. There remains the (jue.stion of National Finance. The figures have 
probably altered little since the i{e|)ort of the (’ommission of lOlO that the Home 
Charges on 

Ilupee at l.f. Afl. amount to 33 crores. 

Itujiee at l.f. M. amount to 2t>’3 crores. 

Kn])ee at 1.?. M. amount to 2(5'4 crores. 

An economy of 3 to 4 crores a year is worth obtaining, but it is not an argument 

that is by any means conclusive. 

25. To conclude, the arguments above stated may be summarized to 
indicate : 

{a) That the principal interest of India is in the range of internal 
prices, the prevention of further increases and the gradual reiluction of 
present jirices. 

(b) That the further course of silver cannot be foretold. The vagarie,s 
of the China market have never been understood or explained; but unless 
a fresh demand in China .should disorgani.-;e the market, as in ltH0-2(), the 
Government .should lx* able to control the ri.se of the rupee. 

(c) With the balance of trade greatly in favour of India, the rupee if 
uncontrolled would probably rise to a moderate extent. It is probable 
therefore that the Government of India would be able to .stabilise the rupee 
at such moderate rate as they may decide, but a return to a 2s. rate would 
be unwise. 

(d) The rate of 1.y. Sd. would probably l)e po.ssible. Hut in order to 
avoid unnecessary disturbance in trade ami i‘ommerce the pre.sent existing 
rate of l.s. (k/. between the gold points .should be adopted and would be most 
ea.sy to defend. 
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Statement of evidence submitted by Dr. Fromathanath Banerjea, Minto 
Professor of Economics, Calcutta University. 


The abnormal conditions created in India by the war and its aftermath have 
now practically di.sappearcd. The ajj;ricnltural situation is quite fair. The 
depression in mdiistrial activity which bejtaii a few years ago still continues, but 
signs of a revival in the near future are not wanting. Trade has already made 
considerable progress towards recovery. The financial jiosition of the Government 
is satisfactory, and the era (d‘ deficits has now come to an end. World conditions 
are also gradually ajqiroaching the normal. Most of the countries with whom 
India maintains trade relations have now stabilised their currencies on a basis 
of gold, and Great Hritain has recently returncil to the gold standard. Indian 
merchants and statesmen have for some time past been demanding active measures 
for a solution of the problems of Indian currency and exchange. The time, there- 
fore, seems to be ripe for making an earnest effort to secure monetary stability 
in India. 


2. The (|Ucstion of the comparative importance of stability in internal 
prices and in foreign e.xchanges need not worry us overmuch. The internal trade 
of India is many time.s as large as her e.vtcrual trade. Therefore, bxikcd at from 
the standpoint of volume of transactions, stability in internal prices seems 
certainly to lie more important than stability in foreign exchanges. But, 
absolutely oousidered, the foreign trade of Imlia is large enough to merit serious 
attention. If there is one thing more than another which disturbs the course of 
commercial and industrial activity it is uncertainty of exchange. It should be 
remembered in this coimei'tion that there is not only no conflict between stability 
in internal prices and stability in foreign exidianges, but that the two are, to a 
considerable extent, closely iiiter-related. 


A rising 


3. 'fbe elTects of a rising or a fjilliug nqHH? are well understood 
rupee tends to discourage (exports and encourage imports. When exchange ri.ses, 
the exjiorter gets a smaller number of niiMVs in return for his goods. pAports 
from India consist mainly of raw materials. Such articles as are in the nature of 
monopolies aio not ailversely affecteil to an a)»preciable. extent, if the rise in 
exchange is small. But wlieii the rise is considerable, the export trade even in 
monopolies tends to Ihi checked. It should be borne in mind in this connection 
that there are very few articles which may be regarded as absolute mouopolie.s. 
When prices rise very high, substitutes for monopolies are often found and there 
is thus tlie risk of a complete ruin of the trade in the.se artiele.s. In the ease of 
commodities of which India is only one of many producers, the price in the 
world’s markets does not, as has been jiointed out by Professor devons, “ respond 
to the rise of the Indian exchange, and the snjiply of these commodities from India 
may cease altogether, or can only he continued at a lower cost of jiroduction — in 
other words, wages and profits mii.st fall, or cheaper means of jiroducing the 
commodity must he foniid, as by introducing iinjirovcd methods or machinery.” 

4. A rising exi'haiige by leduciiig the rupee ])rices of im))orte<l commodities 
places the locally-ju’oduced goods at a disadvantage. The home imhistries thus 
find the. competition of foreign indu.stries more keen Ilian before. The stronger 
and well-established industries arc able to stand the severer test, but the iveaker 
and nascent industries may ])erlia])s find the strain t(K) heavy and may even 
snccuiiih to it. When this happens, the industrial development of the country is 
necessarily retarded. The effect of higher exchange is thus injurious to industry 
as well as agriculture in India. 


5. 'file different elasses of society are differently affected by a rising 
exchange. (Consumers gain, while producers incur a l()8.s. Creditors reap an 
ai’vantagc, hut debtors suffer. The effect on n;itional finam^e is lumeficial, for 
the Govorrimoiit are able to meet their foreign obligations with a smaller number 
of rupees. But what is gain to the Exchequer is loss to the taxpayer. The 
taxpayer pays the Government the same nnml^er of rupees as before, but the 
riiiiee is now worth more than it was. 

6. The effects of a falling rupee are tho reverse of those of a rising rufieo. 
Exports are stimulated, while imyiorts are ehecked. These effects are, however, 
temporary. They cea.se as soon as wages, profits, etc., readjust themselves to the 
new conditions. But readjustments always require time to be completed, and the 
process is not always smooth. Nor is the period of transition necessarily short. 
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7. Let us noAv consider the periiinneiit effects of higJier exchange. The 
rupee be^ines an overvalued coin, and the general pri(!e level is lower. Wages 
and profits are^ in the s;mie relative position as they were before the transition 
coi^ence(|. There may, however, be s«nne classes of ])orson.s wlio are nnalihr lo 
adjust their position t<) the new condilion.s, and they are adverstdy affected by the 
change. The effect of higher exchange on the conlitry as a whole is advcr.se, so 
far as its foreign trade is concerned. India’s exports exceed her im]>orts in 
value by a large annual sum, varying from (it) to SO croivs. lliglier exchange 
thus means considerable! loss cni account of this trade balance. .Vs against this 
loss, the Ciovcrnment ot India arc! able! to etlc'ct a saving in llome t/harge^s, for 
they are recpiired to remit a smaller numlK'r of vupc'os. lint, as wt! have^ilrcady 
seen, the amount thus saved really conic's frciin the! ])ocl<ets of the* pc'oplc*. 

8. The (juestion whic!h presc'nts itsc'lf at the* present moment is not so much 
the stabilisiition of the rupee as the adoption of a .sound currenev system. 'I'he 
gold cxclumge .standard has failed to satisfy the tests of a sound sy.stem. ft has 
always sliown a tendency to break down as sckui as there has been a crisis. 
Besides, it ha.s been attended with many evils in the past. The utilisation of the 
reserves tor purposes other than those for which they were originally intcndc'd, 
the fixing of the exc-hange rate at a figure Avhic'h was found impossible to main- 
tain, the method adojited in purchasing silver, and the enormous lossc's conse- 
(pieiit on the saje of revc*rsc! councils are instiincc's in point. Management is not 
a bad thing in itself, but it can prove a success only when the persons c'litrusted 
with the work are [wssexssed of jierlpct Avi.sdom and the highest degree of honesty. 
But as is pointed out by an caninent cieoiiomist, exporieiic-e has shown that the 
control of currency is liable to the gravc'st abn.sc's. In India, which is still a 
subject country, the possibility <;f the occurrence of abuse's is niiu h greater than 
in other countric's, and management should evase, if for no other reascai, iu orch'r 
to remove the' suspicion from the public mind that Indian enrreney is often 
manipulated in the interc'sts of England. Bc'sidc's, India has now clc'vc“lo|)c'd a 
large foreign trade of her own, and it is very undc'sirable (hat her currency 
should continue to be linkv-d with that of another country. It is *■ risky,” to 
use the words of Sir Basil Hlackett, to tie the nipc'e to the chariot whc'cls of 
the Bank of Bngland.” Nor can sentiment be altogc'ther ignored in matters of 
this sort. The gold exchange standard is rc'gardc'd as the brand of snbjc'ction 
and inferiority, and, naturally, Indians feel that the system should lie altered. 

9. Now, what is the alternative to this standard 1 It is impo.ssibIe to go back 
to the silvcu’ standard. The .standards basc'd (>n index numbers which have been 
advocated by sevc'ral c'conomists present dillicadties which appcxir insurmountable 
at the present moment. .\n exchange standard for the whole eivilisc'd wccrld based 
on gold kept at a cx'iitral ])lace will be possible when the Lc'agiie of Nations is able 
to command the eonlidence of all nations, givat and small, and the habit of intc'r- 
action becromes full establi.shed. For (he prc'sent, the adoption by India of the 
gold standard sc'ems to be the oidy solution of her enrreney problems. This is 
the sy.steni which makes the largest measure of automatic regulation po.ssible. 
Besides, gold has now' once more c'stabli.slu'd itself as the international standard 
of value. India’s trade relations are mainly with gold-using c-onntric's, and tlu'sc! 
can only Ix! satisfactorily maintainc'd by the adoption of gold as the medium of 
exchange. Fnun the .standpoint of .stability of commodity prices, the gold 
standard is not an ” invariable standard.” lint as Dr. IJregory points out, tlu! 
value of gold is not likely to flucTuate widely within .short periods of time and 
the gold standard necessarily involves stability in ])rices over the whole of the 
area in which the stamlard jirevails. The gold standard is thus able to eliminate 
social and international difficulties much more successfully than any other 
standard. An incidental advantage of the ailoption of the gold .standard will 
probably be that a greater familiarity with gold coins will bring into n.sc such 
quantities of gold as arc now kept as a store of value in the sliajie of ornaments 
or lumps of the yellow metal. The change will also firodnce a desirable political 
effect. I therefore entirely agree with the view of an eminent person fully con- 
versant with Indian conditions, who says: " The jieople of India will be safer 
with a currency based on gold, although the commodity value of gold is liable to 
fluctuate than with one dependent on the varying opinion.s of any body of men.” 
It seems to me that the adoption of the gold standard is an economic, social and 
political necessity. 

10. The main objection to adoption of the gold .standard i.s that the u.se of 
gold as currency i.s uneoonomicsal, especially in a poor country like India. The 
view is quite correct. But the adoption of the g»>ld standard does not imply that 
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gold coins must necessarily circulate very largely. I am strongly of the opinion 
that no attempt should lie made to force gold c*oiiis into circulation. In fact, 
with a gold currency gold is liktjly to lie usimI oidy to a very limited e.vtent. If 
the gold mohur is adopted as the principal lein, the actual medium of exchange 
will consist inaiidy of rupees and notes as at presmit. Ft is also hoped that the 
extension ol banking Facilities and the sjiread of education will lead to the 
greater use of chcijues and reduce the im[)ortaiue of coins for purixisos of 
circulation. 

11. Another objection is that very little gold is mined in this country. But 
India has a favourable bakance of trade, and in the usual course she will get 
enough gold for her ('urremy purposes in (‘xchange for comlnodities. It is 
ap[)rehendod in .some (piarters that the absor|)tion of gold by India will result in 
shortage of the nudal in ollw'r countries. This cannot be regaivled as a valid 
argument for depriving India of her ligitimate share of the world’s stock of gold. 
But, in reality, such alworptioii, if it takes jdace. will prove beneficial to the rest 
of the world as it will hel[» to lower the intcrnati(iii;il price-level. La.stly, the 
fear that the ad(»plion of the gold standard will intensify tlu^ hoarding habit 
seems to be unfounded. 

12. The ([ue.stion now i.s : What should be the relation between the gold coin 
and the ru[)eet Of course, when the rupc'e ceases to be the principal eoiu of the 
country, the question of ratio w'ill become far less impm’tant than it is under the 
present system. Still, a ratio will have to lie fixed. It is perfectly (;orrei’t to say 
that there is “ no ideal ratio.” It may also be acco])t(Hl without hesitation that 
the ratio should bo such as is “easily attainable and easily maintainable.’’ The 
2.'!. ratio announced in 192(1 is neither attainable nor maintainable, and as it is 
no longer in the thoughts of the Government it may be brushed aside. Shall we, 
then, adopt the ratio which prevails at the present moment? This brings us to 
the que.stion whether the existing ratio is a natural or an artificial one. The view 
seems to prevail in certain (juarters that the present rate has been worked up to 
by the Government. In the absence of fuller information than I possess just now 
1 am umdile to say whether this view is correct or not. But I am convinced that 
the condition.s which are responsihle for the existing rate are not of a permanent 
character, and I fully endorse the view of Sir .lames Wilson, who says : “ The 
recent rise in its gold value to S’ l grains may prove to be only temporary, as being 
due not only to the general fall in the commodity value of gold which has taken 
place over the world as a whole, but to exceptionally good Imrvests in Indiix, which 
led to an increase in the demand for riijiee curremw. Ff the world’s demand for 
gold incre;i.ses, or the world’s production of comiiiodities overtakes the worhl’s 
demand, then the general gold prii'e of commodities will fall, the eommodity value 
of gold will rise, .and the gold value of the rupee will tend to fall. If India 
suffers from poor harvests .and her exports decrea.se in comparison with her 
imjiorts, there will be less demand for rupees, .and the people who hold large hoards 
of rupees may feel compelled to put them into cirt illation and thus increase the 
available siijijily of rupees, which would tend fo reduce the gold value of the 
rupee. Another fact should also be taken into consideration. Tbe adoption of 
the gold standard by India is likely to result in a greater demand for gold, and 
consequently its value will rise. This will automatically bring down the ratio.” 

111. If this view be correct, the Government Avill find considerable difnculty 
in maintaining the !.<. {Sd. rate. It seems desirjdile, therefore, to revert to the olil 
ratio, namely, l.'f. 4//. to the rupee. It should not be forgotten that for over two ' 
years (he iirevailing rate was below this figure, and any attem])t to maintain a 
higher rate is likely to he attended with much risk. The l.x. 4r/. rate was fairly 
stable for alKiut 20 year.s. I he relative price-levels in India and other principal 
countries of the world are very nearly the .same to day as they were before the war. 
All these' faets point to the coiu’lusion that the Is. 4/A ratio'seems to approximate 
closely to the natural ratio. 


14. If thi.s ratio be adopted, measures may become ncce.ssarv to check anv 
downward tendency of the rale that may show itself. This can lie secured by a 
cessation or restriction of the rnpi'c coinage and reduction in the volume of notes 
111 circulation. In case these measures fail to maintain the ratio the gold standard 
reserve will have to lx; drawn upon to make good any loss that may be incurred 

• T standard means that a gold cmn is legal tender 

I ‘^^^yoc^ates of gold currency usually suggest that this coin should be 
the British sovereign as at present. But it would lie better to give it an Indiaa 

nni^^ to maintain the convertibility of the two 

coins at par, the mohur should be of the same fineness and weight as the 
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sovereign. The legal tender quality oi’ tlie rupee will have to bo liuiited. For the 
present, a high limit, such as lls. 1,500 or 100 mohur.-^, may be fixed, but gradually 
this limit should be reduced to, say, Ks. 150 or 10 moliur.s. .\rrangemeiits will 
have to be made tor the tree but not nece.ssarily gratuiton.s — I'oinage ot gold, 
Although it is not necessary iimiiodiately to convert all silver coins into gold, 
yet it will be desirable to declare the convert il)ility of rupees into moliurs. Ibis 
will secure the confidence of the publu^ in the new currency system and prevent 
any great disturbance of the ratio of exi hange. 

10. The gold standard reserve should in future be enqdoycd in maintaining 
the ratio between the mohnr and the rupee. .As the coining of new rupees will 
have to b(i stopped, there will be no addit ion to the presi-nt si/.c of the res(‘rve. 
The reserve shouhl be held mainly in gold, but a small portion o.f it may be 
investetl in the Treasury Bills of the (jovernment of India. 'I'hc investment of 
the reserve in British or Colonial securities cannot be justified on any grounds, 
economic or jxditical. With the di.sappea ranee of the gold c.xchange standard, 
the need for holding the reserve in Kngland will completely disappear, 'riic bulk 
of the reserve, if not the whole of it, should, henceforth, be held in India. 

17. For the present the (lovernment (d' India should conlinne to control the 
note issue. I am in favour of (he e.^tablislimcnt of a Stati* Hank in India. 1 lie 
Imperial Bank of India holds an anomalous position, utid it is very doubtful 
whether it is able to promoUi and safeguard the economic and financial interests 
of the people of the country. 1 thcirefore object to any substantial eidargement 
of its powers so long as its present constitution remains unaltered. If, however, 
it is converted into a »State Hank, 1 would transfer the control of the note issue to it. 

18. As regards the backing of the mite issue, (he perccniagc, of metallic 
reserve to circulation is at present about oS. This shon'd be gradnally raised 
until it reaches 75 per cent., that is to say, a ratio in the ludghlionrhood of (he 
pre-war average. If this is done, the issue of notes will be absolutely safe and 
1x5 above all suspicion and distrust. The, jiaper (iirrcncy reserve .<honld be held 
in its entirety in India where it is reipiired. The investment of a substantial 
portion of it in England is an injustkv to India. 

19. The amplest facilities should bo given foj- the encashment of notes, and 
notes should be made available in every town and in the more important villages 
in the country. I'hey should be made redeemable either in, gold or in silver at 
the option of the Oovernment. If the mjiee notes are found vmy expensive, they 
will have to be discontinued. The 21 rnpe(' note.-? never beiame very jiopnlar, but 
in the absence of rn|H‘e notes they may come into greater n.se. 'I’he 5 rupee and 
10 rupee notes should certainly be continued, but rupee nott^s of higher denomi 
nations should cease to Ix.’i printed. Moluir notes slnndd be iss?icd aciording to 
the needs of the public, and they are likely to bo found useful for large pavincnts. 

20. A g<d<l mint shonhl be e.stablislusl in India. Jt may In* either an 
independent mint or a brancli of the Boyal Mint. 'J’liis mint .shotild be open to 
the free eoiiuige of gold mohnrs and half mohnrs. .A small charge may be levied 
to cover the actual cost of minting. There should In* jittached to tin* mint ;i 
Government refinery for refining gold. It would be ncccs.sary for the (lovern- 
r.ieiit to undertake tlu' obligation to give gold fi;r rupeis, in oixler to maintain 
the eonvertibility of the rupee. 

21. The remittance operations of the ( JoviTiimcnt should Ik‘ condnct«*il hy 
means of public tender. For the jm'.sent, tJie operat iciis may lie in t he hands of the 
Government direct, but they will he he.st efi'eelcd (hrongh the State Haid\ when 
it is estahli.sheil. There is not mmh harm in entrusting the Imperial Hank with 
the duty; hut T am decidedly of opinion that I lie fmperial Haidv is no siih.stitn(e 
for a State Hank ])roper. 

22. The seasonal deinamls for currency will met to a larger extent in 
future by the free minting sy.stem under the gold standard. But tlie existing 
method of creating additional enrreiu-y will have also to he <-ontimied. In intro- 
ducing further elaWicity into tlie .sy.stem, the inain principle t?) he iil 'served will 
bp to avoid the two extrenu's of undue .stringency and inflation. Tliis will require*, 
the exercise by the authorities vested witli di.seret ionary jiower of tlie virtue of 
sympathy on the one hand and of caution on the other. 

23. The adoption of the gold standard will reinler nnnecossary the purchase 
of silver for at least some time Hi come. If and when the no<*d rises, the pure-base 
of silver should be by oixjii tcnelcr and not by jiriveite arrangement threjugh any 
broker. 
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Statement of evidence* submitted by Mr. B. Venkatapatiraju, 

O.I.E., M.L.A., of Vizagapatam. 

1. The terms of rcferetice of the Commission to examine and report on the 

Imiian Exeliange and (hirreiicy system and practiei;, to oonsider whether any 
modifications are in the interests of India and to make recommendations 

are nnexceptionable. 

2. Aly resolution re : ln<|uiry iiito the question of Currency and Exchange 

which was adopted hy the TiOgislativc Assembly on the ^7th January, 1025, though 
worded differently has the same object in view but prominence was given for the 
predominance of the Indian view jioint, runs as follows : “ This Assembly 

recommends to the Covernor-deneral in (kniiunl that a (kanmittec with a majority 
of Indian non olhcials on it and with the Indian Chairman be immediately 
ap])ointed to examitio the whole question of exchange and currency in the light of 
the ex])crience gained since the <late of the |mblication of the liabington Smith 
licport, and to make recommendations as to the Ix'st policy to he pursued to secure 
a system of curremy and exchange best suited to the interests of India.” 

3. As the Committee is charged to make suitable recommendations in the 
interests of India, I take it that no other consideration will weigh with th<W 
except what is good in the host interests of India. Of course views might differ 
on the modifications that have been made in the currency system and practice for 
the good of India but interests of India would have to be interpreted as one which 
brings about highest good to the largest number of people in India. 

4. I am constrained to make s})ecial note of this aspect as 1 will show later 
on that Indian interests are sacrifictvl on many an occasion and hence no apology 
is needed to emphasise the point. 

5. Afoney serves the double purpose of being standard of value as well as 
medium of e.xcharige and standard coin is regarded as one whose value in exchange 
depends solely upon the value of the material contained in it while token coins are 
those which exchange in a certain fixed ratio for standard coins. 

6. In India at the ]»re.sent moment we have Y/o/.sv’ standard coins,— silver 

riqiees whose value doe.s not de])end on the value of the metallic contents thereof 
while they possess unlimited tender quality unlilvc token coins, 'fhe (Jovernment 
fixed the statutory ratio at 2.'’. jier rujiee. i.e., Us. 10 jier sovereign without any 
obligation attached to the (jovernment to give a sovereign when Us. 10 are offered 
while prepared to accept sovereign for 10 rupees as the market value of sovereign 
on account of its metallic, value is necessarily higher, 'fhe (jiovernment liave no 
misgivings that the statutory ratio would ever be reaehed unless they arc prepared 
to screw up the artificial value of rupee by mani]mlaling exchange to such an 
extent as to create uproar both in the traders and the people. The flovernment 
have manipulated so far as to raise the exchange value of a riqiee to l.v. fijc/. and 
Sir Basil Blackett has been kind enough to .state that the (Government did not wish 
to see exchange alMwe as the actual level of exchange solely depends on the 

willingness of the Government to continue purchasing sterling at a given rate. 

7. The question arises whether the Government should retain the power of 
manipulating the values of so-called standard coins or leave it to economic causes 
to fluctuate the values ai’cording to the metallic contents thereof and also whether 
standard coins should be in silver or pild or ivliether the statutory ratio should be 
altered and if so at wliat ratio to he fixed and whether further attempts should be 
made in stabilization at any imaginary figure or whether gold standard and gold 
cunency should be adopted while treating existing ruyiees as token coins fixing the 
ratio at a certain figure for convertibility ot the existing coin and rupee 
obligations. 

8. To unravel this tangled web and to miderstand the history of Indian 
currency blundering, let me state briefly the past history and present complications 
and conflicting interests and future policy what I presume to be fair policy to be 
pursued so far as India is concerned. 

• Mr. VoiikatapatirajH subawiuently Bubiaitted a Hupplijmentery nolo (not printed herewith) 
which waH howovir roewivef] too lato to bo considorod before his oral examination. 
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9. The Arthasastra of Chanakya mentions Royal mints and ofTicers whoso 
duty it was to regulate currency as a medium and exchange and as legal tender. 
We read of Indian gold coins »)f Vedic period. India had extensive commerce 
when half of Europe including even Britain was in uncivilised state. India had 
been exjiorting manufactured goods, pearls and spices and importing gold so as 
to cause consternation in the Roman Senate in the time of Caesar that India 
had constantly been ex})loiting Italy and depriving her of her gold. 

10. In the middio of the IStli ceiUiiry even Delhi gold mohur and silver rupee 
was in currency at the stated ratio of 1 to 15^. In Southern India gold coin was 
Pagoda with widest circulation with subsidiary silver coins till the very la.st date. 
Even now on advocates’ briefs, Mohurs in Bengal and Pagodas in Madras or their 
e(]^uivalent value are rn, irked as day fee by the solicitors. Some commodities are 
still valued in Pagodas even to-day. Hence, India knows no gold coin is an 
assertion far from truth. Shaking the Pagoda tree was the common exj)ressi«)n for 
exploiting India. 

11. The East India- (?ompatiy to avoid multijdicity of variety of coins in 
several parts of India, coined distinctive rupees for a silver currency hut stated 
they did not jvish it to the exclusion of gold. In 1835 silver rupee of 180 grains 
ijths fine was made standard coin and gold was demonetised but Covernment 
officers authorised to receive mohurs at fixed rates with a ratio of 15 to 1 between 
silver and gold. 

12. When gold became cheap in 1853 gold coin was lefii.sed to he icccdvcd 
into Government treasuries in cxiliange for rupees. Ikith Indian and European 
mercliants memoria-liscd the (iovernment of India for .i gold currency and 
Government agreed to make sovereigns legal tender at Rs. 10. Successive 
Finance Members of the Government of India strenuou.sly advocated for a gold 
currency. 

13. In 18fi() the Mamsfield Commission recommended to make gold coins legal 
tender money but the Home authorities did not approve of the j)roposal but 
authorised receipt of gold coins in public treasuries at fixed rates as used to be 
tlone before 1853. 

14. Bimetallic system: Uniform practice in all countries both Eastern and 

Western had been for Government to mint and is.sue go]<l and silver coins and 
then to fix their relative values or leave them to be determined by economic fort*es. 
But in the 19th century some countries followed the lead of England to adopt the 
gold standard when silver value had gone down. Silver value per ounee (480 
grains) in 1872 was in English exchange and 53Jf/. in 1870 and 50/.ff- in 

1883 and 42 in 1888 and 35, '/f. in 1893. 

15. 1 may mention that tlie Coinage Acts 17 of Is35, 21 <4' 1838, 13 of 1802 
and 23 of 1870 made silver nifices legal tender and coinage of hiillion was made 
obligatory that the mint master shall receive all gold and silv<*r and cliaige duty 
1 per cent, in wise of gold and 2 per cent, in case of silver and supply gofil mohurs 
of 15 rupee piei:e and double gold mohur and gold molmr and % gold mohur 
valued 30 and 5 and 10 rupees re.snectively and tliiis .supply' gold coins provided 
under Act 17 of 1835, as well as silver coins also current in British India thougli 
under Act of 1870 no gold coin shall lx* a legal tender in j)aymen( or on aeeonnt. 
But it is clear that the Government are Ixaind to supply ru|x‘es curn'nt in India 
for silver bullion supplied w'eight for weight o!i payiiu'ut of coinage iliarges. 
The Executive have no power to manipulate the value of Iht* rii|x'e excej)! the 
value possessed in the metallic eontents tlu'reof. 

16. As the eonntries of T,atiii Union. Franee, Italy. Ilelgium and 
Switzerland abandoned the bimetallic system and gave up free coinage of silver 
and as the gold value of silver has gone down and on aeeonnt of Home charges 
remittances as well as Tmjwrting English merchants’ troubles and English 
servants’ difficulties to remit to Englaml gold after converting ch('ap silver 
rupees, the Government of India felt it neecsssi-ry to seek the heli> of TTomc 
authorities to stabilise the exchange value, by bringing about Tnternationl agree- 
ment at the Monetary Conferences in 1878-1881-1892 which were proved abortive 
as England sternlv refused to tamix^r with the gold standard by any Bimetallic 
system. Indian dovernment pressed for gold currenc}', hut TTome authorities 
wanted Indian currency to be rested on a. silver basis. 

17. From 1873 to 1878 the Government of India discussed plans alxait the 
suspension of rupee coinage. From 1878 to 1892 they wanted to secure Inter- 
national Bimetallic agreement at the meeting of Brussels Conf(wenee. But the 
Secretary of State for India in 1879 and in 1886 opposed tampering with the 
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ourroucy and making it artificial. He pointed out very correctly that whatever 
relief the Government would secure, would be at the expense of Indian taxpayer. 
Even the exporting English merchants like tea-planters and jute exporters oppo^ 
the change, while Importing merchants of foreign goods supported it. Indian 
public opinion condenmed the policy of artificial interference with the country’s 
currency as being uimecessary and harmful, advocating the straight course for the 
Government to meet the exchange difficulty by retrenchment and eaaiomy in 
expenditure lUid systematic curtailment of India’s gold obligations. 

18. 'rhe Government were averse to follow that straight course for_ if they 
could not curtail the exiienditure they had to increase the burden of taxation over 
the already heavily-burdened tax payer in India which would be unpopular. Hence 
with the sanction of Secretary of Stale the first downward course of questionable 
currency polii^y was begun in 1892 by closing the Indian mints for free coinage of 
silver while accepting Indi.-in currency on silver basis. In January 1893, the 
Government of India prcs.scd to make English gold coin legal tender and l..ord 
Inchcaix; as Mr. .1. Mackay then pressed for currency lleform. 

f9. Lord Herschell’s Committee was appointed which recommended coining 
rupees in exchange for gold at tlie rate of Kirf. to the rupee and gold to be received 
at the same rate in public 'rreasiiries. Act VIII of 1893 was passed prohibiting 
free coinage of lK)th gold and silver but notifications were issued to receive gold at 
KW. j)er rujjce. 

20. In 1S97 when India was invited to join France and the United States to 
follow a common policy of fiee coinage of silver or gold at the ratio of 15^ lo 1, 
Government refused. 

21. In 1898 the Fowlc^r (kmimittee was appointed for making effective the 
policy adopted in 1893. The I ndia. Government projxiscvl to cTcate gold ro.scrve out 
of profits of silver c'oinage to raises the value of rupee to Mul. 'I’he rc^asrens urgcid 
for and against the adoption of gold standard were, 

Vor 

(1) ncjcd of stability of exchfuige as a condition of smcxrth and pros|>er- 
ous trade, 

(2) necessity of preventing lessees which a falling csxchange entailed on 
Government, 

(3) nec'essity of establishing same standard as prevailed in England 
and other conutrievs with which India hiul trade relations. 

A gainst 

(1) Silver luonojuetallisin was the best policy of India as it had 
worked satisfactorily on the whole and prices had remained steady under 
it, 

(2) gold exeluinge difficulty cioulcl be met by retrenchment and 
economies and .systematic curtailment of India’s gold obligations and 
Home charges, 

(3) falling exchange had stimulated trade and promoted prosperity, 

(4) artificial currency system was imdesirable es[)ec;ially liecausc it 
meant the transferenee of the loss of the State indirectly to the shoulders 
of the peo])le. 

22. The Fowler Gommittce declared itself in favour of the effective 
establishment of a gold standard to be accompanied by a gold currency and 
sovereign to be a legal tender for Rs. 15. Rujiee would be token coin but 
unlimited legal tender though tokesn coins are usually subsidiary coins. Profits 
of (xiinage shcjailcl be in a reserve Fund. Indiiui .authorities accepted the recxmi- 
memdations in full. Mr. T.indsay suggested gold exchange standard witli gold 
reserve in England Jind silver in India out of which drafts to be sold either way 
by Government to be met. Gold to lie used not for internal currency but for 
settling India s balance of foreign indebtedness. He did not approve of gold 
currency. Mr. Lesley Probyn suggested gold note issue Rs. 10,000 denomination 
and keep the gold reserve in India. But Fowler Committee rejected both these 
suggestions holding that the habit of hoarding does not present such practical 
difficulties as to justify a permanent refusal to .allow India to possess the normal 
.Tcoompaninient of a gold standard, n.amely, a gold currency. In 1899 the 
Government embarked upon a policy of gold standard to be ultimately accom- 
panied by a gold currency. Sovereigns were made legal tender and active steps 
taken to open a. mint for gold ooinage though the sc'heme was dropped in 1902 to 
be renewed only ten years later owing to the objection of Home authorities. 
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23. The Government policy began to drift from the ideal reconni«inded by 
the Fowler Committee which was ignored ami India came to have a hybrid system 
of “ limping standard ” instead of genuine gold standard, named gold exchange 
standard. 

24. The Chamberlain Commission of 19131914 pointed out how the 
Government departed in several important partic.nlars from the |M)licy reiom- 
mended by the Fowler Committee and approved by the Government, namely : — 

(a) Investment of gold standard ri^serve in securities in IxHulon. 

(b) Dropping of the schcmi^ of gold mint. 

(c) Practice of selling (Jouncil drafts at something l)elow gold jM)int 
against tlie (surrency reserve. 

(d) Establishment of silver Branch of gold standard. 

{e) Diversion from the Ke.serve for Capital Expenditure in 1907. 

(f) In 1908 for meeting drafts sold by Government in India on I/uidon 
to private traders. 

25. This gold exchange standard is anomalous as gold is the nominal 
standard of value. I’rincipal currency is a token silver rupee which is unlimited 
legal tender without any obligation on the Stiite to redeem in the standard metal 
gold. Gold is not to lie in circulation in India but to Ixj used for the foreign 
Exchange; rather the sterling drafts is the standard value for the time being. 

26. While wrongly stating that India neither demands nor requires gold, 
the Chamberlain (/ominission admitted the essential feature being absolute 
security for convertibility into sterling; and of so much of the iiitcrnal currency 
to meet India’s External obligations. Sir James Bcgbic dissented from the 
majority and advocated true gold standard acooinpajiiod by gold coins in 
circulation. 

27. Every country demands that its currency must be legally convertible 
into the standard met€al. As Financiers in other countries are alarmed at the 
large absorption of gold in India and wanted it to Ixi blocked this ingenious system 
of Gold Exchange stanilard was adojited, which India, does not want at all 
but enforced on ncr by ixiliticaJ autliority. 

28. The Government of India really wanted to start a gold mint in India 
and Sir Ghriton Daubins, Finance Mcmlicr of the (hwernmeut of India announced 
in the old Imperial Council that everything was rcatly lor it in 1900 lint the 
mint authorities in Loudon raise<l all sorts of spurious objections and British 
Treasury opposed the j>rojcct wliich was necessarily stopivd. 

29. One is tempted to ask whether out of love towards India, Home 
authocrituis pievented opening gold mint in India and prcvcnlisl iiiqiort of gold 
into India, when gold was cheap and cvem. at the present moment preventing 
import of gold from Australia and Egypt by jmrchasiiig it Ihemselves, if nocci 
bo, than allow it to go to India. On the 31st March, 1925, a shipment from 
America of 16 lakhs of gold dollars by Parcel Post to India was frustrated owing 
to the refusal of the British line of .stcanx'rs to trar.smit gold from Marseilles and 
gold was necessarily returned to New York. The other day Sir Purshotamdus 

( xnntcd out in the Aasomhly that gold bars of more value than lis. 300 will not 
»e received for internal transit in India even by the Post Office. Gold is a luxury 
and unfitted for poverty-stricken India in view of the Government The far-famed 
riches of India bcyoml the dreams of avariixi have disappeared gradually. 

30. To speak of past events, in 1912 when Sir Vithaldas Thakersay urged 
in the Imperial Council the necessity of maintjiining gold coins in India and even 
when the Government of India urged the .siime view strongly and when the 
{^cretary of State suggested minting gold coins of lis. 10 denomination, Britisli 
Treasury opixised it. 

31. The Chamberlain Commission (1913-14) recommcmlod minting 
sovereigns only but stated tliat the ^Id reserve should be kept in England alone 
Ignoring the advantage of having it in India for the benefit of eommeree and 
industry. 

During the period of War when gold coins were necessary to be minted in 
India for War purposes a Branch of Royal mint wae opened in Bombay in 1918, 
gold mdhurs of sovereign weight and fineness were issued. 

B 2 
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32. During the War period and thereafter there was complete breakdown 
of gold Exchange standard system. This system gave 1/15 value of a sovereign 
to a rupee which means value of 75 grains of gold out of 113 grains of pure gold 
in a sovereign. 

In 1918 severe silver crisis arose on aooount of the huge demand for rupees 
and the United States agrcicd to sell to India 200 itiillion ounces of silver to 
conserve the gold supply of the United States and to permit the settlement in 
silver, of trade balances adverse to the United States. But the stability of 
Exchange htis broken down and the cxclismge soared to giddy heights. 

33. The Babington-Smith Committee was appointed in 1919 as the chaotic 
ix)ndition of the system of Currency and Exchange called for an enquiry and 
suitable remedy. Sir Sankarnair complained that subordination of India to 
English commercial interests has been the ^neral policy of the Government. 
Even Babington-Smith CommitU;e condemned the policy by stating “ The com- 
mercial community are prepared to deal with fluctuations in exchange as well 
as with fluctuations in the other elements entering into a transaction and to 
provide against any risks that may arise,” but they feel that if oflicial action 
intervenes to interrupt the play of natural forces and to give effect to them, an 
element of uncertainty is intnaluced which is beyond their reckoning. But the 
Committee by the terms of reference were bound to suggest means for ensuring 
a stable gold exchange standard but not aold standard. The question oi 
monetary standard was not kept oi)en .as the exchange standard was to be 
assumed and the discussion of a. true gold standard was not to be revised, and 
whiit was desired then was the stabilising of the exchange value of the rupee 
of a suitable rate. Sir Basil Blackett might say to the unwary that there is no 
practical difference between the two. The Committee suggested raising tJic 
Exchange value of the rupee on the following grounds, namely : — 

{a) Cost of inqjorted machinery will be decreased encouraging the 
establishment of new industries. 

(6) European cost of production has increased greatly siiu« the period 
of War. 

(c) High rate of Exchange lower prices in India while benefiting the 
consumers it will also reduixs the cost of raw materials to manufacturers 
in India. 


The Committee suggested fixing the rate of exchange at 2s. per rupee, i.e., when 
rupee silver w'as worth 9 annas or thereabouts the coined rupee should be valued 
at 16 annas. The burden would be increased by 78 per cent, by the change of 
policy since 1892. If the ryot were to pay lls. 1,000 in silver in 1892 he had to 
pay Es. 1,350 weight of silver or equivalent value of gcxids till 1921 and there- 
after lls. 1,550 weight of silver and by this projiosal 1,780 rupees weight of 
silver in payment of lls. 1,000. In other Avords the public revenue (Imperial 
{Provincial and Local) of 300 ci’ores td the present day is 300 |x?r cent, higher 
than before the artifadal exchange and 200 per cent, higher than before the War, 
the people were actually made to pay 450 crores of silver tolas or equivalent value 
of gCK)ds or .s(*rvii!es to meet 300 crores of artificial rupees. 

34. The Babington-Smith Committee rctxmmiended that both the rnjiee and 
the sovereign are to remain legal tenders and current coins and so their interrela- 
tion should be fixed aJid further remmmended free import of gold and silver and 
a gold mint Avith free coinage of gold subjeiit to a {'oinage charge but they 
admitted the .system .suggested by them is no proof against a great rise or fall in 
the value of sdver. They emphasised the reopening of the Bombay gold mint to 
make the gold currency available not only for the Government but also for the 
receipt of gold bullion from the public for coinage. 


35. There are in India about 400 crores of silver rupees though 247 crores 
of rupees might have been converted out of 647 crores of rupees coined by the 
Government. The plea of the Government to meet the requirements of the trade 


- Y - ./ r> -n ui niivcr is lu QisRiro ail reia- 

tions of debtors and creditors and to increase the burden of taxpayer and to harm 
the industries m India as well as exports of the country with the danger ahead 
of turning the trade balance against India. ® 


The indebted^ness of agriculturists now would be about 900 crores and by arti- 
ficially raising the value of the rupee the Government without intending' it are 
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the creditors at the expense of the debtors. All this artificial rise ^ust to 
meet ^iSoTne charges not exceeding 50 crorcs which at natural and economic, rate 
will not exceed the cost of 20 crores whereas the country is being mulcted to the 
tune of lOO crores annually by this artilicial rise. 

36. If to meet the additional loss of 20 crores no retrenchment cat> be effecteil 
and raising taxation was the only cour.se open to the (bivernment, even then the 
agriculturits would be benefited to the extent of 80 crorcs all round after meeting 
additional reserve wanted. It is true that the consumers have to pay more rupees 
for imported article but the balance of trade being naturally in favour of India 
and most of the imported articles are used by the comparatively richer section, pf)or 
would not Ix! at a disadvantage if taxation aiul fi.scal .sy.stem is properly and 
equitably adjusted. 

37. Sale of Reverse Councils in 1921 is gigantic blunder caii.sing lo.ss to the 
tune of 35 crores by selling 55 million sterling assets to help per.sons to send their 
savings to England by giving undnly cheap pounds and partly to help the 
speculators to inahe ai profit (*f 5r/. per rupee and sometimes even more. No one 
can support the wisdom of these sales enrried on in spite of strong opposition all 
round. Sir Malcolm Hailey had to admit that the hhindcr wjis committed. He 
stated that if other methods of selling reverse councils had been ado|)tcd depletion 
of sterling resources would have laeeii less marked. The Rabington-Smith’s 
Committee attached great importiiuce as per terms of their reference to the 
stability of the value of the rupee and fixed it at 24r/. jicr rupee as snitaihle rate 
of"Exchange though Mr. Dalai cxjio.sod the fallacy in the argument of the majority 
and I may state without fear of erintradietion that alteration of Iridia’s monetary 
standard by the Executive action of Government and general working of gold 
exchange standard during and after War to suit the administrative convenience 
and to safeguard the interest of Britain and the British merchants have caused 
deep dissatisfaction in India. 

40. If David Ricardo’s system i.s to bo adopteil in fiidia, gold reserve should 
be in India for the backing of representative money. I f there he gold enrreney in 
India the Exchange flnotuates only to the s^x'cie points unless there In^ inllatt'd 
paper currency and cost of maintenance of exchange falls on the taxpayer. Emm 
March 1914 to March 1910 trade balance in favour of India was 254 million 
sterling. If India is allowed to import gold, we would have lent to England, if 
necessary, or meet all external obligations whenever needed. On account of 
depreciated ru])ee there was great absorption of gold. We are clamouring for a 
gold currency since 1835. At present paper currency is cxpresse<l in rniiecs. I do 
not see why it should not be expressed in gold hereafter after .settling the rn])ee 
exchange value for the existing obligation.s. One is tempted to ask whether the 
Government have any .settled policy at all. 1 am a fraid they have no policy except 
adopting principle of expediency irrespective of its morality or otherwi.se. 
Perhaps they have chosen drift policy on account of ])ersistent interference of 
Home authorities. Till 1893 the Government ha<l maintained enrreet attitude. 
The currency of India was on the basis of silver freely minted the gold value of 
the rupee fluctuating with the gold value of silver bullion. 

41. I do not think the present currency policy was adopted deliberately. I 
am at a»loss to know what was the goal to which we are drifting. I f gold currency 
was their goal as rewmraended by several Committees and advocated by the Indian 
Government, Home authorities never allowed it to India. If a rupee is a tf)ken 
coin which is virtuallv a note printed in silver as e«)ntended by Sir Basil Blackett, 
it is really extravagant as stated by Professor Keynes whose authority Sir Basil 
Blackett respects. 

42. Rupee contents 3/8 oz. of silver of 11/12 fineness. When standard 
silver is 24<f. per oz. the cost of rupee to Government is 9-1 81 f/. ami if it be :W. 
per oz. 12-241d. is the cost of rupee. The Government made large profit by the 
coinage, for instance, from 1910 to 1912 the average profit was alwut 42 per cent, 
of the nominal value. 

LordMeston stated in the Imf)erial Council in 1910 that we have linked India 
with the gold using countries of the world. We have reached a gold exchange 
standard. The next final step is a true gold currency. He added “ I trust tliat it 
will not be long delayed for when it comes it will obliterate all the mistakes, all the 
inconveniences, all tlie artificialities of our present system Of course Sir Basil 
Blackett demurred from that view as he seems to be anxious to maiutain at all 
hazards Gold Exchange standard. 
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43. I (k) not think any useful purpose will be served in referring to similar 
or analogous system imposed by political authorities over the subordinate 
dependencies, for instance, the United States introducing some such system in 
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into the West African Colonies and in tJava under Dutch influence. Whether the 


system is similar in all particulars and how the subject races are faring is of no 
consequcni-e when this (kunmittee is asked to recommend what is good for India. 

44. If rupee is a note printed on silver irrespei’tive of the value of the 
metallic contents thereof large economies may m effected by the use of some 
cheaper substitute than silver. Professor Keynes thinks gold currency is wasteful 
and extravagant aiul it would diminish and not incrcaTO the stability of the 
currency system as a whole, llis view is not accepted hy Britain when it recently 
introduced gold standard in fact as well as in name by removing all distinctions of 
sterling and bullion. British Self-tjoverning Colonies establiuied gold standard. 
A ftcr ail, during the last 60 yea rs, India absorbed about 300 million of gold. Other 
countries liave comparatively absorlietl much more. If wo have to take balance of 
trade into consideration we notice pre war period annually 78'27 crores of rupees. 

Crores. Rs. 

War period annually 76'34 

1919-20 ... +125-99 

192021 77-56 

1921- 22 -20-20 

1922- 23 +9001 

1923- 24 +144-62 


Practically in all the years, we have favourable balance of trade in India except in 
the years 1920-21 and 1921-22 to the extent of 97-75 crores. 'rhereforc, we may 
conclude generally that we shall have favourable balance of traile. We may notice 
that currency notes with rupee obligations are in (“irculation of 185 crores of which 
160 crores of notes only are under active circulation. 

45. We would naturally expect the State to provide means when there is 
demand for currency that demand wdll have to he supplied automatically and not 
at the discretion of the Executive authority. 'I'he Government should take the 
final step of announcing gold as the standard coupled with the correlative iibliga- 
tion to give gold for silver coins at the rate fixed by them. When coin is a 
circulating media certified by authority, any arbitrary ratio fixed which is 
divergent from the market ratio of the day will never have stability, unless the 
Executive keeps the power in their hands to manipulate the exchange value by 
artificial ri.se of the value of the coin by creating scarcity. No seli-governing 
people wouhl tolerate such interfereni« by the Executive except on occasions of 
emergency such as war. Since 1893 exchange value of the rupee has been at the 
mercy of the Executive in India. So long as the country is ruled by alien authority 
it adds to the burdens of the people. 

46. Why should anybody suppose that what is good to every other country is 
bad to India alone? Has any country attempted to stabilise tbe prices of com- 
modities by manipulating the exchange price of standard coin ? Why should our 
Government alone be so solicitous as to prevent the rise and fall of the prices of 
commodities? I’rices arc simply the numerical expression of the ratios of 
exchange betw^n every other commodity and the standard commodity. Whenever 
the worth of either commodity changes, ratios will change, i.c., prices fluctuate 
If an element of uncertainty in value is introduced into the standard commodity 
not on account of economic causes but at the sweet will and pleasure of the 
Executive, greater uncertainty would be the result. It is true, stable standard is 
very difficult of attainment. When we adopt the same st;uidard which is adopted 
in other commercial countries, uncertainty is minimised to a greater extent. Of 
course, market price of any commodity depends not only on the demand and 
supply of that commodity as well as the demand and supply of the standard com- 
modity say of gold which is utilised for the purposes of art and currency. If we 
add to this uncertainty another commodity as secondary standard such as credit 
instruments or sterling drafts or token coins of unlimited legal tender, its 
depreciation adds to the price. Statistics of average prices indicates changes in 
the purchasing power of the unit of value brought about by various causes as well 
as demand and supply of commodities whose prices are enumerated. 

47. It is true Professor Keynes is fond of “ mana^ currency ” of which 
gold exchange standard is an example. The Currency Committee appointed in 
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En^'land unhesitatingly dcelared against it. 'I'lic alternative for the gold standard 
of substituting prii® level of cDininodities in general for gold as the regulating 
principle of the currency is eondemned as being imjiraeticahle. As Mr. 
McKenna has pointed out that the gold standard was itself the best regulator 
of prices that it was an iuteruatioiial measure of value common to all and 
mutually ami universally accepted that it was automatic in operation and that 
it relieved the central currency authority of responsibility which might not always 
be discharged with the knowledge and judgment indispeiisiblc for the prosjierity 
of the national trade and Mr. (loodcnough of Barclay’s Bank also stated that a 
free gold market for Tjondon was the surest guarantee for stability in world prices 
and for confidence both of which were essential to good trade. Bet us not play 
the part of King Canute to stem the tide of o(“ean waves as to stabilise the jirices 
of commodities by financing exjiert’s magic wand. J.ct us follow the example of 
others of adopting genuine gold standard instead of adopting any spurious 
imitations thereof. 

48. Mr. Arthur Kitson, in the Septeml)er mimher of the 19th Century under 
the heading of the gold standard experiment, condemned in scathing terms though 
not convincingly, of the introduction of the gold standard. As pointed out by Mr. 
Frank Morris in Octolier Number of the same journal, the (loverumeiit <if Britain 
did not solely depend on the recommendations of the thinlill'e Coiuiuission but 
their views were rcinf<.ircc<l by the unanimous rojiorts of tin* Brussels conference 
and the International economic conference at Geneva together with the supiH)rtof 
leading Kuro|)ean economists such as Profes.sor Charles Gide, Gustav ( ’assiil and 
A. C. Pegorc. Mr. Kitson seems to Imi in the wrong in as.serting that those who 
advocate gold standard try to .stabilise absolutely monetary system by tying money 
to gold. As T have stated above absolute stability is impossilile but uncertainty 
is minimised as all commercial e«)untries are axlopting gold standard and hence 
there would be minimum of exchange difliculty so long as honesty and accuracy is 
guaranteed in minting the standard coin. I fail to understand the scientific 
currency .s|xiken of by Mr. Kitson. Tie wants that money may he regarded as a 
scale on which the values of all commodities are indicated and compared. As 
Mr. Morris ]nits it that it is a scheme for relating the “ paper ” pound to .some 
indox-numl)ur re})re.senting the average value and price of certain essential 
commodities such ns wheat, clothing hou.se-rent instead of gold. P'or a layman 
like myself it is difficult to under.stand how foreign exchange troubles would lie 
avoided by use of paper money regulated by index numliers for securing stability 
of internal ])rices. Whether prices of commodities can be stabilised at all, is a 
moot question, when prices depend generally on eflfective demand and copious 
supply. I regard this scientific currency as scientific frontier advocated by 
military experts which is utopian in the extreme. As Mr. Morris puts it, it is 
unstable in itsedf and non-international in practice, if paper money is to Imj 
regulated by index numlier of prices which we are told “ are never accurate in 
their decimals and rarely in their units ”. 

We need not worry ourselves with this academic di.scussion when Britain 
refused to follow the guidance of these Financial experts. Gold is a precious metal 
univcr.sally acknowledged and adojited for exchange purposes, in all civilised 
countries at the present moment. 1 have great doubts about the utility of manageil 
currencies but am quite sure of its dangers when the Government whiih manipu- 
lates the currencies is not rcs|)on.sil)le to the jieople who will he affected thereby. It 
is too late in the day to place Indian currency on silver basis when India has export 
and import trade to the extent of 700 crores annually liesi«les large large amount of 
several hundred crores of rupee obligations and coins whose value, it fixed on the 
market price of silver bullion, would cause consternation and if fixed at the 
artificial manipulated value it would be ruinous to several ])arties concerned. 
Hence, I have no hesitation to recommend genuine gold .standard accompanied by 
gold currency with subsidiary silver token coins at the fi.xcd ratio, which .sliould 
never have unlimited legal tender. 

49. Our troubles will not end by the adoption of gold standard merely. Even 
if we adopt sovereign or mohur of equal weight and fineness as our standard unit 
and receive gold bullion into the mints in India for free coinage, after taking say 
1 per cent, of seigniorage charges, of standard coins, as the existing currency is 
practically based on silver we have to provide for the convertibility of existing 
silver obligations. There will be no difficulty of sterling debts as sterling and 
Bullion is at par now we have to pay both the principal and interest in gold. 
What should be the ratio to be adopted for converting rupee obligations siidi ^ 
Guvemioent rupee bonds as well as currency notes and rupees and half-rupees in 
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circulation. If wo have to adopt the standard prevalent prior to 1893 of giving 
market value of silver of equal weight per every rupee ooligation or coin, there 
would be uproar throughout India as {‘ontraetual obligations entered inU) withiii 
the last thirty years will have to be rmlically changed to the detriment of 
Cl editors. If on the other hand we have to adopt for (;onvertibility the present 
artificial value of the rupee we are unnecessarily adding to the burden of tax- 
payers and debtors without any sound reason whatsoever. The only feasible 
course seems to be of issuing currency notes of a £ and 2^ and 5 and 10 and £100 
and £1,000 by converting rupee notes at Rs. 15 per pound. In case the Home 
authorities object for any reason wliatsoever of minting sovereigns of the same 
weight and fineness in India, I would suggest minting gold mohurs of the weight 
of .sovereigns with the .same fineness of gold ami then curreiuy notes have to be 
issued instead of in Pounds but in Mohurs of the same value at Rs. 15 per raohur 
of weight and fineness of a sovereign. 

60. Similarly Government Bonds in rujHjes should be converted into Govern- 
ment Bonds in Mohurs or sovereigns as the case may be at lis. 15 per mohur or 
sovereign bearing the same rate of interest. About 400 crores of rupees seems to 
be in circulation. About 300 crores of rupees should be gradually converted into 
20 crores of gold cx)ins Mohurs or sovereigns and the remaining 100 crores of 
rupees should be left as token coins bereft of unlimited legal tender but limited 
to the extent of Rs. 100 only by a]>propriat<5 legislation. It is true by demone- 
tising silver in India, silver price would go down to some extent. It could not l)e 
helped. Services should be paid in currency notes of gold value. There should be 
universal convertibility in India of Gohl Standard coins and silver token ruixxis 
and half-rupees as well as exchangeability everywhere currency notes of gold 
value throughout India, while Government undertaking to supply gold or 
currency notes of gold value interchangeably. The mints should l)e opened in 
India to receive gold bullion and supply gold mohurs or sovereigns after realisuig 
seigniorage charges freedy. All dii-ect and indirect attempts of preventing inq)oi't 
of gold into India should be stopix'd and duty of 15 per cent, should he im])os{Ml on 
on all silver Bullion imported into India f<ir a period of ten years till the new 
monetary system o.stablished itself firmly by preventing the flooding of India with 
cheap silver, wliilo allowing the inqmrt of gold free. Silver in India for intenial 
use would he appreciated by 15 j)er cent, for a ])criod of ten years and largo 
quantity would Ixi converted into gold. All Government dues shmdd lie made 
payable in gold coins and currency notes of gold value at Rs. 15 per standard gold 
coin, sovereign or mohur. These alone should have universal legal tender. All 
contractual obligal-ions entered into by all parties, public or private have to be 
discharged in Gold Standard coin t)r notes of gold value at Rs. 15 per sovereign 
or Mohur. Currency re.serve both of paper and gold should bo kept in India alone 
and silver coin and Bullion shoidd be replaced by gold as quickly as possible as 
gold is available. Home charges should lie met from time to time liy the Secretary 
of State i.s.suing gold drafts on India payable by the Government in gold currency 
or currency notes of gold value when gold is dtqwsited into the Bank of England 
for the credit of the Secretary of State by the merchants in England at par value 
phts transmission charges. Similarly the merchants in India might be similarly 
afforded trade faciliti(^s when gold is deposited in the Public treasuries in India 
at par value pins transmission charges when Banks of Exchange and the Imperial 
Bank cannot cope w*!!!! it. I am sure within ten years all exchange difficulties 
would oea4se, embargo on im|X)rt of silver may be removed, if it is not necessary for 
revenue purf)oses. Any deficiency of Government Revenue has to be met with by 
economy in expenditure and equitable adjustment of taxation in the best manner 
^ssible. I agree with Mr. Kitson in two of his statements that we should not 
have any fraudulent standard either for internal or external purposes and the 
interests of any special class should not be given prominenc’e or predominance in 
determining the Government policy either in adjustment of taxation or fixation of 
eurj-ency .standard. But I oppose all managed currencies on tlie pretext of 
stability of pri(!es as I am sure Gold Standard maintains automatically the 
equality of international price levels. As we have generally foreign trade 
bahmees in oiir favour there will be no difficulty in importing gbld to the extent 

desired. I shall be happy to supplement my observations by oral evidence 
whenever desired. 
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Statement of evidence submitted by Mr. B. Ramachandra Rau, of Calcutta. 

L — Inthoduotoky. 

The main reason why the Indian Currency System has failed to ffive entire 
satisfaction to the producers, consumers and the Covernnient is that the expansion 
of currency, credit and capital, which are primarily the result of an organistrd 
capital market, does not meet the demands made by the different ])rodncers. While 
an industrial revolution is being slowly worked out and large scales ])rndu(rti<in 
under a capitalistic regime is coming gradually into existence the nee<led cur- 
rency credit and capital expansion is not at a rate satisfmtory or (‘onducive to 
the interests of the producers. What is lu'oded is a cornmeri'ial revolution to 
synchronise with the industrial expansion going on in tlu; country. In the western 
countries the commercial revolution, coii.si.sting f>f the imjirovements in com- 
mimication and credit machinery, came at about the time when industrial 
organisation, based on a cajiitalistic r<'*gime. was eslablshed as the main feature 
of social economy. Retween 1840 and 1880 a great commeroial revolution, 
annihilating distance, and expanding credit machinery to suit the growing needs 
of the expanding industries, took place. It is the lack of such an expansion in 
this country that is sometimes felt as a han<licap by the producers. The cotton 
mill-owners do not complain of the excise duty alone, but many others, one of 
which is the lack of cheap credit. The expansion of capital, credit and currency 
to meet the effective demand for them is one of the chief features of a good cur- 
rency system, and this feature is entirely lacking in our system. 

The currency problem of any country is es.sentially an international problem. 
An effective solution can be reached only out of international co operation. The 
prices ruling in one trading ('ouiitry lauinot but be influenced by the prices pre- 
vailing in the other trading countries. In India the jirice of steel is subject to 
the com])etitive influence of .-itcel ])roduced in IMgium, England or the tTnited 
States of America (custom hou.se barriers and transport costs being taken into 
account). Of late there has been a strong tendency towards a common level of 
prices in all the trading countries, due altowauce being made for differences in 
tariff and coat of trans])or(. Even in the case of those countries which have not 
the same standanl the link tends to be e.stablished, tiniugh perhaps it may be less 
direct. Bearing this in mind our currency policy shouhl be so framed as to allow 
the free jflay of these world influences in the sphere t)f currency 

II.- The Pkesent Currency Situation. 

A. The silver rupee continues to be a note printed on silver. As regards its 
convertibility into gold for internal purposes there is no law assuring the people 
that it would be converted into gold at any fi.xed ratio. Owing to the fall in the 
price of silver the silver ru|X‘e has once again become a token coin. It is unlimited 
legal tender. It is still the preponderating medium of exchange. 

B. The English sovereign is unlimited legal tender at the rate of 2*‘. gold to 
the rupee. This fictitious ratio is not, however, effective, i.e., no one would take 
sovereigns to the Government and take 10 rupees in return for the same. In the 
market roughly rupees 13 odd would lie obtained for it. 

C. The paper currency convertible into the silver rupee is .strictly regulated 
and issued by the Government according to the terms of the 1861 P.C. Act ami 
the various amendments passed since this period. Some amount of elasticity 
ha.s, however, resulted by the recent amendments of 1023 and 15)25. 

D. Bankers’ cheques, ilrafts and bills of exchange, national and international 
credits and other negotiable instruments that might lie created are not circulating 
outside the l*residency towns and the port cities. The banks arc not endowed 
with the privilege of issuing notes. 

E. The expansion and contraction of currency can be brought alKuit by the 
discretion of the Government alone ; the banks’ power in tins matter is very 
limited. The only amount of elasticity which the banking system under the 
guidance of the Imperial Bank can bring about is limited according to the 
provisions of the P.C. Amendment Act. As the fiduciary basis of the P.C. can 
be expanded from the 85 crore (Rs.) limit to 100 cs. by the Government, this lies 
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purely in the hands of the Government. More rupees can be released in India from 
the P.(-. Office against the British securities placed in the P.C, reserve. Thus the 
Government is at present managing the system according to their ideals. 

F. It lacks, however, stability of purchasing power, though, of course, our 
price oscillations are not so varied in iiaturciis in the case of the western countries 
that have not returned to the gold standard. 

G. A word is needed as regards the position of gold in our currency system. 
Gold is used for hoarding purposes. The use of the token rupee with its low 
intrinsic value, combined with other causes, has led to the hoarding of wealth 
which ought to have been released as industrial capital. Any currency system 
that is to lie devised in the near future should facilitate this purpose of con- 
verting the savings into industrial capital. 

III. — The Intermingling of Exchange Problems with Currency. 

Economically speaking, the stability of exchange is not of such far-reaching 
imjH>rtancc as the stability of prices. There are several advantages resulting out 
of stability of prices. The stabilisation of the labour market, the maintenance 
of a steady output of industry, and the encourageincnt to the investors arc some 
of the prominent advantages resulting out of comparative stability of prices. 
Without this stability in the price level of the country it is difficult to attain a 
stable level of exchanges, for, as Professor Casscl has pointed out, the level of 
exchanges corresjMuids to the purchasing jxiwer par. Frequent changes in the 
price level of the country cannot but influence the level of the exchanges and make 
it impossible to make any accurate forecast of economic and business conditions. 
But in the case of India the Government has undertaken the management of the 
exchange value of the currency, considering it to lie more im^iortant than the 
stability of the wunmodity value of the rupee for internal purposes. Sinc'e the 
fateful years 1872-1892, during which period the Government suffered so much 
on account of the vagaries of the falling exchange, the exchange value of the 
rujiee is declared to be of tremendous imywrtancc to the countiy. I'he Ohamlier- 
lain Commission has been voicing a similar opinion. It was" only the recent 
Babington-Smith Committee that reversed this opinion, and declared that 
exchange stability is only an important facility and not an absolute essential. 
Exchange .stability can be secured ah a bye-prodiuit if we secure price stability 
in the first instance, exchange being the result of the relative price level of the 
different trading countries. State control of exchange without controlling the 
price level would lead to several defects, as has been noticed in the case of India. 
From 1900-1913 India enjoyed stability of exchange (barring 1907-08), but this 
has been accomplished by placing more rupees and inflating the Indian price level 
at the ports to the level prevalent in England. Thus has the rise in the exchange 
level has been checked by creating more rupees or currency. 1'ho Government only 
failed in this task during 1917-20, as the rise in the price of silver was quite 
anprcccdented in the annals of the history of silver. Even if the Government 
jueceeded in placing rupees at the old rate they would have disappeared, and the 
ultimate raising of the value of the rupee was inevitable. Stability of exchange 
means also that the Government should be in a position to prevent the exchange 
value of the rupee from falling below the accepted rate. This they failed to do 
during the days of 1920-21. Thus a rise or a fall in the exchange value of the 
rupee is possible under «!rtain circumstances, and this has to be reckoned, as 
India would not always be in a position to enjoy a favourable trade position. In 
spite of the ma.s.sed re.serves liehind them the Government might find it an impos- 
sible task. What is retpiired is a sacrifice of this ideal, i.e., that exchange 
stability is more important than the stability of the price level. With the follow- 
ing ordinary checks tolerable stability of exchange can lie obtained. (1) Arbitrage 
carried on by international bankers and financiers. (2) Straddling, i.e., taking 
advantage of differences in the real value of long-bill and short-bill quotations. 
(3) Forward exchanges spreading the demand for funds over a longer and there- 
fore stabler period. (4) Finance bills. (5) I’rudent manipulation of the Bank 
Riite. Thus exchange can be safely allowed to rest in the hands of the exchange 
bankers, whose main duty would be to impart a tolerable amount of certainty 
to the exchange value of the currency unit. From the standpoint of obtaining 
capital also the stability of exchange is not so important at present, as the foreign 
capitalists would he too busy with plans of economic reconstruction of their own 
country, and would have little to spare. Stability of exchange is important only 
from the standpoint of the Government, as it is saddled with the task of meet in g 
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the home charges, and a fluctuating rate of exchange would introduce uncertainty 
in the matter of framing the Budget. An uncertain exchange situation would 
make the Budget a gamble in exchange. But it is not an impossible task for the 
Imperial Bank to lay down the requirements of the situation in England when it 
is allowed to handle general foreign exchange as a part of its routine business. 

IV. — Other Defects of the Gold Kxchance Standard. 

(1) It has been already pointed out that there is less .stable purchasing power 
attached to the rupee. The rise in prices is inevitable if a rise in the exchange 
value of the rupee is to be prevented. Thu Gold Exchange Standard has thus 
an inherent tendency to inflate the price level. I'his creates s|.)ccific do])reciation 
of the rupee in terms of gold and tends to affect the levtd of the exchange valiu! 
itself. It is one of the axioms in the economic Held that the standard coin shouhl 
have stable purchasing power over commodities. This the nqiee fails to pos.sess. 

(2) It leads to an accumulation of the reserves in a foreign centre for the 
purpose of its being used once in a decade when the unfavourable balance of 
a(X}Ounts has to be liquidated. As there are, otlicr means to do the same thing 
it is uneconomical to hoard .so much of the different reserves in a foreign country. 

(3) It encourages hoarding on the jiart of the jieoplc, as the standard coin is 
a token one, possessing very little intrinsic value, and is itself not convertible 
into gold. It has tended to keep gold out of employment. 

(4) I’he sale of Council Bills releases rupees in India, and this expansion of 
currency takes place after the event of financing the exports. The gold standard 
reserve is the only reserve for expanding the currency. Quite recently some 
amount of elasticity has been imparted to it. 

(5) There is no automatic contraction of currency under this arrangement. 
The rupee is not only a national coin circulating in India alone, but it is neither 
meltable nor freely convertible into g«)ld. 

(6) It has often been designated as a managed system. Allbough there is 
nothing wrong in the mere fact of management everything depends on the fact 
that it impedes the automatic working of the natural force.H. Sup|)ose England 
is indebted to us and pays it in the shape of sterling to the Secretary of State for 
India. Rupees will be issued here, and there is an expansion of the price level 
in this country. The price level of England .suffers no change, as gold ha.s not 
left its shores, but allowed to lie in the hands of the Briti.sh bankers. 

(7) It impedes the people from obtaining gold to the full extent of the 
favourable balance of accounts. The unlimited sale of councils to liquidate the 
balance forces the country to absorb it only in the shape of silver. 

(8) The locking up of the reserves in sejiarate vaults f«)r different objects 
only tends to withdraw these much-needed fumls from the eajiital market of the 
country. The credit structure that can lie raised on reduced ca.sh hohlings is 
accordingly of a smaller magnitude than it would have been jiossihle for the 
banking system to raise if those had lieen amalgamated. 

(9) It renders possible the sjiiriting away of reserves from the country by 
the sale of unlimited councils. The cash balances of the country can thus Iw 
transferred from the country on the pretext of strengthening the hands of the 
Secretary of State for India in the credit market. 

(10) It has unfortunately created a feeli iig of class hatred among the different 
members of the community. The exporters always considering a low exchange 
and stable exchange as the sine qminon. of their very existence blindly oppose a 
fluctuating or higher exchange which the consumers might require in order to 
save them from the disastrous effei^ts of rising prices. The general taxpayers 
also would obtain a relief from taxation to a certain extent by pitching u])on a 
higher rate for the rupee than a lower one, as the Government has to convert its 
rupees for paying its sterling obligations in England. 

(11) The Gold Exchange Standard system is after all a half-way ideal, and 
the real goal of the I.C. system is to have an effective gold standard with gold in 
circulation. (See Sir J. Meston’s Budget speech, 1910; sec also the Government 
of India’s Despatch to the Secretary of State for India, Kith May, 1912.) 

Even the supposed advantages of economy, convenience in transport, cheap- 
ness and stability of exchange conditions are seriously disputed by some of the 
critics of the system. 
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(1) It is not economical, as it necessitates the laying down of reserves, and as 
these are being frittered away at some time or other in the vain endeavour to 
make tlieir rate of exchange effective. 

(2) The addition of interest to the reserves is considered as an advantageous 
thing. But these lie in an un|)ro<iuctive manner by being compounded in the 
reserves. 

(3) The so-called .stability of exchange is liable to break down under certain 
conditions. 

(4) It is cemsidered as eminently suitable for the debtor countries like India 
to discharge their obligations by this method of concentrating their gold for 
international purposes. India is now a creditor comitry even after paying the 
home charges and liquidating the debits against it. 

If the Gold Exchange Standard system is not after all an ideally devised 
and s(?ientific system it has to be discarded, and the other alternatives have to be 
briefly considered. The |K)ssibility of re-pstabli.shing the silver standard, the 
possibility of establishing a managed standard as recommended by Fisher or 
Keynes and the resumption of the gold standard has to be examined at this stage. 

V.- -Alternative Standards. 

(A) The Silver Standard. — Though silver eminently suits the requirements 
of the population, still it is too late to think of reverting to the silver standard 
for the follQjying rea.sons : (1) Silver production is apt to he restricted in the 
future. From 1914 the production of silver has been steadily falling. (2) All 
other countries have selected gold as the standard, and the liquidation of the 
balance of accounts would become com])licated, specially during the years of 
unfavourable balance of accounts. (3) It would involve a change in the standard, 
for, olfioially speaking, the gold standard has l)ecii .sii})posed to be in existence in 
India already. (4) In the purchase of silver the India Government would become 
a prey to the ring of silver speculators in England and America. 

(B) The Fisher Ideal. — Adopting the fixed monetary stick as the desirable 
ideal that a country has to achiewe he proposes to obtain it by calculating an 
official index number of prices and adjusting the official weight of the currency 
unit at which the Government would issue gold c-ertilicates to miners or redeem 
them for jewcdlers. That this system can be apjdied to this country has been the 
opinion of a few thinkers, but unfortunately the I ndian people, who do not under- 
stand the measure, would consider that the index number is being manipulated 
by interested parties, and after all the alteration of the supply of money would 
take plac-e after a change in the price level. 

(C) The ProjMsal of Keynes and other Currency Reformers. — These 
reformers propose to attain the stability of prices by influencing the 
monetary factor. Many causes, monetary and non-monetary, exercise their 
influence on the price level. They wish to control the price level by 
exercising pressure on the monetary situation. Prices generally depend 
on the relationship between money and goods. Money being understood 
not in the sen.so of metallic money alone, but in the sense of total pur- 
chasing power, and may consist of metallic money and of credit acting as substi- 
tutes for metallic money. The real meaning of stability of prices is to 
stabilise the relationship between money and goods. If the stream and flow of 
goods entering into the market is ascertained, and if the volume of money is made 
to correspond with this stream of goods; the level of prices tends to be stable. It 
is a well-known fact that in our modern industrial society the banks create the 
major portion of the purchasing instruments. The creation and cancellation of 
all purchasing power is done by the banks. If only this policy -of creating credit 
or restricting credit can be controlled in the real interests of society the main 
objective of the reformers would b<* achieved. The expansion or contraction of 
credit has to be so devised that the total stock of money is made co-equal with the 
volume of goods manufactured by the entrepreneurs of the society. The supply 
of credit is to be regulated by the bentraJ bank’s discount rate. The entire 
banking policy of a country, says Professor Cassel, must have no other economic 
goal than the stabilisation of the price level. Professor Keynes goes a step 
further than Cassel, and says that “ in countries where a centralised banking 
system docs not exist this policy cannot be pursued with advantage.” But ” they 
need not despair,” says Keynes. They have only to secure a stable exchange value 
of their currency in another country’s currency whose internal value is stable. 
Mr. Keynes suggests that the XJ.S.A. and England should separately endeavour 
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to secure internal stability of price level, and other countries might then con- 
veniently use the dollar and the |Jouud sterling as a basis for Uie stabilisatioii 
of their exchange rates. Thus stability of their price level can l)e obtained. 
Only, if one large country or two large countries were to stabilise their currencies, 
and other countries were to stabilise their exchange ratt^s with these countries’ 
currencies, international stability of prices can be obtained. Though Keynes 
has worked out his policy for the stabili.siition of prices in an ohaborate manner 
the best exposition of this policy of attaining economc stability through monetary 
regulation and credit control is furnished by Carl Snyder. According to him 
there are three definite stages in the policy. Firstly, the stabilisation of the price 
level should be set down as the correct object. A definite norm has to be 
established, and 3 per cent, variation has to be allowed. Secondly, the principal 
means that should be adopted to secure this object are the manipulation of the 
rediscount rate of the F.lt. Board, as done in 1923, and the purchase and sale 
of securities by the F.R. banks. Thinlly, satisfactory information as regards 
the price level has to be gathered and forecasting indices have to be constructed 
to permit “ anticipatory ” action to be taken in the application of the above 
measure. This is to enable the F.ll. Board to take preventive action instead of 
compensatory action after the prices have changed. To forecast the future trend 
of prices he dejiends chiefly on the index of the volume of trade and the index 
showing the rate of turnover of average bank deposits. This part of the [)ro[)0.sal 
is certainly a definite step in advance which he has made beyond Professor Fisher’s 
suggestion, and inspires one with the fond ho[)e that sucei'ss might be achieved 
by this sort of action. The Bank rate can control credit and through credit 
prices. But this monetary brake has to he judiciously applied at the psyiho- 
logical time, so as to prevent the Iwom of which the trade depre.ssion is only the 
inevitable reaction. The banks can not only check unhealthy expansion of trade, 
but they can avert a po.saihle monetary crisis and stimulate business expansion 
during days of depression. The banks can give “ castor oil ” to cure the “ con- 
stipation of congested (‘urrency.” The lowering of the Bank rate, coupled with 
the policy of pushing the deposits into circulation, would tend to business expan- 
sion. Though no absolute stability might he obtained by the Bank-rate weapon, 
still its judicious use would restrict the fluctuations to a narrow limit. 

This bank rate weapon cannot be thought of in tin’s country, as the banking 
system does not control the volume of currency created in the eJmnnunity. This 
requires careful management of credit, and it would be usi‘ful only in those 
countries where credit performs 98 jier cent, of the exchange transactions in the 
society. 

Thus all the proposals for an alternate standard to the gold stan«1ard system 
are difficult and impracticable at the present level of the banking system of this 
country, and unless it has been improved to a great extent we cannot ho|w to 
think of controlling the credit policy of the banks and achieve tolerable stability 
of the price level. 


Vf. — The Gold Standard System. 

All other countries have returned to the gold standard. By April, 1925, 
England, Australia, New Zealand had rcturncil to the gold standiird. ITollaud. 
Sweden, Germany, the U.S.A. and the whole of the British Empire are on the 
gold standard basis. Gold has once more Income the medium through which the 
international payments are being cITected. Even the enlightened jxjople of 
civilised countries have no faith in the schemes for managing the currency .md 
they have “ no faith in the Trea.sn?y activities in the direction of controlling 
the currency standard.” Popular sentiment in this country has been leaning 
more towards the direction of posse.s.sing the gold standard and, in the domain 
of currency, popular prejudices and popular sentiments have to be respected. 
The economic ideal might be scientific, practicable and advantageous to the com- 
munity in the long rmi but an enfor'ed realisation of the ideal against the p«)pular 
current is only to court disaster or failure. The restoration of the gold standard 
system is the only practi(;able mca.surc that would sjitisfy pojiular wi.shes. The 
irrelevance and the artificiality of the gold standard arc well known to need 
any comment from me. It does not secure stability of the price level. It leads 
to a, waste of the useful commodity as it is used as money. Against these two 
disadvantages might be placed the following advantages w'hich would result out 
of the restoration of gold standard system in this country. It would tend towards 
an unlocking of the small hoards and their being utilised as industrial capital. 
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It affords the needed impetus to industry. It would link this country with the 
gold using ^untries and establish a limit to the i)ossible fluctuations of exchange. 
It would initiate a parallel movement of prices in our country following generally 
the course of prices in the gold using countries. India’s going over to an effective 
gold standard would lead towards increasing the demand for gold and the value 
of gold would not fall if the Eastern nations are allowed to absorb the annual 
production of gold to a certain extent. If the gold production were to be heavy 
and if industrial production were not to increase there would be a fall in prices 
and it might act as a check to productive enterprise. Even if gold production 
were not to be the same as in the pre-war years still the western conntilies after 
the recent education in the use of paper would certainly economise the stock of 
gold and require lesser reserves for their credit structure than before. This would 
throw a large stock of gold on the market and unless absorbetl by the East there 
would be a fall in prices. This is not desirable. India’s going over to the gold 
standard system would tend to balance and augment demand and keep up the 
level of the value of gold. The restoration of the gold standard means literally 
fulfilling a promisti wliich the Government made long ago and in these days when 
the prestige of the Government is at a low ebb this step would go a long way in 
reviving the lost faith of the people in British justice. Gold is considered as 
the sign and symbol of political freedom by our people and when it is easily 
available to them whenever they require it they would give up the hoarding habit. 
The drain of consumption would still have to be reckoned if gold coins are placed 
in the hands of the people. This can be given up only when social advance and 
enlightenment has gone a great way in our society. The insecurity of the 
individual earnings from being amalgamated or compounded in the joint-family 
property, the anxiety to make proper provision for the future on the part of our 
women as they are deprived of the means of earning their livelihood and the 
ne(«ssity of its use in certain social circumstanws have leil to the absorption of 
gold to a certain extent. It is not the removal of the token rupee alone that would 
e.st.abli.sh the habit of circulating the gold coins, but certain of these other forces 
that conjointly act in making the people lock u{) their wealth in the shape of gold 
have to be simultaneously attacked. The demand in India is more for the metal 
gold than for the gold coin and hence these would find their way to the melting 
jx)t or fall into the hands of the bullion dealers. It might be stated that the 
use of coins can be brought about by making it cfunpulsory that gold coins alone 
.should be u.sed in the payment of land revenues, excise duties, customs, railway 
and irrigation dues. This has been done by America during the Civil War when 
the Custom duties had to be paid in gold. ’Phis would, however, place a great 
hardship on the poor peiqilc. Hence there is not much possibility in succeeding 
from making the people melt the gold for their social or religions necessities. 
Like the other gold standard countries India would have to economise the use of 
gold by means of pai)er based on gold and convertible into gold with the least 

i xjssibie delay or obstruction. Cheques as well as bank notes can be relied upon 
or this purpose of economising gold. But this can be realised only under a 
thoroughly organised banking system under the effective supervision of a Central 
Bank. Without this organisation it wouhl l)e dilficult to operate successfully a 
gold standard .system making great use of gold iM)ins. The matter would have 
been simple if the gold unit were to be a suitable medium for the country but 
(X)nsidering the low level of our incomes and the low cost of our basic requirements 
no gold coin can afford to oust the present silver rujjee from circulation. The 
problem of the ruiiee complicates our currency question and as a good number of 
these coins are in circulation nr placed in the hands of the people and as these 
possess unlimited legal tender any change affecting their position would have to 
be seriously considered. Under a gold standaril system, silver or any other 
metal cannot be unlimited legal tender. It might be used as subsidiary coin but 
its status has to be definitely reduced to the one of a token coin. It is inevitable 
that the silver rupee would nave to be declared as a token coin and declared limited 
legal tender and just as the present token coins are issued by the State in limited 
quantities they would have to be is.sued in the future but any enlarged issue 
would tend to drive out the standard coin. As the possibility of making profits 
is great there would be a tendency to overissue them; hence the best possible 
course is to stop minting the rupee and making the existing quantity limited legal 
tender so that would not be adversely affected. For coming over to 

the gold standard the present privilerad position of the rupee has to be curtailed. 
A country can be said to pos8e.ss really a gold standard whenever gold money is 
available to the people on demand. Practical conversion and mere Ibeoretical 
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authorisation of its availability is the touchstone of an eificieut gold standard 
system. The people should possess the right to coin their gold bars or bullion 
into standard money. Whether the state bears all charges under the free and 
gratuitous system of coinage or charges brassage— a cost just enough to cover 
the expenses of minting it is immaterial but dt is one of the inalienable rights 
of the people to coin their gold into legal tender money. So far as external 
relations are concerned the people possess the freedom to export or import gold 
out of the country. They also po.ssess the freedom to melt all the gold coins they 
desire for industrial piirimses. Until these rights are assured to the people there 
can he no effective gold standard in our country. 

VII. — The Adoption of the Gold Standard. 

Several writers have commented in great detail on the uetessury steps that 
India has to take in going over to the gold standard system. The first essential, 
as has been already pointed out, is to destandardise the rin)ec. It must no longer 
be unlimited legal tender. Its coinage must no longer lie unlimited as at present. 
Gradual demonetisation of the ruijce is the thing required and a progressive 
gradual delimitation of the legal tender quality has to be arranged. For the first 
few years the limit might be fixed at a higher figure and gradually the limit might 
be lowered say to hundred rupees. It is not assential to undertaKe the conversion 
of the existing stock of rujiees into the standard gold coin to lie adoyited. I’he 
principle of limitation would ensure the steadiness of its value. 

Secondly mohurs and half-mohurs of the same weight and fineness as thi^ 
British sovereign and half-sovereigns should be minted and declared unlimited 
legal tender. The increase of population and expansion of the business needs 
of the community require an annual aildition of stock to currency and 
this addition in the future would have to be made in gold. 

Thirdly, the note-issue has to be handed over to the Imperial Bank and the 
paper currency reserve has to be amalgamated with the hank reserve. 'I’he general 
fabric of the banking system of this country ha.^ to lie improveil on the lines stated 
in my book, “ Present Day Banking an India,” and if one chnsoly examines tlie 
recommendations of the Kxternal t’apital U-ommittee, one wouid find a close 
parallel between the recommendations made by it and the outline of .suggestions 
that 1 have drawn. (See Banking Beform, eh. XU- -of my lunik, ” Present Day 
Banking in India.”) 

Fourthly, if the Government were to decide uyion fixing the exchange ratio, 
the future ratio of exchange lietwecn tJic rupee and the mohur, it has to take into 
consideration the future possibilities of gold and silver pro«luction and carefully 
fix the rate. The old rate of Rs. 15 to the sovereign need not ncces.sarily lie 
accepted. The recemt rise in the gold value of the ruiiee should not be 
unnecessarily lost sight of or given up for the <ild rate. 

But for exchange purposes the gold standard system would automatically 
link our standard with the other gold .standard conntnes. By the free iiiHow and 
outflow of gold bulliim and the mohurs the international payments laii Ixi affected 
Ismoothly and in the days of adverse balance of accounts the holdings <if foreign 
securities held by the Iniperi.al Bank in the foreign centres would have Pi be 
melted as the occasion arises. 

VIIT. — Other Incidkntat; Measures. 

Until the banking system is jicrfected and the people have learnt the value 
of the banking habit the operation of the gold standard which is nothing but a 
goldless gold standard would not function snaxithly. An immediate going ovei‘ 
to an effective gold standard would cause inconvenience to the Government for 
making the necessary gold available, i.e., if paper currency were declareil 
convertible into gold there is not the 50 per cent, of gold required as the re.s(‘rve. 
The conversion of the silver into gold would involve heavy loss. Ihit if the 
people are educated in the matter of their currency habits by a sound hanking 
system it would enable the banks to get on with small reserves and de^iend on 
the “ psychological reserve ” or confidence in the minds of the people. 

Secondly, the Government must Ix^in to hoard gold in the reserves and as 
soon as the reserve position as comixised in the gold stock is great the 
free convertibility of rupees into gold can be undertaken. But this, as stated 
already, is not essential for the present declaration of adopting the gold standard 
and so long as the limited legal tender quality is attached to it. 
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Thirdly, the question of increasing our sterling obligations has to be curtailed 
in the near future until ati effective gold standard has been o|jerating. The free 
flow of gold would be facilitated aiul the pjiyment of the interest can be easily 
arranged by the I’entral Bank. 

Lastly, the }x?rfection of the education of the people, the raising of the 
standard of living and the dcvolopinent of banking sliouhl have to be undertaken 
along with the attempt to introduce the gold standard with gold in circulation. 
Again, the financial policy of the Government of Indiil should rest solely in the 
hands of the Govornnient of India. There is a shrewd suspicion in the ininds 
of the Indian people that the real policy of the Government of India is dictated 
more by the needs for the economising of gold in the L. M. market than anything 
else, financial autonomy and political autonomy must go hand in hand, and 
with an open declaration of their policy they can seek the co-operation of the 
Indian public and it would not be denied to tliem if all the cards of their financial 
policy are laid on the table. 
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Statement of evidence submitted by Mr. J. C. Sinha, Reader and Head of the 
Department o! Economics, Dacca University. 


Both tin? external and internal factors are at present favourable to the solu- 
tion of India’s currency and exchange problems. Most of the European countries 
have returned to gold standard or at least to gold exchange standard. The most 
significant fact in this connection is the restoration of the Gold Standard in 
England. Even the British Colonies like South Africa and Australia have 
returned to gold, 'fhe po.ssibility of the currency ixmilition abroad, disturbing 
the Indian monetary sy.stcm, is now less than it was even a year ago. Coming to 
internal factors we find that India has had a succession of good harvests f<»r the 
last few years with a keen ilemand for her foodstuffs and raw materials abroad. 
The trade balance has turned again in her favour from 1922-23. We have also 
a surplus budget. 

2. With regard to the comparative inqiortance of stabilization of prices and 
stabilization of exchange, it may be obsciwed that these two are not always 
incompatible. If the internal and external price-levels arc stable, stability of 
exchange will follow as a matter of course. Hut when the price-level abroad is 
moving up and dow'n, wo have to cIkxksc between stabilization of prices and of 
exchange. In such a dilemma, stabilization of pru^s-lcvel is to be jireferred in a 
country like India, bocau.se internal trade is more im|)ortant here in the economic 
life of the fjeople than foreign trade. 

3. But the policy of price stabilization labours under certain difficulties. It 
cannot be secured either under gold standard* or gold exchange standard. It can 
1)6 best attained with paper currency regulated according to the index number of 
prices. Such a selieme has nowhere bemi given effect to and the time for adopting 
it in India has not come as yet. It is true that our rujxie is a note printed on 
silver and from 1921 the Government of India did actually maintain a fairly 
.stable level of internal prii-e.s. But this policy apj)ears to have been recently 
abandoned for the sake of a stable exchange. Apart from ]>opular distrust, 
stabilisation of prici^s. through the expansion and contraction of ruptxi currency, 
is difficult in India in the face of the persistent agitation of the merchants 
engaged in foreign trade who want “ stability first and foremost ” in exchange. 
The plan for the stabilisation of prices with the mani^mlation of rupee currency 
may also be upset by the rise in the gohl value of silver whii*h may throw the ruj)ee 
into the melting pot. 

4. It will be too bate now to revert to a pure silver standard which has been 
abandoned by all civilised countries. We have to ch<iose therefore between thi? 
gold standard and the gold exchange standard. Between these two, T would 
advocate gold standard with gold notes and coins in circulation, the rupee being 
a limited legal tender. This is certainly not the ideal form of currency but it is 
the best under our present circumstances. I do realise that the circulation of gold 


• By gold standard ii meant ^ Bystem of currency in which all kiude of money in cironlation 
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coins in tJie place of silver means some extra mst and the cost of conversion of 
silver currency into gold will lx» fairly heav^^ But this cost ought to be paiil Jdr 
the linal settlement of our currency and exchange problems. 

5. It a2)pcars however that the extra cost in the circulation of gold coins has 
iKsen greatly exaggerated by the pundits of the Chamberlain Commission. As 
l*rofessi)r Caiman rightly ob.sorvcs “ the single advantage olTcrcd to a counlry by 
the adoption of thi; gold exchange standard system, iustcail of the siinjilc gold 
standard is that it is cheaper, in the sense of requiring a little less value in the 
shape of nictallic currency than the gohl standard. Hut all that lairbe saved in 
this way is a trilling amount nlmost infinitesimalA beside the advantage of having 
a currency more diflicnll for administrators and legislators to tamper with.” 

6. Assuming that the active rupee circulation now is what it was in l!)2l, 
i c., 220 croresf and jf onii-half of that is replaced by gold coins (the |)ercentage of 
rupees which will bo replaced by gold coins, will, in my opinion, be far less than 
SO) the additional cost on account of the circulation of gold will not e.xceed one 
lakh of I'upees per anuuin.§ 

7. I do not think that gold coins w'ill form “ formidable rivals to currency 
noUrs ” and thus increase the cost of circulation of gold. Such notes are preferred 
now for largo payments and there appears no valid reason to a.ssume that this 
monetary habit will change after the adoption of the gold standard. I n fact, gold 
being more easily available under the gold standard, the hoarding of gold coins 
will disappear to a. considerable extent. It is true that gold sovereigns are a.t 
present melted in the mofiissil for making ornaments of the Indian ladies. The 
real rcmeily for such a wasttd’ul use of gold (.loins is not to stop the issue of gold 
cx>ins but to make gold of a delinit(^ standard of linencss available in the mofussU 
in small bars. Tf the head jiost oflices in the districts or the district treasuries or 
the branches of the Imperial Hank sell gold, say |.lths fine, in small lots, the 
melting of gold coins for us<.' in the arts, will be materially reduced. 

8. The (drculation of gohl coins does not therefore appear to k' “ a costly 
lu.Miry wliich India cannot afiord.” It should rallier be described as an insurance 
premium which wo should ])ay to safeguard against the currency blunders of the 
(lovernment. It may be noted here that a single mistake in cuiTcncy imlicy like 
the sale of reven-e councils in 1020 cost the (lovernment at least 33 crores id' rupees 
apart from the losses to the Indian traders and businessmen. 

{). In estimating the cost of gold circulation, we should also consider the 
economic and political advantages of the gold standard. With this standard, the 
country will lie set free, at least for a fairly long time, from bitter controversies 
in currency and exchange. The currency will become more automatic so as t4> 
inspire the confidence of the people, (lold standard without gold currency, will 
not satisfy’^ the Indian public. It is economically and politically unsound to flcint 
Indian opinion in this respect. With the adoption of the gold standard, the 
exchange rate with gold .standard cmintries will become quite .simple. The 
(lovernment would thus be able to give up elaborate management of our currency 
and thus save itself from much ])nblie criticism. The jiolitical disadvantages of 
the .gold exchange standard are not sufiiciently realised by our currency e.\]it‘rts. 
The currency jiolicy of the (lovernment since I8fl3 has often helped the political 
agitator. Sir Valentine f’hirol writes that the sale of reverse councils in 1020 and 
the subsequent fall of Indian exchange, were mainly responsible for the success of 
the non-eo-operation movement among the Indian merchants ami bnsiiK'ssmen. 

t 'flio italics arc mine. 

j This WiiH I’nifcasitr Jovouh’ estimate for 1921 in his Futiirr of K.rriifiii /r, p. .|0. 1 Imvo mil. 

the latest figures at my (iisposal for lakulating the present riipeo circnlation, Imt the altove liLrnie 
r.tughly reprosentH rupee eirculatioii at tlie present time. In fact the eireulation now will he 
somewhat le. s than 220 crores beeanse the note circulation now is larger than wh.at it was in 1921 
ami the present jn-iee hoel as represenC'it by the index nemlier, is low* r. 

§ This figure has boon derived from the following e.ilciilation. The averase abrasion in a 
rupee, according to a nolo by the Oentroller of Curreney, in the Ueport of the Indian l^^•tren^•h- 
menb’Coinmitlco is l-f) per cent, in .'tO years. TfU is assmiicd that the averageabiasiim in the case of 
a gold coin is the same as iti the caso of the rniM-e and the wear and tear of the rupee affect otil^' 
two-thirds of its face value hecaiise the bullion value of the mitre is genenilly two-thirds of its 
face-value the actual cost of the circttlalioii of gold coins worth 1 10 crores of rupees will he 
’ 110 X 1(H) X 15 11 1 , , , , 

greater than that of llie .same stim in rupees by ^ ^ or or 1 vl lakhs of rupees. 

'Pho additional eost of gold circiilatittn will be less than IT lakhs of rupees per annum beeanse 
(1) .»old will form a stnallcr petceiilagt' iti circulation than we liave assumed and (2) the abrasion 
ill The case of gold coins which will be of higher denomination than the rupee, will be less than 
1'5 per cent in fifty years. 
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Though a inoderu (iovcniiuciit oaiinot I'ollow a ooinplete faire policy hi 

curreucy matters, it is desirable eveu irom a purely political point of view, that 
the Goverumeut of India and the Secretary of State should div(^t themselves of 
the management of imrreney and exchange as far as possible. The best way of 
doing this is to sulistitute gold standard in the place of the gold exchange 
standard. 


10. 'I’he only important argument against the adoption of gold standard and 
gold currency in India from the standpoint of international considerations is that 
this change in our currency jiolicy may cause an alarming drain on the existing 
stock of gold in the world and bring about a serious fall of prices in the Western 
countries. This does not appear to be a serious ai-gument for refusing the gold 
standard to India. Dr. Gregory has estimated in his Return to Gold that by 1937, 
the world’s output ol gold and the addition of rcipiired baiiking reserves would 
ulxiut balance and “ Ind'ore that date there would be a surplus' of prixluction avail- 
able for industrial u.ses and the East, without prices falling or reserve ratios 
declining.” Sir James Wilson is also of ojiinion that the w'orld’s available snjiply 
of gold is now increasing fash^r than the worhl's effective demand for it. It is 
thus to the (wnomic interest of the Western nations that fndia should adopt gold 
standard and gold eurmicy. 

1 1 . flow to bring about this change is the question. The first thing we have 
to do is to determine the rate of exchange between the i-njice and L'nld for the tran- 
sitioii to gold .standard. In selecting this rate we should look not to the .special 
interest either of the importers or exporters or of a particular industry or indus- 
tries. If any industry is to be a.ssistcd, a better method would be by a system of 
bounty or protection or both and not by manipulation of the exchange rate. 
This rate should be so sidccted that it can be easily maintained till the e.stjihlish- 
ment of the gold standard is complete when this ratio between (he rupee and gold 
will cease to Ik.’ of any gi'oat im})ortance. 

1*2. Thei'c is something to be said in favour of the present l.s. (k/. rate whiih 
has been maintained since October, 1924. Ilut I iloubt whether tliis rate Avill con- 
tinue for long. Sir James Wilson writes in a recent article in the AsiuGc Revinr 
that the rise in the gold value of the ru|.HH* during the last nincteeti months is about 
20 per cent. With increa.sed jiroduction of commodities in Europe, the general 
price-level may fall there, bringing down at least to sjime extent (he pre.sent gold 
value of the ru]>ee. Good harve.sta in India do not generally continue for a series 
of Years. The failure of a single monsoon by raising the price of our exfiorts, may 
rerliice the demand for riqiees from abroad and thus lower our rate of exchange. 


nge 


13. Hut in s])ite of this fact there is no immediate pos.sibilitv of excban< 
going down to l.v. 4f/. Europe’s supply of capital and labour is not unlimited. For 
year.s to come .she will devote a considerable portion of her cajiital and labour in 
repairing the ravages of the Great War. 'I’o quote a single instance, the recon- 
struction of the llheims ('a.the<lral mean.s diversion of cayiiial and lalxair from the 
production cif food and raw materials of which there is siu'h a dearth in Europe. 
A large export of foqd-stuffs from Ru.ssia cannot also be expi'ct^'d. It is true 
that she has reorganised her currency, but her tran.sport system i.s stilt quite 
disorgani.scd. Tier method of production is not likely to attain the jire-war 
standard in the near future. There is thus every piissibilily that Eurojie’s 
ilemand for our food and raw materials will remain keen at least for the next 
live years. There is also no immediate |)ossihility of a si'vere deflation policy in 
the currencies of Europe, reducing her demand for Indian good.s. I think there 
fore that it is not necessary to push down our exchange rate to Is. 4/7. csfiecially 
in view of the fact that it will involve so much inflation of currency. I would 
advocate 5d. rate during the period of transition from our nreseht. 


the gold .standard. It wil 
of the 1.1. Ad. rate and w'S 
rare. 


period of transition from our present system to 
mean far less inflation of currency than in 'the case 
1 be more easily maintained than the ])re.sent l.i. (id. 


14. Miich inflation of currency will not be nece.s.sary to make the 1.i. ^d. rate 
effective. The mere announcement thiit India will adopt gold standard at that 
rate and that her future demand for gold will increase, will have their effect 
on the value of gold Gold will slightly appreciate in terras of commodities and 
al^ ql the rupee. In other words, our exchange will fall. If this fall is not 
sufficient to bring down the exchange to U 5d. the Government may buy gold in 
India (l^th sovereigns and bullion) at the rate of R8.14 for 1 13 grains of fine gold. 
This will put more money into circulation and lower the exchange rate to 1.? 5d. 
when such purchase of gold will automatically stop. ^ 
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15. Tlie next ineasuve 1 suggest is to .strike a new coin called the gold inoliur, 
containing 88 05 grains of gold of the Hritish standard of lineuess. The chief 
reason for this innovation is that the gold sovereign will be an inconvenient 
monetary unit at Is. 5</. rate. 'I’his new coin, valued at Ils.lO, will be uidiinited 
legal tender in the country. The issue of this gold coin, in.stoad of the gold 
sovereign, will, of cfuirse. n;can .some complexity in foreign e.xcliange but against 
this, there are the following advantages. We shall have a gold coin which will 
be a very (lonvcnicnt unit and there will be no com[)lication with the British 
Treasury wind) has up 1o this time stood in the way of gold coinage in India. 

l(i. The thir<l measure is to reduce the rupee to the position of a token c'oin 
which will lie a legal tender only to the extent of, sjiy, 50 mohurs or 500 ruiioes.* 
Itupce notes will also remain legal tender up to the same snin till they are linally 
withdrawn. Rupeii notes of a higher denomination than Us. 500 should be 
inuuediately withdrawn and replaced by gfdd notes of the same value. All 
further coinage of rui)ees is to be stopjn^d though a few rupees may have to be 
coined later on frotn time to time to facilitate retail tran.sactious. Bjit this 
necc.ssity will not arise in the near future. 

17. Jlu|jees and rupcse notes returning to the (.lovcrnment, should not again 
lie thrown into circulation but shoidd he replaced by gold mohurs, ireferahly gold 
notes of the value <tf |'„th, i, 1, 10, 100 and 1,000 jiiohnrs. T a'se gold notes 
shoidd be unlimited legal tender exce])t at the oflices of issue, w lere they must 
he paid in gold.t 'I'lius for a time, two kinds of ])a])er currency will circulate 
side by side. But this diniculty will disap|H‘ar with the ultimate ivithdrawal of 
rupee notes. 

18. Now, where are we to got gold for the circulation of gold coins and gold 
notes? This necessitates a brief diseussion of the probalde amount of gold that 
may be necessary for the a<ioption of the gold standard. On Novemher 15, H)25, 
the gross circulation of notes in India was 191 crores of rupee.s. Tf the total 
cin-ulat iou of notes and ru|K'es at tlio time be taken to be +00 crores. the figure 
will certainly not be aii undci-cstimato. On this assumption, the ru|H*e circula- 
tion was then 209 crores. If after the adoi)tion »>f tin* gold standard not le.ss 
than 100 crores of rupees remain in circulation, and the circulation of mohurs 
ami gold notes 1 h* valued at 90 crores ami 210 crores! of rupees respectively, wo 
shall require about H.s. 174 crores worth of gold. 

19. Flow this .sum is arrived at will he clear from the composition of the 
Paper ('urreney Reserve advocated here. Created «vurities in the shape of Indian 
Treasury Bills sluadd ultimately disap|)ear from this reserve, tluaigh they will 
have t<i be retained during the next five years so as not to increase the linancial 
burden of the (.lovcrnment during the period of transition to an elTective gold 
standard. 'I'he whole amount of notes in circulation should not exived the amount 
of the metallic reserve the .socurities reserve and the metallic reserve .should in 
no case be less than 5tt luu' cent, as laid down in the ])(*rm;inent ]>rovisions of .Act X 
of 1923. But this im-tallic reserve, after the introiliictiou of the gold standard, 
should in the plan advmated. consist of gold and silvi-r in the proportions of 4:1. 
.Accordingly, we shall rispiire Rs. S| crores worth of gold and Rs. 21 crores worth 
of silver as the metallic reserve for the 210 crores of notes. 'I'hus the total gold 
required will be 90 cror.'s for actual gold coins in circulation />fiis 84 crores as 
the gold reserve, i.e., 17-i crores in all. 

20. T.et us now look at the currency assets of the Government which may lie 
realised in gold. We have at jire.seiit about £402 millions in .securities in the 
gold stamlard reserve. 'I'his sum. derived from the profits of rupee coinage, 
should Im‘, used in the conversion of iujkh's into gold. We may have gold worth 
55 crores of rupees liy abolishing this reserve and .selling the .wuritics. We have 
also 22 crores in gold coin and bullion, 7 crores in silver bullion and 82 crores in 
rupees in the Paper (’urreney Reserve. § Tf we set a]iart 21 erores out of the.se 
82 crores as the silver {lortiou of the metallic reserve for the mohur notes, we shall 


*• When the gold standard i.s elfoctivoly ostablislied, tliis limit i.s to ba rediicoil to 10 mohurs 


or 100 rupees. 

T in the case of Ath 
are presented iii units of 


mohur and J luohnr iiotos, gold is to be paid only so far aa ih'^f-e notes 
I, 2 or more moll urs. lint for fractional sums in mohurs, the payment 


wilt obviously bo inadi- riii» job. , , . , . , . . 

J The isBiio of ,',,111 mohur notes which are good subslilutes for riipoos, is bound to increase 

the total circulation of golii notes. „ 

§ These figures are taken from the Abstract Aceoniit ol the ( uiroiicy Department on 

November 15, 1925. 
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still liave 61 crores of rupees. We may get about 40 crores* worth of gold by 
selling this 61 crores as bullion. Tweuty-two crores in gold coin ami bullion and 
7 crores in silver bullion in the Paper Currency Iteserve may also fetch us gold 
worth 29 crores of rupees. Ninety crores of rui)ecs which, according to our 
assumption, will be replaced by moliurs, may also be sold as silver bullion and 
bring gold worth 60 crores of rupees. Thus we shsill altogether have 
55 + 40 + 29 + 60 or 184 crores in gold, i.e., 10 crores more than what is 
ncce.ssary for the circulation of 90 crores of rujiees in inohurs and 210 crores in 
gold notes. 

21. Tint against this note circulation we have also to provide for securities 
reserve of lOo crores. At present the total securities in the Paper (hirrency 
Reserve are valued at 80 crores of rujices. We recjuiro therefore an ad<litional 
sum of 1 105 - (10 + 80)} or 15t crores of rupees for tlie adoption of the gold 
standard. This may be raised either by a loan or by providing it out of the 
annual revenue of the (Jovernment of India at the rate of il crores of rupees per 
annum. I prefer the latter course because already there are 49‘6 crores of rupees 
in created securities in the Paper Currency Reserve which are really Government 
debts for which they do not pay any interest. Tt will not therefore be desirable 
to increase still further the debts of the Government on account of currency 
reform. 

22. The above plan forms oidy a rough .sketch and the figurc.s are given only 
to illustrate tlie main principles of thc eiirrencv reform advocated by me. If they 
are followed, T believe it will be jiossible to have an elTective gold standard in 
India by 1930 without any heavy cost. Both the internal and external conditions 
arc favourable and the present opportunity slnmld not tluM-efore be lost. 

23. Some su j) piemen tary measures will also be nece.ssary during the next five 
years. Active steps should be taken for the increase of baiiking facilities so as 
to reduce the waste due to the circulation of gold coins. During the jXiriod of 
transition to gold standard, the management of jiaper currency should remain 
in the hands of the Government. An endeavour should also be made tu kwp the 
exchange rate fairly steady at l.s'. 5</. during this period, generally by the purchase 
and .sale of gold in India. When the gold standard will be elTectively establislied 
exchange rate should be left to follow more or loss its own natural course. Tt 
will then simply be the rate of conversion of one kind of gold currency into 
aiKither. The Secretary of State and the India OHico should be relieved as far 
as ])ossible of their work in connection with Indian currency and exchange even 
during the transition period. After the establishment of the gold standard, the 
Secretary of State’s interference with Indian currency and exchange .should 
altogether cease. The sale of Council Bills in England .should be immediately 
stop|)ed. The home charges may be remitted by slerling ])urcha.ses through the 
Imperial Bank as is done now. But the money whicli will be thrown into circula- 
tion as the result of such purchases should be inohurs and preferably gold notc.s 
and not silver. Such purcha.ses should also be generally confined to the amount 
necessary for meeting the home charges. Ultimah'ly the work of the Government 
in connection with exchange and note-issue should l)e transferred to the rnifierial 
Bank but only after im])osing special conditions on the bank to safeguard the 
interests of the Government and the Indian jmblic. 


Addendum subsequently submitted by Mr. J. C. Sinha. 

In my written staUunent above, the additional sum required as reserve 
for the adoption of tlai gold standard luis lietui e.stiTnated at 15 crores, the exi.sting 
sterling securities and tlie gold in the paix.*r currency reserve having been valuecl 
at the statutory rate. But if the rate of l.v. 5rf. recommended by me lie taken for 
this valuation, nothing would bo required for this purpose; on the other hand, 
then; would be a surplus of 3'60 crores as estimated lielow. 1'his however involves 
the retention of the nd hoc securities at their pre^ient figure, which I cannot 


'' We have asiiumtid that for every rupee Bold uh bullion, ||rd8 of ItH value will be realiBuil in 
oi.Iil. This is trno bo long as the gold price of silver retnaiiiH fairly stable at the existing rate. 
It II pecs Blioiild therefore be sold gradually so as not to depn ss much the gold price of silver. 

t Tho qiioBtiou of Treasury Balances lias not been svpatately considered in the above calcnla- 
lion because a portion of such balances is included in the gross circnla'ion of notes. Of die 
reuiaiiider, a part at least remains ulle aiid dc.^s not re |nire immediate conversion into gold or 
gold notes. 
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rec^iiinend. For, a portion of the ad hoc seciiritics had to be ■' created ” to 
bridge up the gap between the market value ajid the statutory value of the payn^r 
currency reserve. Now that 1 have recommended to restore these kn ymrity this 
portion of tlie ad hoe securities should be cancelled. The extent l-o which this 
cancellation should l)c carried out may bt; estimated as lielow, taking the ciirrencv 
figures for 15th November, 1925 " 


Difference betmeert the 

Amount of reduction 

rupee equivalents at 2*‘. 

in ad hoc securities 

and at Is. 5d. of 

in crores of rupees. 

Gold; approx, value £2232 mil 

919 

Sterling securities; approx, value £23 00 mil 

941 


Total ... 18(50 


Deduct ... 15'00 


Surplus ... 3()0 
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Statement submitted by the Bengal Chamber of Commerce. 

i (a) Is the time ripe for a solutiuii of problems of Indian Currency and Kjchanye 
by measures for the stabil isation of the ru[H‘e or othern iset 

The Committee of the Chamber deem it to be of the highc-st imy)ortaiu-o that 
an attemy)t should be made at the earliest oy)y)orl unity to solve the Indian currency 
and exchange problems, for they regard the y)restmt yx.nsition as iinsiit isfactory. 
But although they take this view they do not feel conlidenl that the y)risi-nl is an 
ideal time for the attemy)t at stabilisation. Nevertheless if the Commission after 
comydeting Ihoir investigation arrive at the conclusion that slahilisatitrii is 
feasible now, and that the |M)licy determined uy)oii can be made clfcctive, the Com 
mitteo «)f the Chanilx'r would suy)yx)rt immediate action. 

This is in brief the attitude of the Chamber, but the Committee feel that it is 
also necessary to indicate as shortly as ymssible : (a) the y)rinciy)al reast>ns why they 
consider the y.)resent yH)sition to be unsatisfactory, and (b) why they aie doubtful if 
the time is yet ripe for an attemy)t at stabilisation. 

With regard to (a), it is uiisjitisfai'tory that the fluctuations of exchange have 
no automatic iiyjyx'r and lower limits as would be the case if the g(.)ld exchangi^ 
standard system, which hitherto has been the foundation of the Indian currency 
and exchange system, were working y>royH*rly. While the Committee rccoguis<* 
that Coveruineiit have oJideavourcd to c<»nfrol the variations of cM'hange, the 
extent to which they were pre|)ared to opciatc has hitherto been a matl<u’ (d‘ 
iiiiiiertainty, and the ymssibility of Covenimeiit increasing or deereasing their 
IHircliascs of sterling has intr<.»i.lnoed an unknown factor into calculations, which 
neocssarily creates a lack of confidemx'. Moreover, it is entirely a matter of con- 
jecture whether Government i*oidd or wouhl take measures to moderate a fall in 
exchange in the event of a failure of the monsoon, or a sudden plias(' ni' weakness 
due to some other unforeseen cause. 

Further, the absence of facilities for an automatic regulation of tbe volume 
of currency has rendered Government liable to criticism in tboir altein})ts to 
])rovide currency for tlie rc(piirements of the country. A 'car ago ilicn* wci’c 
general complaints that t.lie country was being starved of ciirrency. whereas to day 
the situation is almost the reverse, and it has Ix*en suggested that j-ccent additi<iins 
to the (iurretKy have not been warranted by tlie actual demand for cnnvm’v. 

With reference to (6) it is of ceurse recognised that the return of Great 
Britain to the gold standard has removed one of the main objections to an attempt 
to stabilise the rupee. So long as sterling and gold bear a definite relal ion to ear b 
other the fixation of the rupee in terms of gold wouhl go -i long way tcvwards 
solving both exchange and currency difiieulties. But if there were again to lie a 
divergence the fixation in terms of gold would result in further fluctuations in 
terms of sterling with all the resultant uncertainty which was experienced after 
the experiment of 1920. 

66696 * 8 8 



27S 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

Tlic Coiiiiuittee do not feci coinpotcut to cxi)iess a delinito opiiiiou ou the 
various fsiL-tors l)earitig ou I lie iiiaiiitenancc of tlie gold ataudard in Great Britain, 
such as the cc^iiininif situation there, the gold prohleiu in the United States, tlic 
condition of the exi*hanges ot sonic ot the principal huropcau countiies, the 
settlement of tlie internat ional debt problems, and tlic future of gold prices. ^ In 
those matters they an^ |ire])ared to accept tlic decision of the ( 'otnmission. They 
feel however that unh^ss the Commission arc satislied that there is no likclih(M)d 
of Britain having to reconsider the (|uestion ot the gold standard it would be 
advisable to post|M)Me linal action regarding the status of the rupee. 

Burthcr. with regard t(> internal conditions the ('ommiltw would jioint out 
that India has e.xperienced four giKid monsoons in succe.ssion, and it is not un- 
reasonable to anticipate a bad monsoon, or more than one, in the near future 
They are not ciinvinced that in such an event the resources of Government would 
be sullicicnt to maintain cNchange at its present level without undue disturbance 
to the money market. An unsnci-cssful attemjit to support the rate would have 
incalculable efi'ects. 

Tf, therefore, the Commission are not convinced that Government can make 
any selected rate permanently elTcctive it would lx‘ preferable, the Committee 
think, that Government should cimline their exchange operations to moderating 
the .swing of the exchange pendulum rather than endeavour to bring about 
eipiilihrium at a rate which would be unsuitable to Indian comlitions. 

1 (b) What is the coiiiixinitice imiioi'tunce of stability in intfi'iud prices and in 
fureiyn ajxhaiujes'/ 

To tJie merchant, stability in exchange is of greater importance than stability 
in internal prices, lie is generally able to deal with the Ja-ttm’ in the omrsc of 
business, and if exehange is reasonably stable internal prii;es will tend to lluctuate 
in sympathy wit h the pricc.s of the commodity markets of the world. A Ihu-tnating 
exchange however introduces a further uncertain ehmient into his calculations 
which must necessarily impede business. The Committee recall that a point which 
was considered of great importance to the country as a whole in the last Budget 
Speech of theiloiiourablc l’’inance Alemlier, was that llnctuatioir, in exciiange had 
moderated the range of variations in internal prices. From a mercantile point of 
view, howc-ver. it is preferable to deal with one Huctnal ing (|nantity than with two, 
and the Ikmirnittce would favour stability of exchange, as against com})arative 
stability of internal prices brought about by a lluctnating exchange. 


1 (e) are the effects of a risiny and fallinij riqM'e and of a stability of hitjh 

or low rnyee on trade and industry includimj atjiicnltnre and on national 
finance 

Ihis question lias U’cn discnssi'd at such li*ngth Ixdoiv previous Commi.ssions 
that the Committee I cel it nuni'ccssaiy to rccapilnlate all the num'.*rous arguments 
tor and against a Jiigh as compared with a low rupee exchangi!. 

In so far as a rising or lalling rupee involves a change in the relationsliip 
of debtors and ereilitors they consider that either is iinsatislai'tory for the country 
as a whole, as any advantage to one section of the community is obtained at the cost 
of another s(x-tion. Stability at a suitable point is the ideal state (.f alTairs and the 
level ehosim should be .such that the minimum of disturbance is caused to out- 
st-uiding contracts bctwcui debtors and creditors. It is a truism that ultimately 
it is imniatiiial what le\el is (.‘hosi*u, as pri(*es and wages wdl in course* of time* 
adjust them.'^lves to whatever rate of exchange may be ma<l(! olTeGive, hut it is 
just as uni air that the reduction of the home charges of the Indian Gwernment 
should be considert'd a rea.son for the cnlianccment of the value of the rutx'e as 
that possible Ixmefits to the agrieulturi.st should be made an excuse for inilat’intr 
the currency and reducing the value of the rnpiio. 

After a period of llnctualing exchange it is obvious that the fixation at anv 
point cannot he uimcrsally etpiitable, but the obji-ct to be aimed at should be to 
raiiso fivS Iriv-li disturbs ruo as possible. 

2. In relation to what standard and at what >ate should the rupee be stabilised 
If at allt w hen should any decision as to stabilisation take effect? 

„f ‘I'® "“‘"ral inlcrence is stabUity in terms 

A. Iw for years past to quote the rupee. 

At the same time the Committee think that it is desirable that the runee shrmld 

have a fixed relation to gold, which is the basis of the currenciL of the ^tries 
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with whicJi India conducts the bulk of lier trade. It is their upiniun, therefore, 
that stabilisation should be in relation to gohl in order that India, may come into 
line with the imixjrtant trading countries of the world. They cannot liowever 
(xjnteinplate with equanimity the possibility of fluctuations in terms of sterling 
in the event of changes in the relation betw’cen sterling and gold, and for this 
reason as alrejuly stated in their answer to (|U(\st,ion 1 p/) tlw^y would- prefer to 
postpone any clTort to stabilise the rujK^e in terms of oiu* unless it is certain that 
the practicjil result would l)e stahility in relation to hoth. 

• With regard to the rate, at which the. rupee should he stabilised it would 
appear that conditions are adjusting themselves to the current rate of t.s-. Vh!. It 
scOTiis probable that, in view of the llmiourahle Financi' Aletnher's assurance that 
Government would prevent the rate rising alxive l.v. (J/l.r/. there will he no serious 
divergence from the present |)oint while the Gommissiou are conducting their 
deliberations, and the Committi>e have come to the conclusion that if the rupe(^ is 
to bo stabilised it should he at the rate of ].«. iSd. They tal<t‘ the view that it would 
be undesirable U) force the rale down to l.s*. 4d. or u]) in I.'.-. Sd. The ia(.c shmild ho 
sulTicieutly high to ensun; that the exchange value of the rupee shall always he 
higher than its bullion value. The Committee (xnisider that to ensure a sudicient 
margin of safety the rate sliould not be fixed lielow' l.s. Od.: and for this reason 
they do not recxwnmcnd any attempt to restore the old rate of l.v. 4d. A further 
point for consideration in this connection is that deliberately to foi-ce exchange 
down to I.'-. 4d w'ould involve a rise in the ])rices of consumable commodities, which 
might cau.se unnecessary hardship to the ]ioorer clas.sos. and bring alnnit a 
recmdescence of the eixmomie discontent which was a feature of the later years of 
the W'ar. fn addition it mu.st also he remetnliered that the rise in the evehange 
value of the ru|)ce, from l.f. 4d. to l.f. (id., has lieeii largely (irfr.et hv an inereasing 
range of tariffs on imported eomumdities. .\t the same time they wenld depreeale 
attempts to raise oxehauge to !>'. 8d. or any hioher figure, which wmild ni'ce.ssitate 
eonsiderahle deflaliou and re adjustment of eondilions gi-uerally. 

The deeision to stabilise should take elTect inii!u>(liat.4>ly on the piihli- al ion of 
the Heportof the Koval Commission, assuming that the r.-ite ^eh<( fei> for si.ahilis !- 
tion is l.s. (id., and that the market rate is approximately at tliat level at the time. 

3, A/ f/ifl ratfi selected diifrr>t tunlfrlnlhj from tin' }>ri'xi'int roir, hmr should 

trnn^mUtiion he achierpd? 

Tlie Committee do not ]iropose to deal with this question for, as they have 
already endeavoured to make clear, they are very strongly of the opinion that the 
rate to be seleeti'd onglit to he the rate current at the lime of solei lion. 

4. (}i) What measures should be adopted to maintain Ihr. rupee at the rate 

selected ? 

(b) Should the <jold e.rchouue sijsleui in. force, b'-fore the war be eoiitiiiurd, and 
with whit modifications if anyf 

Assuming that the rupee can he stabilised in term.s of gold the establishment 
of a free gold market in India with Coveriiment prepared to buy or stdl at a lixe<l 
parity would be suflieieut to keep exchange sl.ihle between the gold import ami 
ox}!(irt points. Ifnder the prewar system, in order to avoid unnecessary move- 
ments of gold Government frequently entered the exchange market through the 
medium of the sale of Council Hills or lieverse (\>uncils, as the ca.se miglit Ixi, 
thereby facilitating trade remittances in whicluner direction llie dcm.ind might 
arise. This system ensured stability for a number of years, and the Committee 
wmild be disposed to favour its reintroduetion. It should, howmver, he modified 
in one respect. Whereas by the sale of Councils withnnl limit, or by the pnreha.se 
of gold, the iijiper limit of exchange was guaranteeil, there wms im otfieial under 
taking to prevent exeliange from falling Ix'hov the lower nominal gold point. 
The Conimittee think that an undertaking should he given in respect of both the 
maximum and minimum rates of exchange in any future scheme of sliihilisatioii. 
Whether Goverumeut .should maintain tlie.se rales by operating in .sterling or gold 
must depend ou market eondilions and the state of Government halanres iii India 
and in London. It would be unwise to lay down any liard and fast rules on the 
subject. 

4. (c) Whm shovM he the compositmi, size, location and employment of the gold 
standard reserve f 

As regards the composition of the gold standard reserve, the Committee of 
the Chamber agree with the Kabington-Smith Committee that it should contain a 
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[)i'oportion of {?old, uikI tluit the remainder should invested in 
sho! t-d.‘itcd llritish Empire securities other than those of the Government of 
India, 

As to the size of the reserve, the Committee recommend that it should be 
allowed to increase to a much larf'cr fi^ire than £40 millions at whi(4i it now 
stai'.ds. 'I’lie prolits on coinage should continue to Ihj added to it, together with 
the interest oti the investments. Ko decision should be arrived at as to its 
ultimate size, as it might be })ermitted t«» increase until it was large enough to 
allow' of the introduction of an elTective gold standard. 

Seeing that the reserve is to function in London it should lx; hwateil there, 
but, as was recommended by the Babington-Smith Committee, a jiortion of the 
gold held in it should be located in this c-ountry, and such gold as is held in Tiondoii 
should be earmarked. 

'riic reserve .should be employed .solely for the purpose of regulating exchange, 
and ultimately for the con.solid.'ition (»f the currency. It ought not to bo drawn 
upon for any (»ther |)urpose, and when it is diawn’nixm for exchange purposes, 
a corrcs}»on(iing contraction of the currency in India should be made. 

f). (a) 117/0 shonhl he charged ivith the control of the vote issue, and on what 
principles should control or management he transferred to the Imperial 
Bank of India, and, if so, what should he the general terms of the transfer? 

The Committ(*c favour the idea that the note issue and the whole of the 
monetary reserves should bo under the control of a central hanking authority. 
This w'ould involve the reconstitution of the Jmjx'rial Bank of India, as they do 
not think that it w'ould he of any advantage to the country as a whole, nor fair 
to existing hanks. t<; place in the hand of the Imperial HaiiK t)f India the respon- 
sibility of managing the note issue as agents <d' (lovernmcnt. 

The Imperial Bank is at present a trading bank, and private shareholders 
have the principal voice in direct itig its afl’aii’s and policy, lindcr the netv con- 
.stitntion the shareholders should become consultative and advi.sory, with a limited 
interest in the profits. 

'riie Committee suggest, in connection with the proposed reconstitution, the 
nccc.ssity of the transfer of the personnel of the (’urrency Deparfinent of the 
Government of India to the Imperial Bank. In the new constitution of the Imperial 
Bank Government should have a large measure of control, and every ])rceantion 
should l)e taken to prevent the creation of a banking monopoly, 'riu; interests of 
the exchange banks and indigenous banks should be carcfidly sa f(‘gnarded. h'j'ce 
transfer of funds in India to other banks should be guaranteed, ft should l)e a 
clearly-defined policy of the reconstituted Imperial Bank to encourage the banking 
habit throughout India by opening new braiiches, but. as a general rule, new 
branches .should not bo opened in places where other w'ell -conducted lainks already 
exist. It should be the duty of the Imperial Bank to re-discount approved Imndis 
from other banks. 

(b) What provisions should he made as to the hacking of the note issue? 

The primary function of a paper currency reserve is to ensure ready con 
veitibility. I'or this ])urpose a sufliciently large part of tlie reserve should be 
held in rupees. So long as a .sullicient ])r()portioii of the reserve is held in this 
form the balance may be in .such form jm? is calculated to meet the secondary 
requirements of the Government in regard to exchange, and at the same time be 
l)rofitable and without risk. With these objects in view it is for the authorities 
controlling the reserve to determine the projmrtion to l)e held in securities and 
the projiortion to be held in coin and bullion. 

(. ) What should he the facilities for the encashment of notes? 

It is the opinion of the (’ommittee that every practicable facility should be 
given for the encashment of notes as and wherever possible. 

(d) What should he the policy as to the issue of notes of small value? 

In addition to the notes now in existence the only small value note the issue 
ol which the Committee recommend is the one-rujiee note. They regretted the 
decision of the Government to withdraw this note, which was greatly liked and 
appreciated in many districts. They expressed their opinion, which they now 
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cnnririn, in a letter. No. 1534-1923, dated ‘29th May, 1923, te tlie Goveriunent of 
India, i'inance Department, as follows : — 

When the proposal to introduce tlie note was put forward six years 
ago the Goinmittee of the Chamber, altlmugh tliey wished to sup])ort it 
strongly, i)ointed out that there was a |x»ssihiTity of danger, for the innova- 
tion was l)eing made at a time of great national erisi.s. The (jovei nnieiit of 
India were themselves also ap])rehensive tliat the issue niiglit have a 
generally disturbing effect, seeing that a rise had orcurred in the j)rioe of 
silver, and that silver currency was generally believed to be .scarce. Hut 
the result of the exjjeriment fortunately showed that, these fears were with- 
out foundation. The note w'as readily accepted, and the (jovenmieiit must 
liave been relieved to find that it so quickly became popular (‘specially in the 
jute districts. It now' .seems to be thoroughly well establishe<l. and its 
popularity is .sufTicient evidence of its value to the oublic. As must be clear 
to everybody it is infinitely more c-onvenient. and less cumliersome to carry 
and to handle, than the silver rupee. 

This being the position, it may l)e safely adirmi'd that very great value 
isattaelu'd to fheone rujiee mjte by commercial men and the puldic generally 
in this province. The Committee of the Chamber woidd he decidedly 
opposed to its wnthdrawal for th(‘y have always Ix'on. and still are, advocates 
of the extension of the use of the |)ap(‘r currency, 'fhev are cfin.seqnently 
glad to see that the one-rupee note has so readilv found acceptance; and 
they w'ould advise the tJovernment not to throw away the advantages w'hich 
have lu'en thus gained. The situation at the moment is admittedly different 
to that which existed in 1917 wlum the note wiis introduceil. Hut the need 
may arise again in the future, and it may he th;it conlideiice would not be 
so easily secured a second time. 

'file Committee further think that it would be advi.s.ible io have one rupee 
note's in circulation in case at any future date owing to a silver crisis it Ix'came 
necessary to restrict the issue of silver nqu'es. It would obviously be a simjiler 
matter to e.xpand the existing note i.ssue in such circumstances rather than have to 
forc.^ a new note on the public as w'as the ca.^e wlien th(‘.se note's were originally 
issued. It would lie dillicult to exaggerate the importance of the value of 
educating the juiblic to aecc'pt notes in.stead of coin ami the one-rupee note more 
than any other would further this desirable object. 

For these reasons they w'ould weh'ome the re inlrotluetion of the one-rupee 
notes as soon as this is ocoiiomically jiossihhx 

(i. fa) What should he the policy as to the wiiitiiia of tjold in India and the use of 
gold as rnrreucy I 

The Committee look forward t^i the ultimate ('stabli.shment in India of an 
automatic eurrency system on a gold standard under which the local circulating 
medium would bo freely convertible into gold, 'flic (jiu'stion of meeting Indian 
sentiment in resjiect of issuing legal lender gohl coins for internal circulation 
appears to be largely a. matter of (’o,st, but the transition period during which the 
puliiic W(‘re being educated to use goldhacked notes might Ik' facilitated by tin* 
issue ill the meantime of gold coins of a sullicienlly high denomination to limit 
their circulation as the ordinary currency medium. Such coins would tend in the 
first ])lace to replace stores of hoarded ru|K'es, thus reducing the liability on these 
wlien the time came for declaring the rupee legal tender for a limited amount only. 
The danger of issuing a gold coin of small value, such as for Its. It) only would lie 
that these coins might cireulaki at the ex])pn.'<e of the e.xisting imtes of small 
denomination, and It seems desirable, esjiocially in a poor ('ounlry like India, that 
the actual circulating nu'dium should he as clmap as possible. With an exchange 
ratio of l.s'. (1^. the sovereign and half-sovereign wouhl not aiqiear to be suitable 
coins for legal tender in India, and it would he jireferidde that the gold coins 
should be value for even amounts of rupee.s. 

Itegarding the minting of any ]mrcly Indian coin the (’ommittc'c think that 
provided the Indian mints can produce such coins at a less cost than tlu'y can he 
produced in Ijondon, arrangements should Ixi made tor them to he minted locally. 

It will lie necessary, the Gommittee think, even Avhen a. gold standard is ('stab- 
lished, to provide a gold exchange re.s('rve, or a suitable proportion of the currency 
reserve, in London to meet any temporary crisis caused by an unexjiectcd weakness 
in exchange. 
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(’o) Shmld the obligation he undertaken to give gold for ru'pees? 

As already stated in their reply to question 4, the Committee eonsider that an 
undertaking should be given to maintain exchange at the lowei’ gold point either 
by issuing gold, or selling Reverse Councils. Should' it be <leci<led to mint gold 
coins, as suggested in their reply to question 6 (a), the demand for these, in 
exchange for notes, or rupees, should be met as far as jKissible in the meantime 
pending the introduction of a full and effective gold stamlard. 

7 (a) By irhat method- slimdd the remittance operations of the Gorerrniient of 
India he conducted 1 

(b) Should they be managed by the Imperial Bank ? 

The Committee think that the remittance operations of the Covcriuneiit of 
India should bo conducted by the Imperial Bank to the same »*xtont that they arc 
cemdneted by that Hank at present. But the Coveriiment should be iVee at any 
time to adapt themselves to the cutulilidus of the moment. So fai', experience of 
the system has been eonlined to a rising market, and under thes(> e<imli(ions it 
appears to have developed inb) a satisfactory system. On the other hand in a 
falling market it might be advisable for the Covernment to adoj)t a difierent 
method possibly to revert to tenders in India or in London. I'ltimately, .should 
the Imperial Bank become a Central Stale Bank it might be able, in the ordinary 
course of its business, to provide for the Government remittances. But for the 
present it seems to be desirable that the Government should retain the 
responsibility in their own hands, using the Imperial Bank as Iheir agent. Bv 
the word (hwernment the Committee mean the Government 'it India, as (hey 
consider that the Government of India are in a better i^osilion !o rcgnlalc the.s»' 
operations (ban the Secnitary of State. 

I’lie Government will be unable for a eonsidcrabhi time (o romc to ilivcst (hem- 
selves of responsibility to the public for the maintenance of cxchanj'fo ai whatever 
ratio may be fixed, and it will be necessary therefore for them to n't;! iii full control 
of the management of remittances, though Ihe actual operations might he 
(•onducled through the Imperial Bank as at present. 

8. .Ire any, and if so ichnt, measures desirable to secure greater elasticity in 

meeting seasonal demands for currency 1 

Should any, and if so lehat, conditions he prescribed irith regard to the issue of 
currency against hundis? 

In discussing this question last year the Iknnmiltee of the (.'hamher expressed 
the opinion, in their letter No. 19411 dated 10th duly, 1924, to the Government of 
India, tliat the existing system of providing an emergeney supply of currency “ is 
probably adequate for the purpose in view.” They "are still of this opinion', and 
they W'onlil deproeate proposals for making it too ea.sy to expand the curremty by 
these emergency measures. They do not therefore tliink that greater elasticity 
in meeting the seasonal demand is required. But they suggest that the existing 
system might he examined with the object of removing any defects that oxperimice 
of its w'orking may have brought to light. 'I’licre is a jiossibility of the system 
being abused, and the ('ommittce feel therefore tliat provision should be made to 
ensure that it is o|teratcd in the way intended. They think that the use of trade 
bills might be extended by llie, abrogation of stamp duty. Further, if Govern- 
mmit wove to set tli*' example by insisting on suppliers drawing Bills on them for 
goods sniqilicd. the practice of drawing Bills would be encouraged, and a great 
many Bills would thus become available for disconnting w'itli the lmjx?rjal Bank, 
who could, in turn, use them for currency requirements. 

9. Should any change he made in e.risting methods for the purchase of silver 1 

ft is the opinion of the ('ommittee that the Government of India should ho 
free to purchase silver in what they may deem to be the best market, or in excep- 
tional circumstances, where scimecy is essential, in what they may eonsider to be 
the most suitable place. 
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Statement of evidence submitted by Mr. B. Ghakravarti, Barrister-at-Law. 

1. i think the time has ronie to have gohl t-iwreiicy I'nr fiidia. 

2. The ratio l)ctween gold and silver tor [)iu’|)oscs of Kxeliaiigo dojuaids 
mainly upon the whole quantity of exports and imports wliieli iiave. to lx* eon 
sidered with rel'erem-e to the average ol' a uumher of years, say, live years. At 
present the ratio is Is. Of/, to the nq)ee. 1 am, however, inclined to tliink that 
the ratio for purposes of stabilisation should be li.\ed at 4</. for the rupee 
This will involve less grievance. 

3. I think the maximum legal tender of silver should l-c liv.'d at Hs. lOO.v. 

4. For paper currency 1 am inclined to think there ought to Ik* tin* minimum 

of Rs. 5, that is, Jrd of a sovert'igii ;ind f|rd's ol a .sovereign ajid a sovereign, 
and then the multiples of a sovereign. • 

6. The mints ought to lx? throwti open to the jmlilic for coinage of gold as 
sovereigns and that no restriction fniglit to he placed against such coinage. 

6. The gold reserve against paper currency shonld In? ijcoiight hack to India 

from l.x)ndon. 

7. Tn one sense a eiirreiiey in a count ry iimst he considered as “ State 
managed,” but no artificial restraint ought to lx; adojdcd to afl'ect the currency 
by any arbitrary method. 
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Statement submitted by the Indian Chamber ol Commerce, Calcutta. 

1. - iNTJtODUCTOKV. 

The Commission by their terms of rel'erejice are diieeterl to examine the 
present Indian currency and exchange system and practice and to consider 
whether any modifications arc dcsirahlo Iherein in the interests of India. Uroad 
and vital as the enquiry suggested is, the ('ommitiee of the t'hamher ar<? afraid 
that the meauorandum issued by the Commission to the inleiiding witnesses does 
not focus snllicient attention to this fundamental aspect of the eiKpiii y. In one 
sense, the broader issues of the Imliaii cnrreiicv and exchange problems have 
Ihx'H entirely obscured in the mctnorandiim and an cmpiiry invited on the 
presumption of fifatiis qno in all its e.ssential.s. TIk* Conuniltee of the Phamher, 
therefore, pro])os<* first to examine generally the Indian eiiiieney ami exeh.ange 
system and praetief? and to arrive at certain geneial eoiu hisions thereahont, before 
they pass on to olTev their views on the more speeit’ic and lietailed queslioiis raised 
by the Commission in their memorandum Issued to tlio witnesses. 

2. It is neeessaiy in the heginniiig to pass in hasty rev iew .some oft he salient 
facts with regard to the historical evolution fif the Imiiaii ciirremy and exehange 
system! Prior to 1893 India had a silver standard, tin* mint Ix'ing open tn the 
free coinage of rupee, which was the standard euireiicy. Its exchange value in 
terms of curi’encics of tlie gold-using eoiuit ries depended on the rnliiig silver ])rieeh 
in the world market. A' trying period of falling rupiv exchange set about as 
early as 187.5, which culminated in such a grave rmaneial jjosition by the year 
1893 as to render it absolutely necessary to abandon silver standard. The j)recise 
measure taken was not the demonitisa'tion of silver i-urrency; mi the other hand, 
it was still continued as the principal circulating medium, though not as a silver 
currency under a silver .standard. Its free coinage was slo])jK*d with a view to 
its acquiring a definite gold exoliange value — viz., 7 ;’)334 grains of fine gold. It 
is to be carefully remembered that the definite gold value s<iught to lx> put on the 
rupee was decidedly higher than what was then jn.stified by the position and 
outlook of the exchange market. In any case, for five years after the closing of 
the mint no fresh coinage of rupee was made until by the end of 1898, the rupee 
exchange reached the cherished figure of 7-5334 grains of fine gold, or, translated 
in terms of sterling, a rate of lx. 4</. On the recommendations of the Fowler 
Committee further action was taken in placing India more definitely on gold 
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stiiiidard; by XXII of 1899. British sovereigns and half-sovereigns were 
declared legal tender in India at the rate of lls. 15 and Rs. 7^‘ respectively, i.e., 
to say, precisely at the rate of the gold value which was sought to he put on the 
rupee ever since the closing of the mint in 1893. With the rupee exchange 
standing at Is. 4//'., and a fair volume of gold having flowed into the currency 
reserve in exchange of rupees, it now remained, acx;ordiug to the calculation of 
the authorities, merely to o])en a gold mint in India, and to pass a fair volume 
of gold currency in active circulation in order to attain a full-pledged gold 
standard. The early months of the year 1900 mark the important turning point 
in the monetary history of India. Jll-tlimed as they were, the attempts to pass 
gold coin in active circulation met with a miserable failure, and re-acted on the 
currency situation by giving rise to an extraordinary demand for rupees. This 
single abortive expt'riment in introducing gold currency in circulation sealed 
the fate of a gold standard in India, though, as a matter of fact, it should have 
l)een construed as an encouraging lesson in the adoption of gold standard in 
India. From this point ^egan a s»;ries of fortuitous measures which resulted in 
giving India by the year 1908 a widely different eurreiicy and exchange system 
than what was contemplated by the authorities in 1898. In place of a gold 
currency in active circulation and a free coinage of gold in this country, gold 
reserves were built up in T/mdon and India in order to maintain a stable gold 
exchange value of the rupee; in other w'ords. by the beginning of this centurv 
India received a gold standard not in the sense that gold was a vi.^iblc coin in 
circnlation, or that it performed on its own strength its more important part in 
the adjustment of India’s foreign trade, hut in the sense that a stable potential 
gold exchange value of the silver rupee was realisable for international i)nrt)osc.s. 

TI. Case aoainst the Present System. 

3. It is not necessary to tratv the history of Indian currency further down. 
The principal weakness of the system and connci-tcd practice will have l)ecn 
obvious from what has been already stated. Before the war and theorcl icallv 
even to-day gold is the real standard of value, the currency nu'dium which passes 
in circulation being a. really token coin, or to put in a suggestive way, merely a 
silver note. For a (jovernment to tise its currency issuing authority to pass 
into circulation as standard currency over valued coins is o]>cn to grave.it 
exception. The ec<momics of a pure paper currency and a |)ure token cuiTcncy 
system are ultimately identical, though their range of effects vary coiisiderahly. 
The difference, however, is one of degrw, hut both, in effect, mean the s:une, vi/.., 
a tax on people’s currency. The gold .standard reserve repre.st'uts the accumu- 
lated proceeds of that tax and the fact that reserve has not been di.ssipatcd in 
me(d-ing the ordinary revenue expejidilure of the Government is hardly a ])iillia 
tive of the gravely exccjitionahle character of the Indian currency .system. 

4. There is also vital economic loss to the country re.sulting from the 
system. India has from year to year under in)rnial conditions a favourable 
balance of trade. I, ike other countries, she has a right t^i be paid for this net 
surplus of commodities and services by a transfer of gold from other countries. 
Gnder the Indian systciu in vogue no actual transfer of specie takes place, but 
fndia is paid by her own token coins. It may be argued that as the “ profits ” 
of the coinage are set apart in a reserve no economic! loss really results. But the 
fact that financing of exf)ort trade either by the exchange haliks or the Govern 
mont does not ahvays entail a new winago >of ru|)ce, the charge remains 
unanswered that for a part of her commodities and services in the international 
exchange, India is being deprivetl of her c'otnmensurate payment in sj)ecic. 
The extent of economic lo.ss sustained by India in this respect is obviously large. 

5. The Committee of the Chainl)er have hitherto examined the defect.^ 
inherent in the Indian sy.stom defects to which the Indian currency and 
exchange system would have l)een ex[)oscd even if the system as evolved were 
wj[irked ideally. But the actual practice has laid the system open to still greater 
and graver criticisms. Herein lies another inherent defect of the gold exchang(! 
standard, as the Indian currency and exchange system has been designated. 
'It de|)ends on its su(;cesaful ojxiration,; not on the automatic working of the 
system, as in a gold standard, hut on the judicious operations of the controlling 
authorities. Leaving aside the short trying period of 1908, when the rupee 
exchange threatened to fall alarmingly low, the currency and exchange practice 
of the authorities does not give rise to much criticism until the war, assuming 
no doubt that gold exchange standard was the one system which they steadily 
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kept in view. Since Jamiary, 1917, when tlic rate of rouncil Hills was increased 
from !*•. 4rf. to Is. 4^</., the currency and exchanj'o operations of the authorities 
have degenerated into capricious attempts at expansiem and i-ontraclion of 
circulating medium accompanied by a continual see saw <»f exchange inovcnuMits 
which knows no law nor any definite policy. 'I’lie raising of the ofiicial rate 
of exeJiange hy executive order since 1917, and tlie eventual placing of 2.<. rate 
on the Statute Book, the .sale (if rcver.se councils and gold in the years 1!)19 and 
1920, and the further mani})nlalion of the Government since unfold the hidden 
dangers iidierent in a gold exchange system, which worked at all. must he worked 
hy the authorities. In fact, warnings against an olticial management of cnrreiu’y 
and exchange sy.stem were too numerous in this j)eriod to claim justification for 
its further continuance, ft is amazing how the aiilliorities charged with 
currency administration of India have worked to break the system. When the 
rate of the I.'*’. Ad. wms departed from, it seems to have been scarcity realised b,’ 
the authorities that the rupee was not the standard and measure of value in 
India. The real .standard of value being gold, the token gold value of the rup(‘c 
should not have been affected by any consideration, not even the rise in silver 
prices. 

0. It would be worth while to pause here and exa.minc the (‘('onomic effecls 
of the higher rupw? exchange in comparison with the pre war rale. Prior to the 
war the rupee was valued at 7-5334 grains of fine gold (i.e.. l.s. Ad. gold). In 
dealing with, and talking of. and enteritig into obligations in terms of rniu'e in 
the ])re-war period, people did so as if they were dealing with, talking of. and 
enb'Hng into obligations in terms of 7-5334 grains of line gold. 'I'lie detect in 
tlui system was that there was no regular supply of gold coins to indicate the 
same; but, as a matter of fact, sovereigns ami half-soveteigns often passed inti) 
circulation as equivalent to Hs. 15 and l?s. 7^ res|X‘cl ively. But on aci-oiint of 
the intermittent .supply thereof contracts and obligations were exprt'.ssed in terms 
imt of sovereigns but i-u])ees. Such ex|)re.ss'ion, however, no Ic.ss under th(‘ gold 
exchanges standard sy.stem that prevailed, fix(‘d or calculated the obligation in 
torms of gold, viz., 7-5334 grains of line gold p('r rupee, than if it were e\prcss('d 
in terms of sovereign - in the .same way that obligations in Kjigland in tlie pre 
war jieriod expre.ssed in shillings would jncan that each shilling indicated 
of 113 grains of line gold. During the War. the pajH'r pound in l-',ngl;md left 
the pre war parity with gold in the same way as the token rupee (whether 
priut(>(i on pai)er or silver) left it, the only difl'erence Ix'ing that in Kngland 
there was (Icpivciation and in India there was appreciation. Subsequently, 
howi ver. while Kngland .strove towards attaining the pre -w;ir |)arity betw(«eti 
the paj)cr pound (oV shillings) and the gold .sovereign, the Government of India 
manipulated the Indian currency in such a way as to r-edm-e the nnmbcr of rupees 
to be (Miuivahnit to the gold sovereign. One may imagine how the peoplj^ of 
England would d(*al with a Government if large numlx'rs of contracts had bivn 
expr(‘ss('d in shillings, and the Government had d('cl:ired or so manipulated the 
currency that thenceforward one j)onnd would In* etjuivalent to 17.'-. (k/. and not 
20.S.. that obligations e\])ressed in shillings could be discharged oidy on payment 
of -t‘1’. instead of t1. Strange enough, this is just what was done in India. 
Pre-war ccmlracts valued at 113 grains of fine gold, which nvpiiri’d payment 
of Bs. 15, still require the payment of the same number of rupee's, but which are 
equivalent to about 130 grains of fine gold. In other -vvords, all debtors have 
now to give 130 grains of fine gold to discharge their existing (-ontracts in.stea-l 
of 113 grains .for whi(’h they really contracted. Why shoidd the <lebtors he 
phu'ed xiiuicr this burden? It is no answer to isay that the contracts were not 
actually' expressed in terms of gold, and that as under the pri'sent system the 
payment of the same nninlwr of rupees is necessary no injustice is done. But 
apart from (qieration of the law of .su])|)ly and dennand (which is extraneous to 
the present inquiry), to earn the same number of rupc'es the debtor has to part 
with 12^f per cent. ‘more goods than he would have to do if the numiK’r of rupcM's 
equivalent to ])ound gold had not been artificiallv redut-ed. It should not he 
diAcult to understand that the contracts in India, having lieen expres.sed in 
terms of rupees, the reduction ol the number of rupees thert go to^nirke a pound 
operates as a great injustice to. and hardshij) upon, alt debtors and all 
producers 

7 To return now to the Gommittee’s point of contention- the actual 
operations of the Indian currency autlmrities in the recent years have had the 
most unsettling effects on the economic system ot the country. The essence of 
the curroucy tragedy lay in the instability of the gold Vrilue ot the rupee, or. 
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ill other words, iii the instability of the standard and measure of value. It is 
no doubt true that currency values have fluctuated rather violently in most 
countries after the war. But there is fundamental difference in the fluctuation 
of curreiuiy value under a free monetary standard and under a managed system 
— in the fluctuation of the currency medium, which is the standard of value, 
and one whicli is the token of value. In the'lattiir case, a stable exchange value 
is a guaranteed pre supposition to which it owes its whole existence. The 
Indian currency administrations in forgetting this simple economic fact have 
given this ease away for a g(dd exchange standard in sictual practice. Tlic 
proposition has been firmly established that the scoi^ for management leads t«> 
tlie mismanagement of the currency system. 

S. It is somewhat interesting to speculate how far the currency muddle 
of the recent years was a d«;libcrate one and to what extent it was due to a real 
lack of a})preciation of the essentials of the system on the part of the 
authorities. At all cv(;iils, such speculation throws into (dear relief another 
inherent defect of the pre.st;nt linlian currency system, vi/., its complicated 
character. That gold is really the .standard of value, that rupee is really a 
token coin, intrinsically only \k worth of its currency value, that it is, in effect, 
a sul)sidiary coin, are hardly realise<l by the public. In the Indian ciirrency 
system gold is only potentially present, and that also for restricted purposes. 
It is little surprising, therefore, that the public are not often alive to the fact 
that the Indian currency system rests ultimately on a gold basis. Economy in 
the use of precious metal as a circulating medium, however desirable in c.utain 
circnmstaiK'cs, should by no means be .secured in such a manner as likely to 
mislead the public as to the true standard and measure of values. 'I'he poor 
rupee limps to and fro, in the mind of the public from silv< r to gold, in the mind 
of the exporters, importer.s and industrialists (who undci'stand opeiation of 
exchange) from Is. to 2s. lid. in terms of sterling, and from about 5 In ever 11 
grains in terms of fine gold. The Indian currciu v system, if thrown in a '’lear 
perspective, would have ||)robably banished half I he riii,sunderstanding abnii!, it, 
but it is the operations of the authorities which have made the task diP' i 
and, as one is inclined to say, impossible. 

III. — Demand kok (.Ioi.d Standard. 

9. All the threads of arguments brought forward to the prcceiling pari 
graphs against the present system of Indian currency point to one and tlie 
same conclusion, vi/., the absolute necessity for ado])tion of uu cffci-tive gold 
standard. The illusion and obscurity wliich now surroumls the money standard 
sliall in that case be removed; the working of the uionetary system shall be 
placed beyond the reach of administering authorities to tamper with; the con- 
traction aj)d expansion of the circulating medium shall be strictly automatic 
and rcsj)ond to the ixMpiiremcnts of the community; India shall reap full iMUiclit 
of her contributitm of surplus ex[iortable wealth in the world market; and, 
h'Kstly, the public .sh:ill be immune from a drastic, tax <in their ciirrcmy now' paid 
against their will. 'I'he question has been asked whether time is now ri|)e for 
a solution of the currency and exchange problems <if India by stabilisation of 
rupee or other measures 'I'he Cornmittw desire to point out that the question 
of time is not the relevant consideration in settling such vital problems as those 
of currency and exchange. 'Ihe solution cannot be effected too early. 'I'he 
facts of Indian currency hi.storv lend piquancy to such a view. A decision n) 
abandon silver standard was taken as early as 1H93, and the ado])tinn of a gold 
standard was definitely decided as early as 1899. Should the authorities have 
given effect to this (lecision Indian public Avould not have laboured under 
the currency nightmare they tlid in the recent years. Probably in asking the 
qne.stion the (’rimmission has had in view some piecemeal reform of the Indian 
monetary system which would ensure a .stable exchange value of the rupee, but 
the Committ(!e of the ('hamber w'ouhl unhesitatingly record their view that 
such mea.sures wmdd result in merely tinkering reform of the currency and 
exchange system. So far as the system and practice are concerned, it is necessary 
to reform them radically. The adoption of a gold .standard is a tender point in 
the Indian public sentiment ever .since 1898, and, having regard to the confusion, 
prejudice and suspicion of the public as regards the Indian money standard, 
engendered by the working of the Indian currency and exchange system for the 
last 25 years’ the sooner an effective gold standard is adopted the better it is. 
The urgency of such a step cannot, in the opinion of the Committee, be stressed 
too much. 
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11 . The Committee of the Chamber, therefore, suggest that as early as 
possible a gold standard with gold curr^cy be unreservedly introduced in India. 
Free flow of gold in and out of the country sliould l)e permitted. The mint should 
be opened to the public, who should enjoy the unrestricted right of importing gold 
in return for goods delivered or services rendered, and of using the sjune for 
currency purposes to the extent that the economic development of the community 
requires. Mo artificial check, as is possible under the gold exchange standard or 
any other manage<l system, should be |)ermitU 5 d. Cold being the standard and 
measure of value, there should l)e an obligation to give gold in return feu pa|)er 
notes or silver rupees. It is certain that after convertibility has been maintained 
for some time the people will of their own accord adopt a habit the result of which 
will be to dispense with the actual use of gold for internal circulation. It would 
not, therefore, be a difficult matter to maintain convertibility of rupee eventually 
if it can be done in the initial stage of the adoption of gold standard. In fact, 
having regard to the large v«>lume of rupee coins and luttes that will always be in 
circulation, convertibility of ruj)ee will have to be a permanent feature of the 
monetary .sy.st(‘iii. As to the steps to effect the transition to the new sy.stem, it is 
projiosT'd to n*tnrii later. 

IV. - Questionnaire Answered. 

12 . The Committee now proceed to deal with the various questions raised 
by the Commission in their memorandum. First of all, the question is asked as 
to what is the compurativc importance of stability in internal prices and in 
foreign exchanges, tinder a system of gold standard, this (jiic.slion docs not arise 
at all. Linder this .system, the prices in India will be regulated according to the 
law of supply and demand and other factors in the same way as in other 
countries which have adopted the gold standard, o.g.. England and America. 
The incompatibility between the stability of prices and the stability of exchange 
will disapp(;ar, inasmuch as the exchange will fluctuate only within specie points 
and volume of currency cinmlation will be determined by the reciuirements of the 
community, and not the cxrJiauge operations of the authorities. The Committee, 
however, yet offer some observations on this asjHJct of the currency problem as it 
arises under the present system. Stability in terms of internal prices would 
necessitate the management of our currency, the contraction and expansion of the 
volume of currency according as the index number of prices rises and Jails. 
Several difficulties are bound to aris«; consequent 11101*0011, and in practice there 
will be ev(!n more dilliculties than in theory. Some of the difficulties may be stated 
to be as follows : - 

( 1 ) The fluctuations in the index number are ascertained oidv after 
they have taken place. Contraction and expansion of currency with a 
view to remove the fluctuations can only be done after such ast?crtainment. 
The effect of contraction and expansion tm the prices can only take place 
after the lap.se of some time. In the meantime, other factors may have 
ojMU’atcd to swing back the fluctuation that was being dealt with. The 
process of contraction and exjiansion would thus redouble the swinging 
back. Again, the ojiposite process will be rendered necessary to nullify 
the effects of the first ojieration or the effects of the first o])eration may not 
lie sufficient, and it would have to be continued in a larger measure. All 
the time the process of contraction and expansion continue the exchange 
will be sub jwt to artificially created fluctuations. 

( 2 ) It follows from the above that while on the one hand the object 
aimed at, viz., the stabilisation of prices will be difficult, if not impossilffe, 
to attain, afresh element of uncertainty and speculation is introduced not 
only in exchange, but also in forming an estimate of the trend of ])ri(‘cs. 
The price level will be ex])osed to double set of influences, viz., forces 
operating in the rest of the world as also the rjovernment manipulations 
of currency. 

( 3 ) Even if stabilisation in terms of index number could be attained 
the fluctuation in the prices of individual commodities could not lie avoided. 
The index number is arrived at by taking into account a large nninber 
of commodities, some of which may tend to go up and some go down by the 
oiieration of the law of supply and demand. In the attempt to stabilise 
prices it will follow that the future trend of prices of any commodity will 
not only depend upon its own supply and demand, but also upon the supply 
and demand of all other (ommodities which go to make up the index 
number. This will necessarily affect future transactions in any com- 
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modity very difficult and risky, and an important factor which helps the 
movement of crops to the benefit of the agriculturists and the industrialists 
will Ijc greatly (listurbed. 

(4) The act of manipulation will necessarily have to be left in the 
hands of some ixjrsou or set of jiersons--and even assuming that he or they 
coukl be so circumspect, foresighted and infallible — knowing human 
nature', as it is, it would be too dangerous to vest such unbounded powers 
affei-tiiig 320 millions of jiooplie in a small body of men who, or jsorne of 
whom, may not lie able to resist the temptation of utilising the powers to 
their own advantage. 

(5) The effect of manipulation will bo not only to involve those com- 
modities which enter to make up the index number, but also all other goods 
and services. 'Phis also bespeaKs against such manipulation. 

The theory of stabilisation of priws has been (!orrectly described as being 
neither fool-proof nor knave-proof and has recently Ixhmi rejected by England 
where Self-(lovernnient exists. To arm currency authorities with such powers 
will, Ix'sides the economic difficulties, I.mj a fresh source for political suspicions 
in India. T'o adopt the theory here will l>o to commit a great economic and 
pilitical blunder. 

13. The (|ucsti(tn is next raised a.s to what are the effects of a rising and 
falling rupex' on trade and industry including agriculture and on national finanev. 
[Tnder a gold standard as suggeste«l by the (’ommittee of the Chamber, this 
(piestion also does not arise. It is only neces.s{iry to decide what the fixed value 
of the rupee should l>e. 1’wo alternative ratds of rupee, viz., one at 7 5334 grains 
of fine gold and the other at about 8 5 fine grains arc now under discussion. The 
(!ommittee are decidedly of opinion that it is the l.s’. 4r/. basis which uinlcrlie a 
very large numlxT of existing contracts. Moreover, a low gold rn])ee value makes 
for an easier adoption of the gold standard than a higher gold value. The lower 
the rale, the lower will lx> the aggregate gold resiu-vc nxpiired to maintain rupee 
convert ibility both initially and eventually. 

14. The Committw moreover favour 7’5334 rate of the rupee, as it is their 
view that the old legal rate was most unwarrantably tampered with, that the 
present high rate has lieen artificially screwed up and is not likely to steady at 
that rate and lastly they consider it has not been conducive to the ei-onomi(! 
jirosperity of the community. The Committee now pass on to a detailed 
elaboration of these views. t)uring the w'ar if there had been a free sui)ply of 
gold and silver at c(mipetitive rales, the Committee Ix'lieve the ratio of rupee to 
gold (lie. 1 = 7 5334 grains of fine gold) would not have been disturbed. Hut the 
(lovernment of India liaving treated the rupee as the .standard coin- and not as a 
subsidiary coin as it has really Ix'cn for a large number of years the Indian 
currency sy.steni broke down. Firstly, the ))rohibition of gold imports and 
snb.sixjuently the placing on the statute book (d‘ the "Js. gold rate made it imjmssible 
f(tr the ]mblic to tender gold to Government and obtain Indian currency. As 
a re.sult that fruitful channel of automatic expansion of currency was closed to 
the public. The demand f(»r rupees outstripped the su])ply and the natural conse- 
quence was a soaring of the rnjxx's to abnormal heights, not only in terms of sterl- 
ing but also in terms of gold. Government aircentnated the position by adopting 
various metlmds of ctuitraction of currency and by keeping the supjdy .short of the 
natural demand therefor. At one time the artificial raising of exchange had its 
neces.sary reaction imports increased, exports fell, and de.spite heavy sales of the 
llever.s(* Councils the raU* of exchange came down to l.s\ 3(/. 'Phis was a good 
ofiportunity for Government to set the house in order and amend tlieir past 
blunders but they abstained from doing so. On the other hand, Government 
continued their programme of contraction at least of keeping the country 
starved of currency with a view to push exchange to a high level. The present 
level of exchange .suggests (o the Committee as being rather precarious. They 
c.-wmot ignoi’e tlie fact that India has had four good monsoons successively. Even, 
therefore, leaving out of account Government manipulations, l.v. Grf. cannot bo 
thought of as a 'latural ratio. It is impossible to regularly count on good- 
monsoons. There is already a fear about the next crop. He must be a very Wd 
person who recommends l.>f. 6d. as a permanent rate. Apart from its unnatural- 
ness. it is very injurious to the interests of the country. The Gommittee may 
illustrate it by pointing out that in .spite of four gmid monsoons there is small 
demand for piecegoods. This is due to the facts that (1) the country has got 
much less price for her favourable balance of trade, (2) the producer has got much 
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less fi)r his geods while his obligations had to be met on the old basis in terms of 
rupees, (3) the producer’s margin of earning has got thinned and the buying power 
in the country is very much reduced. Moreover, gold and silver having artihcially 
been niadc cheap in terms of rupees, the masses have lieen attracted to buy the 
precious metals instead »)f manufactured products. 'I'hc artificial cheapness in 
terms of rupees is to a great extent responsible for the tendency now ojicrating 
that people [lut their money in unproductive eominodities like gold and silver and 
other articles of luxury imported from abroad. On account of the dimini.shetl 
purchasing power of tllo peojilc, local industry and trade have sulTered exlensively 
am! intensively, and unemployment has greatly increased. 'I’he (Vanmitlee do 
not think that even Lancashire has really benelited by the high exchange to any 
great degree owing to the reduced purchasing ])ower of the iieople and the tendency 
towards investment in the precious metals made cheap by the higher exchange. 
(Jovernment have after the recommendations of the Fiscal Commi.ssion pledged 
tluiinselves to a policy of protection, 'fhere are few industries which have hitherto 
received a protective tariff from the Oovernment, but the higher exchange has 
automatically given protection to all foreign |)roducers against India and what- 
ever protection the local industries obtained due to higher duties impo.se<l during 
and after the war for revenue pur|)oses has been neutralised or reduced by the 
higher exchange. 

13. To discuss now the weight and fineness of the gold coin that .should hi- 
adopted, the Committee cannot forget that it is not poswible to begin on an abso 
lutely clean slate. There is at present in circulation pa})er currency notes of the 
values of Its. 3, Its. It), Us. 100, Its. 1,000, etc. It is desirable that any change that 
may bo adopted should l)e of a nature that may easily fit in with the existing system 
of pa^wr currency and help a clearer understamling" of the curremy jiosition.' The 
adoption of gold .standard with gold currency would necessitate tliat onr currency 
notes should be denoted in terms of gold — the real .standard and measure of value 
insteail of denominating in rupees merely. At the same time, as all outslamiing 
contracts and obligations are expres.s<‘<l in nnK*es. it is »lesirable that the lixe«l 
rupee value should also be clearly slated on the paper currency notes, so that the 
man in the street may clearly understand the position. .\11 these jairposes may be 
achi< ved by making the Tmlian gold coin, containing 73 334 grains of fine gold, 
of the weight of 9t) grains; this may Ik? called the mohiir. 'I’he Commitlee 
strongly disfavoiir the coinage of mohurs of higher value than one mohur, as they 
will lend them.sclves to Ik? easily hoarded. A coin <lifferent from the .sovendgn 
w'ould not present any tei-hnical dilliculty in the way of its being minted in India. 
'I'he Committee are aware that there is a eonsiderable opinion in favour of 
sovi'reigus being intro(h*ced in India. 'J'o such a propo.s;d, tiny arc not oppo.sed 
in principle ami (heir recommendations for coins valued at Us. It) is ba.sed only 
on t he ground of convenience. 


Iti. Apprehensions are often expre.s.sed that if gold coins are allowed to 
circulate in this country there will bo a great scramble for gold in the world 
market, that commodity jn'ices would fall and trade and industries in the world 
would suffer. 'I'he Committee cannot, in this connection, conceal their feelings of 


rcsiMitment that such a (|uestion should be raised in the case of India alone. India 
must have the right of her ectmomic self determination. ff she sells to other 
countries more than she buys from them, she has a right to be paid the balance 
in the form of gold - the oiily medium of international payment —and she ha.s a 
right to use that gold cither for currency jnirjXKses or for art as she chooses. 1 f it 
is intended to prevent the flow of gold to India, wdiich is due to her, it is open to 
other countries to attract Indian cajiital abroad by offering tepipting rates of 
itm'stment. Moreover, a cennputation of the world i)roduction of gold in the past 
30 years shows that India has, in fact, taken mucli less than !th of the .same, 
though by rea.son of the proportion which Indian population bears to that (d‘ the 
world, she is entitled thereto. Hut apart from this, there is no ground for 
appreiieiKsion that the adoption of the gold .standard by India Avill mean any 
alarmim'- depletion of the gold st(H-ks of the world. Firstly, the ciriulation «d‘ 
gold coinswill not increase, the (pianiity of gold annually imported or would other 
wise lie imported into India. The quantity of gold impt)rt is necessanly limited 

by the balance of trade in merchandise and by (lovernment s requirements for 
home remittances It is only the remainder that can be importeil in the form of 
gold ' If in any year a larLmr quantity of gold is by chance imported, it must 
be made up in thb subsequent period either by actual import or by less import. 
Secondly, the circulation of gold coins or the right vested in the peoule to u.se the 

same for their circulating medium 

exchange for other currency-would create more confidence m the currency ofjhe 
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country and induce the public to use pajicr currency notes and the subsidiary 
rupees as tlie circulating medium without any heavy demand for gold 
coins. 'I’hirdly, the use of gold bullion will be substituted to a large 
extent by that of g<)ld coins and this will ojjerate considerably to the benefit not 
only of India but of the world at large. At present, those who desire to invest 
their s{iving.s in gold have no other alternative than to resort to bullion and convert 
it into ornaiiienls. Jf gold coins are in circulation, the tendency would Ihj more 
and more to invest the savings in gold c*>ins instead of jewellery, as the former will 
Ih’ easily without dilliculty, without any loss of prestige, without liaving to over- 
come the unwillingness on the part of women to part witli their jew'ellery— avail- 
able for all kinds of uses. As the habit of investing savings in gold coins 
increases, the progress to investment in productive channels will l)e easy, sure and 
quick. It naturally follows that gold will be used for productive purposes and 
wdll ultimately be rej»laccd by paper currency notes, etc. It is difficult to under- 
stand w hat argument can justly be advanced against the adoption of gold currency 
in India. 1 f it 1 h< said that the (lenoa Conference preferrc<l a form of gold 
e.Kchange stan(lar<l to gold standartl, it was because deflation was considered too 
risky for nio.st countries. In any ca.se, the Committee's views in this connection 
are : — 

(1) that India has laid painful experience of the former and needs the 
regime of a pure currency sy.stem in which tla^ro can he no possibility 
of a loophole for manipulation hy Covernment; 

(2) that when several countries come together including England, United 

States, etc., to confer alxait the adoption of the gold exchange standard 
hy them all, India also may I)e invited to the conference as a sejjarate 
unit to take part in their deliberations, and with the experience of a 
]mr(^ currency .sy.stem ohtaine<l in the meantime, will l)e able to give 
the benefit of her advice and to adopt .such joint action for the. benefit 
of the world as may then appear feasible; but until that time arrives, 
there can be no justification in depriving this country merely because 
of her political wesakness from a<lo])ting a sound system of currency. 

17. The rommittee ne.xt turn to the que.stion of the composition, .size, 
location, and employment of the reserves, including the paper currency n'serve 
and the gold standard reseiTe. 'Fhe pa|M;r currency reserve (»n the 2*2ml November, 


1925, stood as follow's ; — 

In India. K.<t. 

Silver coin ... ... ... K1, 1 0,-17.104 

(lold coin and bullion ... ... ... ... 22,511 .74,90;i 

;r bullion under coinage ... ... ... ■* 7,l5},09,r)17 

Securitien {Purchase I'rira). /f.s. 

In Imlia 57,11,14,910 

In England 22,99,05,107 


Total 1,90,60,71,0517 


Rearranging the above according to silver and gohl, the position ajjpear.s to 
be as follows 


Silver. 

81,10,47,104 

7,13,09,517 


O' old. Securities in I ml in. 

22,31,74,9051 57,11,14,940 

22,99,05,107 — 


88.24,10,021 


45,511,40,070 


57,11,14,940 


That i.s to say there are : — 

Silver 

Gold ... 

Indian Securities ... 


Crores. 
of rupees. 
88.} 


45» 

57 


The Committee are aware that the gold position of tlie .securities has been 
valued at Rr. 10 i)er £. Valuing it at Rs. 15 per £, and cancelling Indian 
securities to tlie extent of the increase in value, the following figures are 
obtained : — Crores. 

Silver 884 

Gold 67| 

Securities 84i 
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These iigures indicate suflicicnt geld rcwirves as a backing against the rupee 
circulation under a system of gold standard. But the Conunittee would recom- 
mend further augmentation of gold rcsem's, if po.ssible. On the adoption of 
gold standard with a gold currency the last semhlaiicc of any valid reason for 
maintaining any portion of the Indian rea'rves in London disap{XJars. Under 
the gold exchange standard system, the argument w'as put forward that to meet 
even the remote eontingcncy of having to draw .Itcversc (’ouncils, it was desirable 
to Ttiaititain a reserve in London, eitlier in gohl or in foreign currency. But, 
under tlie gohl standard system, such a contingency can l)c met by the actual 
export ol gold. The t'omniitloe may repeat here, that as the balance of trade is 
seldom against India, there can be no justification for keeping any ]iortioii of 
our reserves outside India. The re({uireinents of the Sci-relary fif State should 
be met either by selling Council Bills in Lotidon or by jmrehasing Trade Bills 
in tliis country according as the occasion therefor ari.ses, and for that purpose 
there is no necessity of keeping any Indian res(*rves in London. Any extreme 
case of necessity may he niacle by .short-term Iwjrrowing in Kngland, as is resorted 
to by the merchants. 

18. The (Jomniittee now turn to the question a.s to whether the note-issuing 
powers should be transferred to the I tnpcrial Bank of India, 'j'hcy consider that 
this should be done and the Bank shoidd he made to carry out this function 
through a separate issue department. As regards tlic hacking of tlie note issue, 
the fir.st thing to lie done is to set the house in order as detailed ah(»ve by con- 
verting the available resources into gold to he kept in India. That being done, 
or a ])ropcr estimate thereof being formed, a provision .should he made that at no 
time should the gold portion of the reserve (‘all below 50 to 00 i)cr cent, of the 
total issue. It is unlikely that so much gold Avill he rctpiircd at ordinary times; 
still the metallic hacking shouhl he sufliciently strong to meet ordinary emergemy 
so that the conlidence of the people may not he shaken on the one hand, and the 
possibility of the failure of the mon.so(»n for two or tlii’ce successive years may 
he made wilhonl dilTicidty. Any extracu’dinary emergency such as aro.se 
during the last European war may have to he dealt with in an extraordinary 
manner when the situation actnally prcsmits ilstdf. '^I'hc facilities for the 
encashment of notes seem to be fairly good at present and a suitable arrangement 
may he made between tlovcrnment and the Bank for a ])ro])pr dcvclopmt'nt and 
evolution of the system. 


U). 'I'hc icmittancc' operations of the (lovermncnt of India may ho managed 
by the Imperial Bank hut they should not 1 k‘ confounded or complicated with the 
currency system, as was unfortunately done by (lovernment. Remittance 
operations shmdd be cmifined to aetual reqiiiremouts, due advantage being taken 
of slack sca.sniis. favnurabh! ready «»r forward rales, (ftc. By so doing, trade w’ill 
also Ik* materially hel|)etl. 


20. The ciglitb quest i<in of the Cdmmi.ssion's memorandum relates to the 
seasonal demands tif currency. Such demand lasis u.sually from November to 
I'chruary. By allowing free Jlow of gold, and the use of gold as ciirroucy, the 
(Kmuniltee tliiiik that a good portion of the demand can bo mel by the banks by 
the import and export <.)f gold. 'I'he expenses involveil in the actual imjKirt <utd 
export may be saved by the fmiK'rial Bank buying trade bills in tlm beginning 
of the seawm and s<*lling them at the end. and issuing eurrcticy against them. 
They, however, fear that the Imperial Bank may repeat the mistakes of (Inverii 
ment’: hut if siiitahle cheeks can he provided to prevent wrongful maniimlatiou, 
the openitiou niav he permitted. T he (•ominitic't! suggest a earclul iiivestigtiticui 
into the matter h’v the authorities and the resulls being placed before the public 
for criticism But aii issue against foreign trade lulls may he inadequate, and 
tliere may he still a necessity for issuing curreiuy against internal hills 
of exchange 'Phis should he iWrmitted at an early stage to avoid undue scarcity 
heim^ felt and not after the .scarcity has oiieratcd to the hardship of the public. 
Tlie "scarcity which is felt .just wlien the crops are marketed by the cnltivator.s, 
terid.s to lower the iirices of the produce thus affecting the agricultural producers 
who t*oiistitiite at least 75 per cent, ol the population. Ilie^ 
should be required to iiay a royalty eah-ulated at tlie rate of 5 jicr cent, pei 
annum on such issue. There is a complaint that Indians did not in the past get 
sumeient benefit from the issue of emergency currency. Proper care should, in 
the opinion of the Committee, be taken to see that no room is left /or sneb com- 
plaint. Tho Cnnmitte desin, al». t,. mention Imre Itat tim nereaiity timt snme- 
Lea arises by fsiinres of and " rush ” on banks. On such oreasions it ,« not 
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only the affected bank that suffers but other banks also get involved and people 
who have borrowed on sliort terms or on overdraft accounts are also great sufferers. 
I’rovision should be made to meet such emergency, though the rate of interest 
to lie cliargcd on loans to meet suitli a situation may bo made as high as 7 to 8 
per cent, jier annum. Such a provision would materially help the development 
of an Indian banking system the absence of which is a fundamental weakness of 
the Indian economic system. 


V.- Tiunsition. 


21. In the foregoing paragraphs an attempt has been made to answer only 
those of the questions raised in the t'omniission’s memorandum wliich arise under 
a gohl standard. Siu'h questions as, for instance, the method of silver purchase 
which do not arise under a gold standard or are only of trivial importance there- 
under have not been sought to lie answercjl. The views again with regard to 
some other questions, though not sjiecitically recorded, have been suggested in 
various places of this written statement, ft now remains for the (’ommitteo to 
formulate definite projiosals with regard to the transition to the new system. 
The first step necessary to attain this object is no doubt the working of the 
exchange back to Is. 4f/. level, for it will lie realised that .so long as the market 
rate of exchange rules at anything higher than this, the export of Indian produce 
will heavily suffer if the Mint is meanwhile ojiened at the rate of T'.WU-i grains 
of fine gohl per rupee. It is completely within the powers of the Government to 
reach back the !*•. 4d. figure. All that would lie necessary is a further [iroecss of 
expansion. The new issue of rupee suggested under the proposal should k* only 
against the delivery of gold, the Government refusing to buy (ri'ide bills mean- 
while. fn other words, the suggestion is in effect that Government should buy 
gold at competitive rates again.st issue of Indian currency. I'lie inevitable result 
will follow; the currency will expand, and exchange will sink back to l.s-. 4d. It 
is estimateil that a. fiirilier issue of 25 crorcs of rupees will be effective to bring 
aknit the desired effect. 


22. At this stage, it would be the duty of the Government to op('n the mint 
to the free coinage of gol<l rnohurs and -fiin'ri pasttu to is.sue and renew paper 
cui ?'en(!y in terms of mohur as already suggested. The (hanmittee, however, 
n'ali.se that no system of gold standard sliall be complete so long as the (^owning 
measure is not taken - namely, the convertibility of rupee in gold is unreservedly 
declared. 'I'hough fully alive to the importance of such a measure, it i;^ the view 
of the Chainkn* (hat such conversion facilities should not be deferred till the 
Government arc in a |)osition to declare convertibility of the rupee without reser 
vation. There is at present, as pointejl out in an earlier ]>aragraplt, no less than 
33 crores of rupee worth of gohl. Adiled to this the new adilition of 25 crorcs 
conseipient on the exdiange ojX'rations as imlicatcd in the ])revioiis paragraph, 
the GoviM’iiment shall have a total gold bullion reserve of 58 crorcs of rupee by tla* 
time they open the Mint to free coinage. The (.k)mmittee arc emphati(‘aHy of 
opinion that this gold backing l>y itself would Iw sufficient to .start India on an 
effective gold standard, at any rate, to maintain convertibility of rujieo circulation 
to a very large extent. It is, therefore, the .suggestion of the (ffiamber that while 
Government should have the option of (ionverting the rupee ami notes either in 
gold or in silver, the option of giving silver should not lie exercised until for(e<l 
by a rapid depletion or gold reserve. 

23. I’he question is still worth an examination as to whether with gold 
backing the Government shall be justified to declare an unre.servcd (‘oiivertibility 
of rnjjW'. 'file CommitU'e do not consider that the drain on gold even in the 
initial stage shall be very heavy. tScatterc<l, as Indian villages are, remote fi-om 
the nearest treasuries, it is a sheer alarmist view to take, that there will be a 
very heavy drain on gold. At the worst calculation, a gold backing of 100 crore.s 
should Iw sufficient to enable Government to declare convertibility without anv 
re.scrvation, though so far as the (Committee are concerned they would regard 
this figure as greatly over-stated. What should the public really demand gold 
for in exchange for rupees? India lieing a poor country, it is the rupee which 
wdl have to continue as a currency medium among a very large section of the 
population and the wealthy classes in the large city, who have their money banked 
up, are not likely to run on the currency for conversion of rupee to any unusual 
extent. In any case, should the Commission still be of the view that the reserve 
of 100 crores of rupees in gold is the irreducible minimum to enable Government 
to declare unreserved convertibility, the Committee would suggest the immediate 
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transfer of the entire sterling securities in the paper currency reserve now in 
London. A transfer of £22 millions of sterling securities in golil to fiidia wcnild 
mean an addition to the gold reserve of 33 crores of ruiH*es, thus bringing the total 
reserve to 91 crores, including tlu! 58 crores already acconided for. It is diHicnlL 
therefore, to imagine why India shoidd md have an ell'cctive gold standard from 
the very beginning, even leaving out of account lier gold resources in the gold 
standard reserve. After the eonvertibilitv has lavn declared, rupee may be made 
a legal tender within a limit of Hs. 1.000. Pending such step, however, it will he 
necessary to treat rupee as an unlimited legal tender. 

24. It is painful for the (Committee t(» observe that an endeavour should now 
be made, evidently from interoste<l quarters, to <‘stablish that India lequires an 
appalling amount of gold for adoption of an elTeitive gold standard. In the 
“ Capital ” of the issue of the 10th instant a scheme of gold .standard is referred 
to according to which India will have to sivk an American loan of 300 crore-s of 
rupees in order to attain her cherishe<l object. Preposterous as the proposition is, 
the Committee feel it as an outrage on the Indian nationalist sentiment to ask it 
to submit to a foreign loan. India having a heavv favourable balance <d' trade 
from year to year. It is the height of irony that after denying India for years 
her legitimate .share of the world’s gold resources, she shtnild he a.sked to borrow 
gold from abroad when at last she refuses to forego her share of the gold any 
more. To estimate India’s requirement of gold reserve at 300 erores against a 
total circulation of 450 or 500 crores of ru|X‘es is not only to display 
crass ignoranc(^ of the economic sr-ieiu-e but to throw’ oneself in absolute I’idicule. 

25. In conclusion the Committee would invite, when* nciessary, references 
to Mr. n. P. Kbaitan’s brochure, India*n Currency Problem. 1925.” for many 
of the facts and materials underlying the views of the Conunittee (‘vpressed in 
this memorandum. 


APPENDIX 40. 

Statement of evidence submitted by Mr. A. Ramaiya, M.A., Vakil, Madura. 

I. The main features of the e.xisting currency and exchange system and 
practice of this country may be brielly stated as follows : - 

(i) The country has what may be called a rupee .standard, Avhich is linked 
neither to gold nor to silver, and under w’hieh the unit of currency the rupee is 
unlimited legal tender within the conntry. Tlx* currency consists (d two parts, 
silver coins and pa|)er notes, the latter being issued against reserves ol gold bullion 
aud securities. The silver rupees contain a smaller silver eoiiteiit than what they 
are capable of puivhasing, and are absolutely inconvertible either iido gold or 
silver, and the paper notes are al.si) not <onveriible except into rupees, .hroin the 
point of view of international exeliange, there is no dilleri'iice Indween the silver 
rupees and the pa|)er notes, the one being notes printed on silver and the otlxM' 
notes printed on paper. And for puri.x)S(‘s of remittance abroad the value ot both 
at any particular time <lepends largely on their purchasing power |iarity wit i 
the currency units of other countries. Having no fixed value in relation to goul 
or silver, the rupee (silver as well as ])a|x'r) has no utility jwnver outside the 
country. Its value depends purclv on the relation betwwn the siifiply ol and 
demand for it on the one hand, and' the siqiply of and demand for eommodilies on 
the other. Of course, there was an oflleially fixed rate of Is. ‘h/. the rii|x'e betore 
the War, and there has boon an officially li.xed rate of 2s. the riipw si nee 1.)Lt>. 
But the former could be maiutained only during times <d lavoiirable lialnm es ot 
trade, and the latter, being a hasty revision of the ratio at a tune when world 
(Widitions had not become .sufficiently settled has never smceedetl so ar: with 
the result that at the present time the rate of exchange deixMids purely on the 
purchasing power parity of the rupee with the eiirfemy units ..I ‘ ''"'.'‘'■''“r;, 

controlled to some extent hy the poliiy of (.overnment with '' J’ 

remittances abroad and the volume of currency which it e ioo.ses o ■w i 
internal circulation from time to time. 

(iil There is no provision of any legally recognised nr guaranteed apparatus 
for adjusting the country’s inlernatioual exchanges without impairing the 
nrogress of Hct trade especially during times of unfavourable balsiiices. I lioiig.i 

it calls a toW standard reserve, ostensibly for the purposi- of heljun^ tiade 
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adjustuieuts, yet the Govcrument has always prucluimed and acted ou the 
pnueiple that there is uo historical or legal obligation to use the reserve for other 
thau the (ioveruuieiit’s own remittance transactions. The result is that the trade 


intei'ests of the country are largely left to Imj governed by the play of international 
ectuioniic forces under which the rate of exchange is tossed up and down until it 
assumes a position of ocjnilibrinm where the balance of payments ecpialises itself 
by such means as the exjiort of securities, raising loans in the creditor country 
or countries, and so forth It is true that the Government is liolping a good deal 
by means of its council drafts and reverse councils, and its control over the 
volume of currency in internal circulation, to steady the exchange rate and 
provide facilities for trade remittances. Hut its help comes in only at times 
when without such helj) trade can get on, that is, during periods of favourable 
balances. The (;ountry has generally favourable balances of trade, its exports 
exceeding imports. Hnt in years of famine, when exports shrink, there is no 
adequate apparatus for meeting international obligations. The gold standard 
reserve of the Government is applauded as having kxm useful for the country in 
the pre-War period. Hnt the country had had generally favourable balances 
during that period except in 1907 and 1908, when exports diminished on account 
of agricultural depression in the c<mntry. And it is exactly during this period, 
when the trade of the country inquired Government's help that tlie help could 
not 1x5 efficiently offered, with the result that the pre-War standard of exchange 
of 1 a‘. 4rf. could not l)c maintained during that time. Again, during and after 
the War, the Government has also miserably failed to maintain the exchange with 
the help of its gold standard reserve. 'Pile system it.self collapsed when silver 
prices ran too high to make it profitable for Government to issue further coinage, 
with the result that the mains])ring of the reserve broke down hojwlessly. No 
amount of manipulation on the part of the fk'cretary of State, nor the change of 
control of the exchange policy from him to the (government of India, and the 
latter’s elTorts and devices to manage it, could save the sitiiation. Then the 
adoption by Government, in .spite of the protests of the Indian commercial 
community, of the lis. rate recommended by the Babington-Smith Committee, 
and which was intended to secure stability of exchange, led to the tnost violent 
fluctuations ever experienced in the history of this country’s foreign exchanges, 
and subjected the country to all its attendant evils, besides causing a loss of more 
than fiO crores of rupees to the Government in its futile efforts to maintain the 


exchange by sale of reverse Councils. The reason for this failiin' is to be tniced 
not merely to any d(*fects in the re.serve maintained bv the Government, but to the 


exchange and currency .system as a whole, which requires to be radically 


reformed. 


(iii) The Indian currency is an cssc^ntially “ managed ” currency, the volume 
of money in circulation in the c<5untry being entirely left to the management of 
the Government which, on account of its peculiar j)osilion tif having to make 
large remittances .abroad, its large silver purchases for rupws coinage, and its 
power to raise huge foreign loans, h.as the capacity to control and (retermine to 
an appreciable extent both the internal and external jmi'chasing power of the 
rupee. The snj)ply of inteiaial currency is now .arbitrarily regulated by the 
Government without any such automatic control as is o.xercised in the ca.se of the 


pound sterling or th<5 dollar. The peojde of the country, k^ing governed by .an 
alien Power, view with suspicion this power of the Governm(5nt to manipulate the 
currency in any way it chooses, and consider that the (airrency policy of the 
Government is directed more in the interests of Great Hritain than of India. 


Whether this suspicion is well-grounded or not, yet having regard to the relation 
between the Government and the ix'ople, it is eminently desirable that the Indian 
currency system should as f.ar as pos.sible be made an automatic one. Even in 
England, where <lemocracy is so highly developed as to conduce to an identity of 
inter(5st between Government and ])eoplc, the people have viow'ed with suspicion 
and 1 ejected the ])roposals for a “ manage»l ” curreniiy, ami preferred the return 
to a more or less iuitomatic gold standard. It may 1x5 that there is a good deal 
to l)e said in favour of a “ managed ” currency-- a managed currency, not like 
flic one in Indi.-i, which is arbitrarily regidated, but one which will be managed 
on a scientific metlaxl. And monetary theorists may be right in maintaining 
that the ideal system of currency must necessarily be a “ managed ” one, under 
which the prii'c level of commodities in general' (instead of gold or any other 
preciotis metal) is taken as the regulating principle of the currency ' in all 
countries. But the time is certainly not riix5 now for that. And neither the 
economic condition of the world nor human capacity for financial management 
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lias uUiUiKM.1 tlic stiijjo of litiioss snllK-ioiit oiioiiyii to bo oiitrusloil with surh a 
rcspousible task. So i'ar as India is concerned, tlie position is still worse, bavin}' 
regard to the political relation between the Govornineut and the people. As Sir 
Janies Wilson has recently expressed, the currency policy of the Indian Govern- 
ment shows beyond all doubt “ the danger of entrusting the inanageincut of a 
currency to any body of men, however capable, honest, and impartial, without 
some automatic chccK, which would prevent even a ])artisan or doctrinaire 
Government from manijiulating the curreiuy in tlic interest of particular classes, 
and thus jiossibly inflicting great injury, especially on the jioorest of the popula- 
tion. The people of India will be safer with a currency based on gold, although 
tlie commodity value of gold is liable to ihiotuate, than with one dependent on the 
varying opinions of any body of men.” 

2. If the chief utility of money is its capacity to serve as a reliable measure* 
of value, then two things are neccssiiry for the .successful working of the currency 
system of the country ; One is that the value of its monetary standard should 
remain stable inside the country and maintain stability of inti'rnal prices. 1’hc 
other is that its international exchange value should also he .stable. Internal and 
external stability arc both important. In India the former has not l)een siu'iouslv 
cared for or sought to Ihj maintained at any time. And only external stability 
has Iwen attem])ted to lie maintained by elaborate manipul.itions on the part of 
the Government. The importance, however, of maintaining a stable level of 
internal prices cannot he over-empliasised. It is unnec<!ssary to enumerate here 
the consequences to a country of changes in the value of money and the instability 
caused by rising or falling prices. These have l)een discuss<Ml in great detail by 
Mr. J. M. Keynes in his brilliant “ 'Pract on Alonetary Ueform.” Instability of 
prices cainses fluctu.ations in trade and industry, leading at one .stage to s|)ecu- 
lation and easy gains, and at another to business ri.sks and anxiety, bankruptcy, 
loss, unem])loyment. and social friction. Fluctuations, both of high and rising 
j)ri(es and low and falling prices, are evils to l)e avoided, and are injurious in 
their conseciuences to individuals and classes, the former set being, however, con- 
sidereil less injurious than the latter. Whatever that may be, it is undeniable 
that both are evils to he shunned, and that the maintenance of a stable level of 
internal yirices in all coutitries stable not in a static but dynamic sense is 
greatly beneficial to human progress and welf;>re. inasmuch as it guarantees 
certainty and confidence in our economic relations. 


J. So far as external stability is coiicerncil, this is equally essential for the 
progress of a country’s trade Avith the outside Avorld. The importance of this is 
very great in the case of countries which have large foreign trade and extensive 
financial interests or obligations outside themselves. So far as India is concerned, 
not only does she have foreign trade of huge dimensions, but she has to make 
large payments annually abroad. The Home Charges of the GoA'ernment, and the 
interest payable on sterling loans, and profits of foreign capital invested in the 
country airamount to a good deal. Not having capil.il eiiongli for her industrial 
development the country has to imp«)rt a large capital from abro;ul, and this 
means a permanent addition to the annual remittajices. Except on the basis of a 
stable e.xchange the Govi'rnineiit cannot, balance its budget here. Without it, 
budget-making is reduced to mere speculation. ’Fbe Finance Member Avill haAa* 
only to adopt what may be called a budget rale of exchange in order to calculate 
the probable gain or loss through exi hiinge for the coming year, unless the rate of 
exchange has been fixed. If the average niarkct rate for the year should deviate 
Avidely from his estimated budg(‘t rate he may lx? surprised at the end of the year 
cither with an unex|x'cted large surjilus or an unex|M'cted large deficit, as the case 
may be. So long as the Government requires to Tuake large foreign payjnents 
this uncertainty must remain unless exchange is steady. In this country, on 
account of the large foreign remittances that the Government has annually to 
make abroad, a balanced budget Avill be im|)ossible Avithout stability of excliangc. 
Further, such stability to the extent to which it inflm'ucc's the ititerind prices of 
those goods Avhich enter into intermit ioual trade has al.so a sympjithetic? inlluence 
on tfie stability of internal prices. ” Hy stimulating or rest mining exports mid 
by determining the prices which must lx? paid for import.s the cxchiinge late has 
a considerable influence on home yiriees.” (Mr. J. II. Bellerby, in the Fconoinin 
Journal, 1925,” page 272.) Stability of exchange is not, as Mr. Keynes Avould 
seem to think, a mere “ convenience which adds to the efficiency and prosy)erity 
of those who are engaged in foreign trade.” (” Tract on Monetary I^'form, 
page 155.) Instability of exchange results in a worsening of the trade of a 
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country through the waut of uonfideiice it creates on aecouut of the uncertainties 
and risks involved. As the Finance Member put it ; “ Exchange iluctuations 
introduce into business an additional and extraneous risk which leads almost 
inevitably to a diminution in tJie volume of trade; even when they are of moderate 
extent (they) have a deeply disturbing effect. Jn business the breath of life is 
confidence. And what is required for confidence is certainty. In this matter of 
exchange nothing short of certainty is of any use.” (Address to the Associated . 
Chambers of Commerce, llombay, 4th December, 1923.) From the j)oint of view 
of the nation as a whole, a liigh or rising exchange has a more injurious con-* ^ 
sequence for her industries and trade than a low or falling exchange. Further, * 
it enables foreigners to carry away unperceived the rcsourc^os of the country by 
paying a lower price in terms of the country’s internal currency. So far as India 
is concerned, the high exchange has l)cen disadvantagctais to the ” unsheltered ” 
industries of the country by keeping “ unsheltered ” prices low. Hut it lias lieen 
of advantage to (lovernment in enabling her remittances abroad to be made on 
advantageous terms and in keeping her internal riiiH^o expenditure from ' 
increasing. And it has also lightened the burden on those who have had to make 
fixed money payments ahroa<l. As Mr. F. 11. Jaicas, of the India Dllice, observed, it 
has also probably saved the country from tlie w'orst effects of credit inflation result- 
ing from the methods of war finance followed in France, Germany. Ilussia, and 
Great Britain, and enabled her to avoid assuming a greater share of the burden 
of the War than she has done. But its effect, though temporary, has been to 
stimulate imports and starve as a iKiunty on them, while discouraging and checking 
exports. Again, those foreigners who have invested capital in Indian industries 
not on fi.\pd money rates of interest payahle in terms of sterling or uthei’ foreign 
currency, as in the case of the sterling loans of Government, but for rupee profit.-?, 
have been gaining a good deal by conversion of their rupee profits into sterling on 
account of the high exchange rates that have jirevailed. The agricultural 
jiroducers of the country have also suffered on account of the tendetuy of the high 
exchange to discourage the exports of their agricultural yimduce by getting them 
lower rupee values. But their suffering has not been a loss to the I'ount ry as a 
whole, as the poorer classes, including the millions of agritaillural labourers, are 
beneficially interested in the eheekiug of the exjmrt of the country's food produces, 
and thus cheapening the sjime within the country. 

4. It is true that every variation in the exchanges has only a tempt)rarv ami 
transitory effect, and ultimately leads to readjustment by sidting the necessary 
forces in motion. But these are only tendencies. The ])urchasing power parity 
never gets restored to its original position of equilibrium. Meanwhile, however, 
a good deal of mischief is done. In this country Govi'rnment c«)mes into play. 
By its policy of reverse councils it has prevented the fall of exchange to the extent 
it otherwise would, and has maintained for its own advantage the rate of 
exchange at Is. 6^f. But for Government manipulation the rate would almost 
certainly have fallen to Is. 5rf., or even lower. 

5. In view of the suggestion I proyxise ti> make below' it is, however, unneces - 
sary to discuss alxmt the exchange value of the rupee any further. It is suHicient 
to mention that stability of e.xchange or facilities for aiitomatii; adjxistment of it 
will be greatly beneficial to any country that has a fair extent of international 
trade. 

0. So far as our own (xaintry is concerned, the position is that the ru|)ee stan- 
dard has so far failed to achieve external stahility. and with regard to internal 
stability nobcaly ever cared to trouble himself about it until now. Tlu; manipula- 
tions and tricks of the Government for restoring external .stability have al.so |xhmi 
so far unsuccessful, not because they were in themselves wrong <)r misplaced— a 
skhmI many people in the country think that the Government were motived by other 
than Indian considerations, and therefore failed— but Wause the standard of 
value , the rupee, which the Government has persisted in maintaining, is funda 
mentally defective. Unless the standard itself is changed healthy reform is not 
|)ossible of achievement. All the actions of the Government have been at best mere 
i:)alliatives and not cures of the ills. The fundamental defect of the system is 
that the currency unit, the rupee, is entirely unsexed, being linked neither to gold 
nor to silver. That is to say, India has now neither a gold rupee nor a silver 
rupee. It has oidy an inconvertible currency, consisting of notes printed on 
silver and notes printed on paper (each, however, convertible into the other), and 
the value of the unit being appreciably determined by the policy of Government, 
not with reference to any principle of automatic regulation, blit at its own will 
and pleasure, and to suit what it considers or imagines to be financially necessary. 
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Wliatever may be the mutivc of Goveriimeiit iu its present poliey — .1 for one am 
unwilling to suspeet it in the least — it must be admitted that Government is as 
likely as any other human ageney to go wrung. If we e.vamine its eurreiu-y indii y 
during the past live or six years wc cannot shut oiir eyes to the hard fact lliat it 
went hopelessly wrong from beginning to end in the lixing of tlie '2.s. rate, iu its 
ruinous poliey of selling reverse eouneils, in its dellating the internal eurreiicy by 
bringing about a diminution in the volume in active circulation, and actively 
preventing the return of the purchasing power parity of the j'u{jce to its Jialural 
e)oint uinler steadying world nmditions. The existing curreiuy |K)licy of tlu* 
Uovernment is really lamentable. The system has no elasticity or princij)le. It 
is regulated neither with reference to the con<lili(tn of trade balances nor with 
reference to the general level of internal prices. lioth the gold exihangc 
standard reserve, which was sought to be maintaine<l out of the prolits derived 
from the issue of silver rupws, and the paper currency re.si*rve, which is held 
against the issue of notes, have no relation whatever to the extent of the [xissiblc 
international obligations which the country might at any time be calh'd <in to 
discharge on account of her foreign trade” except that to alleviate .seasonal 
demands, paper notes to the extent of o emres of rujH'es are authorised to be 
issued against short-term bills by Secti«m 20 of the Paper ('uj reiicy Act tif I02:{ 
The result is that we have in this country an utterly un.^cicntilic currency .system, 
inelastic in its operation and inadeqtiate for its purposes. 

7. Tlie remedy for the currency ills of the cmintry is to be baind not in a mere 
change of policy with regard to the i.s.sue of curreiu-y for internal circulation oi 
the regulation of its external exchange value, but in bringing al)ont a. ra<lical 
change in the standard of value itself, and helping the way to the establishment 
of an automatic system of currency. 1 do not mean to say that an automatic 
system is the ideal .system to be aime<l at for all time to i-ome, but that it is the 
s;ife.st under present w'orld conditions. 'I'he gi>al towards wbicb the whole 
civilised w'orld has bmi moving is a more or less automatic gold standard, 'I'bi- 
Finance Member, in his addres.s to the Associated t’hamhers of Commerce. 
Bombay (already referred to), recognised ami endorsetl this fact. 'I’lie resolution 
of the Genoa Conferenee was emphatieally in favour of the “ adoption of a gold 
standard by all eonntries that can. all the countries that hope to have .sound 
currency at all.” Even Mr. Keynes, the most ardent advocate (d' a scientilie 
system of “managed” eurroney. wrote in the M (inch ext rr (liutcdiitii Recon- 
struction Number of 20tli April 1022, that ho could Und ” no other solution of 
stabilisation (international exchange .stahilisalion that is) except the traditional 
solution, namely, the gold standanl in as many countries as possible." 

8. The time is also now ripe and opportune for the adoption of tiic gold stan 
(lard in India at the present moment. World ('ondition.s. including tliose of India, 
have now pas.se(.l the chaotic stage of wild exchange fliictnations and become fairly 
steadied. 'I'hc country with and through wbicb India has beim mainly dealing in 
her international tra(le, namely, England has now solved tla* problem of her 
currency by pas.sing the Gold Standard Act, and restoring sterling to gold parity. 
So that the problem as to whether we should stabili.se our ciin-encv with sterling 
or with gold has now disappeared. It is always safe and good for this country 
to move with the country with which she is mostly to fran.sact all her foiM'ign 
exchanges. Eurtlu'r, the tw'o other main countrii's with which fndia has to deal, 
viz., G.S.A. and .Japan, are also having a gold .standard. The simph^st and 
safest method, therefore, of solving the jmohlem of Indian eurrency and exchange 
is through the ad<^ption of a gold standard in this country also. Such a .solution 
is gre.atly facilitated by the cireumstanee that the commodity price of gold is now- 
far lower than what k was in pre-war times, so that the establishment of an 
adequate gold reserve for our currenev purposes is now easily aehievahlj*. Il will 
be seen that the cheaptmss of gold has greatly facilitated Etigland’s return to a 
<mld standard easily and (inickly. When the whole world, at any rate, that 
portion of it which ('ounts, is in lavour of a gold standard, and has recognised it 
as the most stable medium for internatiomal payments; to adopt or stick to any 
othef standard will be a solitary eccentricity Tt is always sa e to move in the 
generally recognised path, and adopt what the general world has considered to 
bo the hist and most reliable standard of value. S() fiir as this country i.s 
concerned, the gold standard is eminently desirable for the following additional 

reasons. .... 

(i) In the first place, it provides for the automatic, at any r.nte, a principled, 
expansion or contraction of the currency and enables the volume iii cnvulation to 
adjust itself to trade reiiuirements. It helps a great deal to do without a purely 
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“ iiluaiigc'd " ^ytiluiu, whicli requires expert knowledge and skill on the part of 
linuuciers who are too wautiug in that commodity, not only here, but in ail parts 
of the world, to be safely entrusted with the task. And mure than that, it will 
ieiiKne liei-e :ui(l now tin; hirking suspicion entertained against the tiovornment 
that ilicy arc managing and directing the current policy of the country more in 
the interests of Great Britain than of India. Whether this suspicion has any 
basis or not, it is very desirable that the Governmojit should try to keep itself 
above such reproach. Within the last four or live years the currem;y and exchange 
policy of tlie Government, including the sale of gold from its gold standard 
reserve - even though it is quite certain that Government acted with the best of 
motives- has lent sujiport to the suspicion. Under these circumstances the aim 
of reform in this country, at any rate, for the immediate future, must be the 
establishment of a more or less automatic gold standard, leaving little scope for 
Government manipulation in an arbitrary fashion. 

(ii) The dilliculties regarding the rate of e.xchange with the other gold 
standard (iountries, under which we have been laboui’ing under the present 
system, will automatically disa])pear with the adoption of a gohl standard. 
During past years, the eccentric liupee Standard, imwuvertible within the 
country and uuacccplable for international payments, has lieen the main cause of 
our exchange troubles; and the sham and spurious mdd exchange standard of 
the Governhient regulateil not with reference to the voTiuno of the country’s inter- 
national trade indebtedness, but built up on an inadequate and unprincipled 
rc.serve maintained out of the fluctuating profits of its ruptHi coinage, failed 
mis<*rably Avhen silver prices ran high. 'I'he currency ami exchange troubles 
of India" in the past have been due, not to world causes, but to governmental 
infliction. The only esi-ape from such inllietion is the adoption of a gold 
standard which, whatever its defects, will certainly solve the exchange dillicul- 
tics of 1 he c.ountry, by providing automatic correctives by means of gold payments, 
for variations in the net balance of our international indebtedness. By its free 
flow, gohl will be in a position to maintain .such a distribution of itself as to 
preserve evcrywlierc a fairly uniform level of prices in terms of gold (making 
due allowance for tran.sport charges, etc.) and keo{) the exchange rates stable 
within the narrow limits of the gold points. The ca])acity of a gold .standard to 
give (Mmplete stability of exchange will be evident from the following passage: 

If Ixith currencies in question (internal and external) are stabilised in relation 
to gold, all indiviiiual valuations take a simple form. The icason is lhat gold 
can be used for paying debts, for buying commodities, and for investing capital 
in any part of the world. It has an international value-in-uso. Any ilemander. 
therefore, who is buying foreign money redeemable against gold Avill be able to 
coniine hiinsidf to a calculation of its ratio to the value of gold. In this siniplili- 
cation of the valuations Avill be found the chief argument for an international 
.sy.stem of gold standards.” (Economic .louriial. page 231.) Of course, it 

may be .stated that this method of adju.sting international obligations by the How 
of gold from one country to another and thus re.storing the ecpiilibrium of ])ricc 
levels !.-• es.s(‘ntially a pre-war method which on acu^'onnt of its slowness of working 
v-ou'd iiivt lie callable of dealing with such large and sudden divergencies between 
the priee levels of different countries, as have occurred recently. Tt must be 
;ulmitt(‘d th.at the proce.ss of restoring exchange equilibrium through gxild move 
meiits takes a longish time to work itself out as will lie evident from the following 
passage in Air. Keynes’s bo<ik (A Tract on Monetary Reform, pages 159 and Kid) 
whore its working under the pre-war regime is thus descrilied : — “ 1 f gold flowed 
out Ilf the country's central reserves, this modified discount policy and the 
creation of credit, thus affecting the demand for, and hence the jirico of, the 
class of g(M)ds most sensitive to the ease of credit, and gradually, through the price 
of the.se gotwls spreading its influence to the jirices of gCKids generally, including 
those which enter into international trade, until at the new level of prices foreign 
goods iK'gan to liKik i-lear at home and domestic goods cheap abroad, and the 
adverse balance was redresscxl.” .As this method of operation would take months 
to bring alHiiit a. .state of e(|uilihrium in the balance of international payments, 
and as, under the post-war regime fluctuations have licen sudden and violent it 
is argued that the employment of gold may not help us much in quickly adjusting 
our international accounts under nresent conditions. But then world conditions 
have now become stabilised enough through the return of a good many countries 
lo the gold .standard, for us not lo expect any more .such ra.pid and violent 
fluctuations in the exchanges reouiring a ouick reaction for the maintenance of 
equilibrium as were experienced before. Further,, under the post-war regime 
when gold was not available for use, a system has developed of necessity, under 
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wliidi iutcruatioiial obligations arc almost wholly adjusted by simple changes 
of titles to money, and with little gold movements. As the Itight liuiiourahle 
It. McKenna pointed out in his prcsiilential speech at the general meeting of 
the Midlaiid Hank, Ltd., on 21st May, 1924 : “ l‘eople often talk of jiimicy going 
abroad or of foreign money coming here, but as a fact when gold is nut in u.st^, 
money is incapable of migration. The title to money may change. An indivitiiial 
may sell his sterling to an American for dollars but the American will then own 
the sterling in England and the Eugli.sliman the dollars in the I'nilcd Slate.s. 
If there is pressure to sell sterling, the exchange value, of the pound will he 
lowered, and temporarily the biinlen of Hritish payments in .Amcrii-a will be 
increased. Hut the change of ownership does not remove the money wliieh 
necessarily remains and can only be cxj)endcd where it was created. Ao exchange 
transaction, no purcha.st; or sale of securitie.s, no import of foreign goods or exp<irt 
of our own, can take money out of the country or bring it here.” 'i bis passage 
does not, however, explain the rapid and powerful manner in Avhii h the jujst war 
method has been shown to work, by Mr. Keynes, in his b(«)'k already referred to 
(pages 1()0-1()1). This is what Mr. Keynes says: ‘‘If at the e.xisting rate oi 
exchange the amount of sterling olYered in the exchange market during the course 
of the morning exceeds the anajunt of dollars olTered, there is no gold available 
for e.xport at a fixed price to bridge the gulf. (^on.se(|nently the dollar rate of 
exchange must move until at the new rate (he olTerings of eaih of the two 
euircneies in exchange for one another exactly balance in amount. Hut it is 
the inevitable result of this that within half an hour the relative prices of luin- 
moditios entering into English-. \mericari trade, sucli :is cotton and clcctrolytii. 
copper, have adjusted themselves ;lccordingl\^ ITiless (bo American jiriccs move 
to meet them half way, the JCnglish jiricvs immediately rise cone.'-pondeiit h. 
the movement of the e.xchange.” Thi.s .system of rapidly ad jmting internat ioii.d 
payments and restoring e(|iiilil)riiim is sure, on account of its (hvimis c(iiivcnicnc<'. 
to develop fuller in the near future even though the gold standjird might have 
been completely restored in all countries and gold made avail.able for inter 
national adjustments. Ihit even then, as Mr. Keynes himself admits, the lad 
still remains “ that as an ultimate safeguard and as a reserve for sudden t(M|uirc- 
meiit no superior medium (to gold) is yet available.” 

(iii) I’ublii; opinion in tliis country is strongly against the e.vistiiig moiu‘larv 
policy of the (joveriimeiit. It is due mainly to political suspicion. 1 hat India 
should be floodoil with silver rupees, and that, Avith a smaller silver conlcnl, when 
all the leading countries of the world |h>ssc.ss gold standards, and that the tlovcrii- 
nieiit of the country should persist in maintaining tliis .solitary rupee standard 
are factors which induce tJio pcxiple to attribute motives to the (jovernment and 
thus unnecessarily cause estrangement betwoen the people and the llovcinmcnt. 
I’opular feeling iu India has always been in favour of a gold standard. In spite 
of the fact tJiat as long ago as ISDS the I’owler CommitU'e endorsed .such feeling 
and recommended the e.stahlishmcnt of a gold standard the (jovernment has with 
out any valid or convincing cause, prevented the adoption of such a standard, 
and in its stead been continuing and appiauding its simrious gold cxchaiigf 
standard, maintained out of the precarious prolits of its silver purchases and 
[irolits of riijice coinage. The hroakdown of this gold exchange standard when 
silver-prices went liigh and the declaration of successive (’iinviicy ( ■oiniuittccs 
that llie gold standard reserve <d’ the (lovernmeiit did not exist for the trade 
[uirposes of the country arc a plain confes.sion id’ weakness and failure. I f indcial 
fiKlia had had a gold standard, the ilepression of 1920 2‘2 would probably not 
have happened at all. Further there is a good deal to he said in favour of 
placating ynihlie feeling in regard to currency matters. Whatever may he (lie 
higher merits of a more scientihe standard founded not on any jirccioii.s metal 
hut on an iinlex-nnmber of general pritvs, the adoyition of n gidd staiidai d is a 
concession to human Aveaknessand coiiser\mtive fi'cling. .M'ter all it h.is Avorked 
well in the yiast. 

9. It will he seen from (he foregoing that the estahlishmcnt of a gold sI;mi 
dard will k* the simplest and soundest .solution of the cnrrciicv proltlcin of this 
country. Tf it should he ailopted. and (he existing silver rupee made a .subsidiary 
unit value at a fixed ratio with the priryciplc gold standard unit to lie chosen 
all existing diificulties regarding the rate of exchange between the Hu|)ce and Ster 
ling will automatically disappear, and a good deal of the controversy as to whether 
the rupee should bo fixed at the pre-war level of one sliilling four ])eme or at tla* 
present level of one shilling six pence, will have only an academii'. interest. The 
adoption of any thing other than a gold standard— either the Rupee Standard 
or a Silver Standard— will only create complications as to what shall lie the rate 
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of exeliaiigo botweeu the Indian and foreign currencies, and make tlie chant«s 
of achievement of a sound system of currency more dillicult and remulc. As 
silver has Ikhmi demonetised in almost all countries, further submission to it in 
tliis country will indclinitcly postpone the adoption of a gold standard to u 
distant date, and make it less and less easy to get at it at any future time. Ileiu-e 
unless the [ircsent most favourable opportunity is utilised, w'c may take it tliat 
the ehances of India ever having a gold standard will greatly diminish, and the 
cost ol‘ adopting it at any future time increase enormously. 

10. The adoption of a gohl standard does not mean also the keeping of gold 
coins in aitive circulation. ,\s Mr. Keynes points out, “a perfectly ixmducted gold 
standard does not reipiire any gold at all.” The employment of gold coins in 
active circulation is, from every sensible pant of view, clearly undesirable and a 
waste. Tlu! one essential re(|uirement of the actual medium of circulation, 
whatever that may be, is that it should be as convenient a, ml economical as 
|K>ssible. The u.se of gold coins involves a wear and tear which is wholly unneces- 
sary and avoidable. Nowhere in the world is there any desire for the ust; of gold 
for circulation as currency. It may be that, having bemi accustomed to the use 
of such coins in the past, people might desire to return to that habit, on account 
of .su|K>rstition and conscrvati.sm. Miit there is no neeil for such use of gold in 
any country. In fact in many leading countries the currency habits of the [leople 
have s(» coin|)letely changed during the last 10 years that they have mw become 
]»ractically aecii.stomed to |)ap«'r currency and bank notes in the plaie of metallic 
money, it is unintelligible why Indian economi.sts should adv(K-ate not a gold 
.standard merely, but c,ne with gold coins in active eireiilation. For example, 
it is diflieult to understand the view ret-enlly expressed (without argument) by the 
acting Profes.sor of Kconomics of the \fadras rniversity that “ though the ieleal 
system of (airnmcy arrangement is paper enriency backed by gold, India may 
have tt) reach that ideal state after jiassing through a stage in which actual gold 
coins form part of the currency in actual circnlaf ion.” The reason why this 
intermefliato stage should lie passed through is left unex|)lained. 'Phe only rca.son 
so far as f am able to see for the human desire for gold anywhere, is the employ- 
ment of it as a line precious metal, for sexual purposes. Tn India the desire for 
it is solely on account of its usefulness for ornaments pud other kindred pur|M)K(‘s. 
on aeeouht of the attractions of its smell and colour, as Mr. Keynes woiihl put it. 
For example, on account of its cheafiness and when there is no gold standard in 
the country at all, the annual import of gohl into this country during the past 
three years purely for non curreney pur|K>si!s, has been enormous, approaching a 
reiMU'd limit of the value of nearly 74 crores of rupees during the year lb‘2l-!i.>. It 
may also lx* noted that already when there is no gold eurrency, Imlia stands next 
t<i U.8.A. the largi'st buyers of gold in the T,ondon market. This craving for the 
.s«H'ial use of gold as well as the traditional habit of hoarding are detrimental to 
the employment of gold as curreney in this c(Uintry. t'oiiis intended for eircu- 
lation w'ill almost certainly go to the melting ]>ot. And there will be in eon 
sequence imperceptible deflat ion of the currency with all its attendant evils. .\n 
imaginary argument used to be advanced by the advoc^ites of a gold currency that 
if only minl-s would ho thrown ojx'ii in India for free coinage, the hoarded accumu- 
lations of centuries as well as large quantity of what has been idly em|)l()yed 
in jewels and other ornaments will flow to the mints to be issued back as c*oins. 
'I’here is however alxsolutely no basis for this hopefulness. Only if we reflect on 
the situation that when gtild prices went so high as tn raise the price, of the 
sovi'reign to Its. 11) or sr) (in 11)11) 20) what would otherwi.so be ex|X'ctcd as the 
natural human desire, namely, the readiness to sell at a ])ro.fit the already absorbed 
gold in the market, was totally absent everywhere in thi^ c*nuntry, and that there 
wms on the cither hand, a large effective demand for further absorption even at 
such high ])rices. we shall find that it is beyond all doubt an idle dream to hope for 
th(' success of gold curreiicy in this country. The silver rupi'e would also go the 
.same fate, only if silver prices rose high enough to make the melting of its contents 
proiitable. Tbit for the rupee ’.s intrinsic value Ijeirig smaller than its purchasing 
power, the melting of it for ornaments and other .sotnal purposes will have been 
the general rule. In. fact, in 1920, when silver prices rase high, it was found 
advantageous bi melt the rupee, and a goixl many (xiins a<*tually went to the 
melting pof, so that the subsequent deflation of the currency which has been 
wrongly at tributed solely to the Oovernment’s withdrawal of a portion of it from 
circulation by means of sale of Inverse Councils, was also in fact due, to some 
extent at any rate, to the diminution in the volume of the currency caused by the 
melting of the coins. One reason for the fear that coins would be melted for social 
piirj)oses 18 that silver and gold except in the forrn of coins are not eiisily available 
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to the people in the rural parts who naturally take to ooins wliich are ready at 
hand. Only because the ru])ee contains a smaller silver content it has proved 
successful as currency in the past, it {^oes a {^ood deal to the credit of the (Jovern- 
nient which so clearly undcrst(K)d the psychology and habits of the Indian }»eoj)le 
that it considered it necessary for the suciess of the silver rupcic as currency to 
reduce its silver content in terms of its ])urchasi]ig jxnver. I f gold currency should 
at all Ije used, then the only way in which it can succeed as currency is through 
the adoption of a similar method of issuing gold coins with a face value larger 
than its intrinsic vahn*. 'I'hat is why we lind at least one knowing currency expert 
in fhis country, Mr. 1). 1’. Khaitan of ('ak-utla, recommending the issue of gold 
mohnrs with a smaller gold content than what their purchasing power may 
procure. Why there should be such a metallic medium at all for currency purpose's 
has not however been explained. 

11. If we (!iin have a gold standard with paper currency backc'd by a resc'rve 
of gold and securities c'a, si ly convc^rl.ible intogold, that would aselTi'ctive or c'ven 
more, and (Certainly more convenient and economical than such a standard with 
gorld coins in eire.ulation. llesides being kept as reserve against the circulating 
pajier currency the further function which I would ascribe to gold in the currency 
system that 1. propose here, is similar to what Mr. Keync's would give to it in 
England- that it may be stored up in the* vaults of the (k'utral Tlank “ to be held 
as a war chest against emergencic's and as a mc'ans of rapidly c'orrecting the 
inlliieuce of a temporarily adverse balaiu-e of intc'rnational payments ” (.\ Trac-t 
on Monetary llolorm, page 105). .And it is c*ven true that, as the .same writc'r 
elsciwhc're points out (Ec-onomic dournal, 1024, page 171) if only “ those' who 
manage the credit policies of banks were to aci|uire sutlicient skill in the manage 
merit of international ad justmenis no actual gold would be recpiired at all ”. So 
that what T propose for this c'ountry is a gold standard, without gold coins being 
issued for ac-tive circulation what some pc'ople would prefer to c-all an automatic 
('iirrency EXc'hange Standard. 'Phe existing silver laipee may continue in 
circulation as lull legal tender but no more fresh silver rupees should bc' issuc'd on 
account of the wastefulness and risk involved in the ])nrchase of silver and tlie 
issue of rupee coins, es|)ec'ially having regard to the future c-oui-.se of silver price's 
and the seditariness of the policy when silver has bc'on demonetised almost c-very- 
where. 'I'he (lovernmeut should no longer therefore purchase silver for fiv.sh 
ccnnagc'. hurthcr is.sue oi cairrency should henceforth be in the form of paper 
notes backed by the rc'.serve to the full extent of such issue. As the pc'ople of the 
country are familiar with the pound sterling and the .sovereign, the gold .standard 
of the c'ountry may conveniently bo in the; terms of the iiound sterling and the 
internal paper currency may issue in denominat ions of hundred, fifty, ten. live and 
one pounds a.nd tc'ii and live rupees. The rupee may be reduced to the pcisition of 
a siilwidiary monetary unit at a fixed ratio of. .say. 1*5 to 1 with the piauid sterling. 
This oi' any other ratio bcHween the sub.sicliary unit and the main unit of c urrency 
will bc unimportant for, and have no influence in international trade, and will not 
afTc'ct the c’ourse of the C’ountry's industry, trade, agriculture, or national finance. 
Hoth the existing paper currency resc'rve and the so called gold standard ivserve 
may be consolidated into a single currenc'y exchange reserve pure and simple, 
against the expansion or contrac'tion of which thc^ wlnle of the internal c-nrrenev 
and further additions to it should hcimeforth be rc'gulated. Some patriotic 
economists may desire that instead of slavishly adopt ing'the foreign currc'iicv unit 

the pound sterling- we may have a mohur unit of I to 10 or anv other ratic'i with 
the rupee. Jlut the weighty argument against this is that our pc'ople are alreadv 
very familiar with the pound and the sovc'rc'ign and not so familiar with the 
historical mohur; so that to familiarise the [M'ople with the mohur will be a frc'sli 
ilifliculty. Besides this, the adoption of the mohur will involve the fixing of an 
exchange value with the foreign currency units, especially with the pound .Sterling 
with ,pul through whic-h our foreign exchange's have largely to be transac-fc'd. and 
the fixing of the exc-hange at any partic'iilar rate wiirnnnece.ssarilv c'lc'iite a 
cornplic'ation whic'h is avoidable under the scheme propo.secl herein. Sii oiir <foId 
standard will be in terms of the pound .sterling. The pafier note's inside* ’llic' 
country will have to be entirely inc’onverl.ible, but be full legal tc'ticler. For inakim' 
gold available for social use. import and export of it will have to be left entirely 
free, its value being determined by the market pric'e. 

12. For facilitating international ])ayments the Currency Exc'hange Kc^sc'i ve 
of the (jouutry will have to lie kept not only in the prominent commerciarc ent res of 
the country, Ronihay and Calcutta, but in those foreign centres through which our 
international traded is mainly c'arried on, vi/., London, New York, and YokoJiama. 
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If world coiulitioiis arc completely steadied, it will lie to the great advantage of 
this iwuutry to hold its entire reserve in the form of international stock exchange 
securities easily couvertihle into gold. But under existing conditions it is safer 
to keep tlic reserve either wholly in the form of gold or partly in that form and 
partly in the shape of liquid securities, as may be determined — though persoually 
I would jirefer the latter course. In the foreign centres at least 00 jier cent, of the 
reserve will have to 1)0 kej)!., while at Bombay and ( Jalciitta tlic remaining 40 [)cr 
cent, may be kept in equal })roportion. If it sliould be thongbt that the leserve 
should consist partly of gold and partly of .securities, then the question as to what 
shall be the proportion of the gold portion to the total extent of the reserve will 
iiavo to be determined with due regard to the extent and nature of our inter- 
national transactions. To my mind fifty i)er cent, may be kei)t in the form of gold 
bullion and the remaining fifty j)er cent, in the form of securities. 

Ifi. The entire currency system of the luuntry sliould be entrusted to the Tm- 
perial Bank which requires to be lirst converted into a State Bank and a Bankers' 
Hank. The Bank should have its branches for exchange banking in the three 
foreign centres mentioned alnive and should be given the monopoly of exchange 
business besides the entire responsibility for the curreiuy system of the country. 
By cMimpelling all the other Banks to have tlaur exchanges scttleil through 
this Bank its position as a (Central Bank will be greatly strengthened. 
The entire exchange transactions of the country may well be carried 
on more or loss in the manner in wdiich the New Zealand Banks 
are at prc.sent c-arrying on. The New Zealand .system is described by Mr. 
A. 11. Ti'ckcr (Kconeinic .Journal 1924 ])age 5(51) as follows: “ Bayments from 
New Zealand on intm-national account are made by buying bank drafts or by 
meeting bills at the Banks in New Zealand. 1 n either case debtors discharge their 
debts mainly by cheijucs on tlieir bank accounts. 'I’lieir deposits in New Zealand 
are thus dimini.shed. But the bankers who transfer tlu' funds niercly J'ay out in 
T.ondon from exchange rc.serves held there. The payinenfs made for all New 
Zealand imports thus dejilctc bank de])osits (independent of advances) in New' 
Zealand, and deplete to an equal extent the hank reserves held in l.ondon. On the 
other hand, payments to New Zealand on international account arc made in 
liOndon, where debtors again either’buy bank drafts or meet their bills. In cither 
case funds are paid into the exchange reserves of the T.ondon branches of New' 
Zealand banks, and the banks transfer the.se funds to I he i-reditors in New’ Zealand 
sinqily by crediting the amounts to their de]>osit accounts. 'I'hus all payments for 
New' Zealand exports, visible iind invisible, bring increa.ses in bank reserves held 
overseas for exchange pnr])oses, and subsequent corrcs|)onding increases in 
(hq)osits (independent of advances) in New Zealand, w hile all payments for .New 
Zealand inqMjrts, visibh' and invisible, similarly dimini.sh to an eipial extent both 
bank de])o.sts in New^ Zealand and bank reserves held overseas. It follows that the 
exee.ss of dcjiosits over advances in New Zealand (note circulatidti, eU*., remainin>>' 
th() same) must vary directly with bank reserves held for exihange pnrposi^ 
overseas, and the extent of the variations of both is determined by the net balanci- 
of international payments.” 

14. Of course this .system I'cquires for its .succe.ssfij| working the develojimeni. 
of a credit system which we do not have in India at present India has been an 
essentially currency using country where monetary regulation consists in expand- 
ing and contracting curreiuy as the Oovernment from lime to time thinks best 
Whereas in Ncav Zealand excliange banking is .so highly develo])ed that the foreign 
ivxch.'inges are tran.sacteil entiri'ly through credit, that is to .say, by the automatic 
expansion and cont raction of bank deposits and bank rc.servixs to the extent of the 
net balance of international payments. By strengthening the ])osition 
of the State Bank in the manner indicated in this memorandum and by enabling 
the Bank siiHicient liberty of credit expansion in this country to enable it a.s far 
as possible to provide bank deposits in India in e.xchange for international money 
p.iid bn it in its foreign centres ami sulficient liquid resources in sterling or other 
inti'i'iiational stock exchange securities to enable it at all times tn yirovidc inter 
n.itional money in the foreign centres against bank depo.sit.s and payinont.s of 
ciirrt'ncy in India, such a system can be easily develof^'d in this country without 
imn h t rouble or expense. 

1 .5. Besides doing exchange business, the Bank should be left in entire charge 
op (lovermnent remittances abroad and einjiowered to receive all moneys in its 
behalf both within and without the conntry. The existing .system of Government 
treasuries may ivith advantage lie adolished and the Bank made a general 
treasurer and custodian of the entire monies of the Government. This will effect 
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a CDUsidecablo reduction in the exi)enditure now incurred by the (jovernmeut in 
maintaiuiug a costly stall' for the collection of its revenues and taxes and tor 
making disbursements. 

10. Without an efiicient Central Hank o! the kind descrilnvl above, a proper 
regidation of the currency and exchajige system of the country is im[)ossible. 'I lie 
Jmjierial Hank in its existing condition is wholly unlit for the task. At pre.seni 
it works only for the prolits of its shareholders and has no public respoiisihilily or 
interest, though it is getting all the advantages of (Joverninent deposits. It diM's 
also little or no exchange banking. In order to strengthen the position of the Hank 
it is iirst essential that its fundamental aim should be changed frnm [irivate pn lit 
making to the discharge of a. public function. The prolils of its shareholders 
.should be limited to 8 to t) per cent., unwilling members being jiaid oil tbeir share 
monies. The profits of the Hank l>eing mainly due to the. prest ige and power con 
ferred upon it by (lovernment, and to social causes, there is no rationale- in 
permitting the .shareholders to enjoy the whole of the booty. 

17. The Hank's [Hirsonnel should also be thoroughly changed so as to divert 
its attention more to public than to private intere.sts. The constitution of the 
Federal liescrve Hoard of the linited States of Aincriia may be ailo[ited tinihids 
ntulfiudis to suit the conditions of the country. IkMh ex-otllcio and other members 
will have to be nominated by (lovernment, with dire regard to their expert know 
ledge of banking. The foreign branches of the Hank shouhl each have an Indian 
as its Secretary or Assi.stant Secretary. And the Hank should have an .Advisory 
committee of experts in l-oudon for advi.sing it from time to time in regard to the 
country’s e.xchange ])olicy. The ]»resent t’entral Hoard of the Imperial Hank i.s 
too weak and powerless for any i-onstructive or originating action. In all broad 
currency jiolicies the Hank should be made to act in close conjiinction with the 
Finance Member, as doi's the Hank of .lapan in that country. In this connection 
it a|)ppar.s to me to be of some use if the attention of the I'ommi.ssion is invited to 
certain changes that have been recently ellected in the fnnitions and management 
of the ('oinnionweall h Hank of .Australia. The Heform Scheme of the (’omnion- 
weallh Hank Hill which was [)re.scnled lad'ore the .Australian Parliament in 
.Inne U)2l contains the following among other provisions which, I understand, 
have since been adojited 

(1) The appoint iiKMit (d' a Ho.inl of Directors represmiting special 
commercial and indn.strial inlere.sls to control (he Haid< (iirevionsly, control 
was exercised by a (lovernor appointed by the (lovernment, but aiding on 
his ow’n authority). 

(2) The abolition of the Notes Hoard and the control of the note issue 
by (he Hank. 

(:l) 'I’he strengthening (d' the Hank by the jirovision of further capital. 

(4) 'riie granting of power to (he Hank Hoard to tix and [uiblish 
discount rates. 

(o) The ju'ovision that the private banks .should settle their exchanges 
tlirongh the (’ommonwealth Hank. 

18. If our propos'd State Hank should be made to iK'come a Haid<ers' Hank 
its discount rates as in the ea.so of the Haidv of lingland ami the Australian 
( 'ommonwealth Hank may be nsefnlly employed for determining the conntrv’s 
iidernational exchange position, as well as for regulating credit at home and 
maintaining the stability of internal ]»ria^s. 

ID. Dnder the existing system of currency in India the volume in circulation 
is dc}HMident not on any principle of automatic regulation or .scientilie managenimit 
blit on the will of the (lOvernment. linder the .scheme (hat we are ])ropo.sing in 
this Memorandum the Hank being given full i-ontrol over (ho ciirreiu v sv.sti'in 
should be made to regulate the volume of internal enrreney with reference io the 
extent of the trade balances the net expansion or contraction <d‘ which (remaining 
after adjustment through the expansion id' credit at home, that is, bank deposits^ 
should be maile to govern the expansion or eonlraclion of the volume id' ciirivocv. 
Thus when there is a favourable balance, to the extent to which it I'cmains 
unadjusted by means of the creation of credit, i.e., bank deposits, thi' Ciiriency 
Hesewo will incroase; and to the extent to which (he Reserve incri'a.sed, the 
internal currency should be made to increase. This will tend to raise internal 
priee.s and bring down the balance of trade to c(|uilibrium point. Similarly in the 
event of an unfavourable balance, to the extent to which it remains unadjn.sted 
through contraetion of bank de])osit.s at home, there will be a How of int(‘rnal 
currency into the hank and a corresponding dejdetion of the Keserve. This in its 
turn will lower prices in the country and tend to reshire- equilibrium of the 
trade balance. Of course, there is a: special difficulty in respect of an automatic 
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regulation of* the curreucjy in this form, because tliat will ignore the course of the 
internal credit situation, and so long as it dotw not take into account the credit 
expansion <.)r contraction through local causes, it may fail to ensure the stability 
of internal prices which is sought to lie secured by the above-mentioned scheme. 
Mr. Keynes’s restatement of the Quantity Theory in his eijuatiou is as follows : — 
u p {k~\-rk'). It will be siieii that variations in /•, and k' may lie either wholly or 
partly independent of variations in # and may exert an influence over p wholly 
iini-onncclc(i witli or uninfluenced by «. Now if from the adjustmen’t of trade 
balances n is made to expand and contract by the aubimatio issue and withdrawal 
of ciirrency against the exj)ansion and contrai tion of the Reserve, then it is clear 
tiiat unli'ss /■ and k\ except to the extent of bank dcpt)sits (ireated by the Bank in 
its exchange transactions, have l)een keeping stable in tiie meantime, there may be 
unexpected variations in p due to local changes in r and k'. Jfor example, apart 
from any variations in the v«ilHme of currency and credit due to the adjustment of 
the foreign acicounts, there may lie an improvement in the batd<ing habits of the 
people which may cause variations in the internal credit expansion, .sufficient 
enough to exert an independent influence over prices. Or it may so happen that 
the imlustries of the country, esjiecially those whose gcnids and services do not enter 
into international trade, may develoj) and cause an expansion of credit in the 
(xmntry lead ing to a rise in jirioes. ()r there may he a depression of such industries 
and a contraction of credit therefore. And again it cannot always lie taken for 
granted that the home pric-es of siu-h goods and services move in the same direction 
or jiroportion as those which do. T^idess therefore the regulation of the volume 
of turrency and credit is determined not merely with refeience to the trade balance 
but Avith due regard also to internal causes elTecting the exjiansion and contraction 
of credit, there may not exist such a stability of internal prices as may be expected 
to result from the automatic regulation. If the whole credit silualion is affected 
by the same (lauses, in the .same direction, and to the same extent, then there will 
be no fear of a diversity in its influem-e on prices. Bui credit may Ixi both 
cumulatively and diversely affected by independent 
local factors as well as international forces, fn such 


I'auses and through play of 
case, if stability of tin* price 


level is lo be secured, that is, if the internal currenev should be made to have a 


stable purchasing power, then the volume of currency and credit should lu* 
regulate<l not automatiially with reference to the trade balance alone, but also 
with due regard to the expansion and contraction of credit through all causes. Tn 
vieu of the fact that the State Rank in our .scheme is made a Hankers’ Bank it can 
(‘Ificiently control the internal credit situation by means of its Bank rale and 
rediscount ])olicy. Thus with full powers of control over both currency and credit 
(he rhud< may succe.ssfully maintain stability of prices as well as stability of 
exchange. 

20. One serious objection with regard to our ado])tion of the gold standard 
de.servos to be considered. The objection is that there is no guarantee that gold 
|)rii’Ps will in fulure be stable. Tt is state<l that on aic»»unt of its present eheajniess 
and its po.ssihle vagaries and future unforese»'able fluctuations in its real purehas 
ing power gold will prove ii much loss safe standard of value than in former times. 
'I'lie cheapness of gold at ])re.sent is maiidy duo to the eon.sequences of the War- 
’I’he decrease of the world’s effective demand for gold due to the impoveri.shment 
and bankruptcy of many countries and the general withdrawal of gold from 
circulation in many count rie.s. If the bankrupt countries should soon recover as 
they are hound to, and the world’s pr<«luction of commodities increase, the price 
of gold must also increase by means of a fall in general prices. Tt may also 
inciease through shortage of further supiilies of gohl which is likely to liappen 
on account of the ab.sencc of discovery of ttew mines and the heavier co.st of' 
bringing to the surface the remoter deposits in evi.sting mines. But then there is 
an e(|ual reverse possibility. The price of gohl at the pre.^ent moment is artiflciallv 
maintained by the policy of the Federal Reserve Bt)ard of the TTnited States. In 
order tn maintain the purchasing power of the dollar the Board’s policy is to bottle 
up all redundant gold in the vaults of Washington. Unless the United States 
should close her mints and suspend free coinage, this must inevitably result in the 
break down of the dollar. And if the Board should change its policy and' begin 
to let loo,se on the 'world market its bottleil-up gold, or at least close ifier mints to 
further coinage then the price of gold will sink down, without the support of the 
American monetary demand. Thus there is as much pn,ssil)i1ity of gold risino- in 
price as there is of its falling. We may fairly assume that under present 
eircumstanees the miposing forces may fairly he expected to maintain the present 
level of the price of gold. So then this is not a consideration that need deter our 
adoption of the gold standard. 
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21. Again assuming one or other of the possibilities to ha])i)cn, then faeilities 
should be provided for regulating and stabilising the world value of gold cither 
through international co-operation on the part of the Central Banks on the lines 
suggested by the Genoa Conference and strongly advocated by Mr. ITawtrcy in his 
book on “ Monetary Reconstruction ”, nr by some other d(*vice of the State Hank 
being prepared to purchasi? and sell gold in exchange for securities in its Reserve; 
or more eificiently by cxdlaboration with the Hank rtf Enghunl between which and 
the rndian State Hank there is certainly greater possil)ilitv of effective co-opera- 
tion than between any other Central Banks. As Mr. Ilawtrey says it is possible 
that the Federal Reserve Hoard of the U.S.A., whose credit policy has now been 
largely deterinining the world value of gold will soon have to submit to a gradual 
stifling of their control of credit on account of the pi-ocess by which their supply 
of gold has been accumulating. As the accumulations are yearly increasing and 
the earning a.ssets of the Federal Reserve Banks are gradually shrinking, the 

, power of the Banks to control and regulate credit stands to the chance of being 
much im]mired. If such impairment should happen the dollar must depreciate 
inevitJibly. And then, as the gold supply of the Ontral Hanks of the leading 
countries is also considerably large, the Federal Reserve Hoard will not be 
unv/iying to co-operate with the Central Hanks in regulating the price of gold. 
If all the leading countries should adopt the gold standard in the same way as 
we have suggested here, and .suspend the free ix>inage of gohl for internal circula- 
tion and regulate the value of gold, each within itself on the basis of an index- 
numlier of general prices, both stability of prices and stability of exchange are 
easy of achievement. This scheme Only means that instead of having a 
“ managed ’’ currency, we are to have a currency based on gohl wliich is to be 
“ managed ”, that is to say, a “ managed gold standard ”. 

22. Mr. Keynes rightly argues that if in the interests of stability, gohi 
requires to lie ” managed ” in terms of general price's, it becoities a commodity 
standard pure and simple, though in a round-alM)ut way. Why then should wc 
retain gf)ld is his question. 'I'lie answ'er is that it is sa fer to trust gold than to trust 
our financiers, and that the sudden and complete abolition of gold will I)e a 
violence to popular feeling and jircjudice Avhich require to he placated. 
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Statement submitted by the Marwari Trades Association, Calcutta. 

It is well to begin this Memorandum with a word indicating its scope. Of 
the questions whose right solution is the raison (/'(.’Ire of the Commission, there 
are two which in imisVrtance ovtu’shadow all the rest; and to a consideration of 
these, from the ixiiiit of view of a large and imjmrtant seition of the Indian 
mercantile community, this Note tries to address itself. The first question is 
whether we ought to have a gold standard with a gf)ld currency, and the second 
is, what relation is the rupee to liear to our slandard unit; though, put thus, the 
second is only a corollary of the lii’st. 

2. Twenty-seven years ago, there was a committee of experts, known as the 
Fowler Committee, appointed by the Secretary of State to investigate the position 
and to submit suggestions for' the establishlnent of ” a satisfactory system of 
currency ” in India. Previously to this. His Majesty ’.s Government, in closing 
the Indian mints to the free coinagi; of silver, had adtipted a jHilicy which had for 
its declared object the establishment of a gold standard in India. The Fowler 
Committee endorsed the Government’s <lecision in favour of a gold standard, 
but at the same time they recorded it as their considered opinion that the only 
way to make effective the policy adopted in 1893, was to give India a gold 
standard with a gold currency. \Schemes had been proposed for establishing a 

g old standard withovt a gold currency, but the Committee, after giving them its 
est consideration, was unable to recommend any one of them as either a per- 
manent or a provisional measure. 'fhey recommended the throwing oixui of 
Indian mints to the unreslrioted coinage of gold, as the only way in their view 
of the effective estahlishmeut of a gold standard, was to base it on (he “ free 
.inflow and outflow of gold.” The tkmuniltee’s recommendations Avere accepted 
bv the Government, and vet, after the lapse of more than a quarter of a century, 
we are as far off as ever from having what the Committee said we ought to have 
and the Government said we were going bj have. 

3. It is true that the Fowler Committee had recommended the coinage of the 
British sovereign, and the British Treasury would not let this be done on any 
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terms wiuitswver, but that the difliculties raised by their hostility weie insur- 
mountable it is hard to believe. Whatever that might be, it was decided in IJOU 
to drop the idea of the liombay bi'aiieh of the Iloyal Mint. 1. he question was 
revived in the Imperial Legislative Council eight years later, and in 1912 the 
Government of India addressed the Secretary of State, submitting proposals for 
till! coinage of sovereigns at Jlombay. But just when it .seemed likely that some- 
thing at long last was about to be done we had the Chamlierlain Commission, and 
the whole matter was left open pending its recommendations. 'Phat Commission, 
as is well known, .spoke disparagingly of all efforts to encourage the circulation 
of gold as currency, the existing system in their view being admirably adapted 
to the needs of a country like India. At the same time, they had no objection to 
the establishment of a gold mint in India, provided Indian sentiment genuinely 
desired it and provided the coinage was of the sovereign or half-sovereign. Their 
recommendations were under the consideration of the Government of India when 
the War came, and it was decided to post])one action until the return of normal 
conditions. 'I'he situation created by the War led to arrangement lieing made 
for gold coinage in 1918, but the arrangement was only temporary, and the 
coinage was sub.sequently suspended. After this we had the Babington-Smith 
Committee, which had nothing different to say from the Chamberlain (kimmission 
as to the desirability of an extended use of gold currency in India. But the 
prevailing high price of silver, coupled with the necessity of ensuring conlidence 
in the note issue, led them to recommend the r(H)pcning of the Bombay branch of 
the Itoyal Mint, where facilities should be afforded to the public for the coinage 
of gold bullion. Even this was never given effeiL to. Such in brief is the 
chequered history of the proposal to supplement the gold standard with a gold 
currency. 

4. A half-hearted policy on the part of Government, and perverted reasoning 
on the part of its advisers, have defeated the intention of the Fowler Committee 
from being reali.s(*d in fact. And yet, if Government is anxious to carry publii' 
opinion with it in the initiation of measures that it may decide upon to better the 
currency situation, it must see that the recommendation of 1898 is given effect 
to without any further loss of time. Tt w'ill not do to say that the Government 
has all along meant well, and that it has been moving steadfastly in the direction 
indicaled in the Fowler (hnumittee’s report. All the time that Giwcrnmcnt has 
been sitting on the fence and post|M)ning action the conviction has lieen gaining 
ground that it was not actuated by the lx‘.sl of motives in the matter, and under 
one pretext or another was simply trying to keep the country for ever deprived 
(d' what it was legitimately entitled to. The policy followed since 1905 of selling 
Council bills so as to divert the stream of gold from its natural f’ourse has lent 
support to the popular faith. The ideal has never been officially forsaken; we 
have all along been told that the culmination of the policy that was being jmrsued 
was the establishment of a true gold currency as the basis of a gold .standard, but 
apart from such assurances there has Ixjen no tangible ])roof offered by Govern 
ment that they were moving, or were really anxious to move, tow^ards that goal. 

5. It is not that the question is merely one of asking the Government to fullil 
past promises, irrespective of any good that their fullilment in the present circum- 
stances might be likely to yield. We ask for a true gold standard because wc 
know full well the extent to which the so-called excLiange standard can lend 
itself to manipulation, and the harm that .such manipulation can spell to the 
economic interests of the country as a whole. The .system has become well- 
nigh intolerable, and the only reason why it stays is official obduracy or supine- 
ness, which will not realise the need of the situation and rephujc it” by another. 
We have as a result of the prevailing sy.stem two standard.s, so to say : a standard 
da jure and a stMidard de facto, and since the legal worth of the standard de 
facto is .so much in excess of its intrinsic worth, people are bound to regard with 
increasing suspicion a policy which compels them to receive it as the equivalent 
of about 50 per cent, more than its real value. The only w.ay of eliminating all 
chance of official “ management ” to the gain of either one section of the com- 
munity or another, and of restoring t he confidence of the |)eople where it has been 
shaken and of retaining it for all time in the future, is to give them a gold 
standard with an actual gold currency and with rupees as only subsidiary coins. 
To succeed for any long time in inaintainiTig a currency whose legal and real 
values are .so widely diflferent is tantamount to gambling on the ignorance of the 
people; but sim® India is becoming more enlightened every day, even that 
ignorance cannot help matters much or long. 
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a. Wc coiidemii the gold ext-haiige standard on the grounds that it is liable to 
be tainiiercd with dangerous east\ and that it is l>onnd to l)e viewed with 
increasing dissatisfaction likely at any moment to endanger its very existence. 
And on the very same ground we advocate a gold .standard with a gold currency. 
Had there been a gold sUindard in the ])ast we would never have a deliberately 
appreciated exchange at l.v. (UI. to day when Kngland has already returned to 
the gold standard. We advocate a gold currency not because we want the gohl 
isnus to take the jdacc of notes or rup('es - we would have as much gold as {wssible 
in the treasury rather than in the pockets of the jK'ople but Iwcau.se any scheme 
of a gold standard without a gold currency is to our mind a meaningless proposal 
which can at its Ixvst in.spire no cotdidence in the minds of thost* w'hose needs it 
w'ould serve. The gold currency is but a means to an end, and the end in this 
case is the maintenan(^ of a .standard which will br(M)k of no tamjiering, and 
which will be able to stand every strain ])ut upon it. We want the gold currency 
as the vi.sible .symbol of a gold standard, so that while, on the one hand, it would 
inspire confidence in the minds of the people as to the reality of the thing, it 
would, on the other, act as a .safeguard again.st that standard being tampered 
with cither one way or the other. 

7. We, therefore, .suggest that India should have a gold .standard, with its 
logical consequence of a gold currency. Wc propose a gold mohur of the same fine- 
ness and weight as the llritisb .sovereign, with rupees serving the function of sub- 
sidiary coins at the ratio of Ifi-I. Itupees might retain their character of 
unlimited legal tender for the pre.sent, but after the gold standard has l)een 
elTectively established the amount should, in our oj)inion. be litnited to Hs. 100. 
We do niot forget that a 10 rupee mohur would be a more convenient coin for 
purposes of calculation, but we cannot ignore the dilficnlties which the Govern- 
ment may have to face in finding sufficient gold for b.u'king the note ilssue, and 
meeting the demand for (“onversion of rupees into mohurs. We would, therefore, 
have for the ju'escut a In rupee mohur. which will olTer less attraction for purjmses 
of absorpti<tn. Hut after a time, when the gold jwsition is firmly secured. 
Government can even introduce 10-rupee and at a later period S-rujiec mohurs. 
The difficulties of calculation might lx* overcome if we call the l;'5-rujx*c moliur 
a one-aml-a half mohur and the 10 and o-rupce mohurs. one and half mohurs 


respectively. 

S. We shall now deal with the dilficnlties in the way of an immediate 
establishment of a gold standard with a gold currency. While we do recogni.se the 
dilficulties we do not wish to give them undue significance. Put briefly, they 
would appear to be the following : 

t. The obtaining of a large quantity of gold re(|uired to replace a 
[Mtrtion of silver in the pajKM' ciii-rcncy re.s<'rvc and to ?n('et the demand for 

conversion. , • ■ 

2. The nece.ssity <tf finding the money for purcha.sing the requisite 



'I'he probable con.s<'qu<*ncc of a large jmrehase of gold on the world 


piK.&:. (••ni.sed to Government by jsah's of silver and ce.ssation of 

further silver coinage, and the loss ot interest on the capital put into gold 
required for the alvov’c-ment ioned purjioses. 

St. We shall take up the question of finding the requisite gold first. Wc have 
to consider what quantity of gold will be rca.sonablv siilhcicnt to .justify us in 
embarking on the policy Outlined in thfs scheme. This ineaim estimating the 
volume of demand for mohurs in exchange tor ru|)ees or notes, ^ow the probable 
demand for conver.sion would seem to fall under three heads : - 

1. Demand for melting the coins lor making ornaments, etc. 

2. Demand for hoarding jHirposes. 

3. Dmiiaiid for circulation as currency. 

10 Tt is a very hard task, if not an inqiossible one. to .gauge the jirobalde 
demand for mohurs iinder the tlirw heads, but knowing as we .lo the extent of the 

demand for sovereigns in the pre-War imrioi 'n r', ' udtlUhe deS 

which we hope will not be far wrong. We will fii.st ol all dial with the , 

likely to arise from the melting of sovereign.s. The petty purchasers naturally will 
Ld it miire CO to pun^iasc mohurs for making their ..riiamen ts rather than 

nSrehas^ a small lot of gold from the retail shops, and thus there is bound to be a 
pun.nase a small I ^ .,t the trea.surv. Hut since this outflow of 

mX^ffrorSe'^trlasury ^ be similar to an outflow fn.m the shop of the retail 
Taler threiunot be treated either as an extra demand for gold or a replacing 
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ol notes or rupees. To the extent tliat gold is taken by the petty purchaser from 
the currency, the demand is lessened elsewhere, and no extra effect produced on 
the gold market. There is a certain amount of consumption of precious metals in 
India which varies according to a good or bad season. This gold is not hoarded, 
but consumed in the sense that it is made into ornaments for use. In India it is 
a fashion for the ladies and in some provinefes for men to wear ornainentfs made 
out of gold. The requirement will have to be met whether the supply comes 
through tJie private importers or through the currency oHicc. Such demand, 
therefore, as is caused by the melting of gold moluirs should not be treated as an 
extra demand, and can have no effect cither on the market or on the circulation of 
the notes or of rupees. We next come to the demand created by those who have been 
hoarding ruj)ee coins up to now, ami who now wish to convert their rupee hoard's 
into gold. The story of hoards like that of the ro|)e trick has l)een repeated time 
and again by men who pretend to know’ things about India which w’e Indians, 
who live, move, ami have our being in India, know nothing ul)0ut. If any one 
means by hoards a large amount of precious metals consumed every year in 
making ornaments, which is a fasliion in India, and wliich can have no effect on 
tlie conversion of silver coins into gold, it ijs all right. But when it is suggested 
that there is a large amount of coins hoarded with tlie poor of this country, which 
may at any time come back to the currency office to seek conversion into mohurs, 
then one only feels amused at the ignorance displayed. India in the first is a very 
poor country. One-fourth of its population barely gets sufficient to secure the 
uew;;ss}irics of life. Those .who are a little better off and can s])are some money 
will first of all like to put it into either building a pucka house (as most of the 
cultivators in India have got kutcha hoiLses), purchasing cattle or land, and 
last of all making ornanu-nts. We know of the Indian cultivator as a debtor to 
the Baniya, and paying as high an interest as 24 jx^r emit. It is improbable tliat 
a man would be paying as high an interest as 24 per cent, on the one hand and 
hoarding treasure on the other. The Baniya, who is a sort of a banker to the 
agriculturist ixipulatioii, is too shrewil to put his money under earth in an 
unproductive manner. We must, therefore, not give too much importance to the 
theory of “hoards.” So far as the Indian States arc concerned, most of them 
have got their wealth invested in industrial enterprises. Excepting the Nizam, 
we do not know of any State having any large cajiital nninve.sted at its ilisposal. 
Even if Ave admit the fact of hoarding to a small extent among the poor class of 
India, we think that a nioliur of a denomination of Bs. 15 will not lie a very 
attractive form for hoarding purposes. However, for all praclural purposes we 
must be prepared to face a demand for mohurs in exchange for ru|xjes arising 
from the hoatlers, and also from the use of the mohur as the medium of daily 
transactions. What the demand could be is so difficult to estimate, but we think 
that we can seek enlightenment from past history and from the statistics of the 
total silver coins in circulation at present. If we take the figures from the year 
15)01-02 to 1912-13, we find that during a |)eri(Ml of 12 years India did not absorb 
more than £60,000,000 (sixty millions) of sovereigns, or an average of £5,000,000 
(five millions) j)er year, (kilculated at Bs. 15 to a sovereign the total absorption 
conuis to rupees 90 crores worth of gohl coins or rupees 7^ crores worth of 
sovereigns per year. This absorj)tion is not such as to frighten the (lovernment. 
True that the times have much changed since then. But it should not be forgotten 
that Government under the old regime of the gold exchange standard was not 
lx>und to supply sovereigns in exchange for rupees. People knew very well that 
if it did not suit them the Government could at any time refuse to issue sovereigns 
against rupees, and yet they did not absorb more than rupees 90 crores during a 
period of 12 years. And even of this a large part was for melting purposes, which 
could only be called adiversionof business from the retail sho{)kecper to thecurrency 
office. It would not be unreasonable to think, therefore, that when Government 
would be bound to sn])])ly gold coins in exchange for silver notes people will have 
more cenfidence. and .will not rush to currency office to get their silver converted 
into gold. It would be useful also to note here that at the end of the last century, 
most of the Eurojx‘an countries in imitation of the English currency bystem 
introduced a gold ( urreney, and found that it ixmld not successfully compete with 
the paper currency. 'P he fact that in India most of the businesis transacted is in 
very small amounts should be a sufficient guarantee against undue absorption of 
the gold coin. Moreover, what iKX)ple were like in European countries at the end 
of the last century, people in India arc b^iniiing to be like to-day 
after 50 years. I’lie fact that the one-rupee notes became so popular in a very 
short time should be a sufficient proof to snow how people here are getting accus- 
tomed to the paper currency, and we see no justification for fearing any undue 
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strain on the currency in meeting the demand for gold coins. We think gohl 
inohurs to the extent of 45 crores of rujxics will be quite siiiru.-iont to meet the 
ubovemcntioned demand, and adding to it the amount of about 05 crores required, 
as explained, later on, lor augmenting the gold jK)rtion of the paiMjr currency 
reserve, wo think that gold of the value of about 110 crores should bi; (|uit(i 
sullieient to warrant our embarking on the policy advo< ated. 

11. 'l'l)e question henceforth resolves itsidi.’ into one of devising means for 
obtaining a supply of rupees 1 10 crores worth of gold. Let us st*e if we could tap 
sortie ol the already existing sources. We have lirst of all the gold standard reserve, 
which coiitains .L40 millions gold, or converted at l.v. 4r/. exidiaiige 00 crores of 
rupees. The paper currency reserve had on 15th October 10*25, as against a total 
note ilssue ol 190'52 crores, a backing of 42'112 crores in gold and .sterling securi- 
ties, of 5711 crores in Indian securities, and of OOOO crores in silver coin and 
bullion. The gold bullion and .sterling securities have Iteen calculated here at 
2s. exchange, but if calculateil at l.v. 4d. they .show an increasi^ in the value of 
21 06 crores. 'I’he amount of this increase, 'added to the annaint in the gold 
standard re.serve, makejs a total of Hi. 00 crores gold available, as against the 110 
crores required for our purpose. Then we have about 90 cores of silver iu the 
reserve, out of which we 2>ropose the selling of about 40 crores to |irovide us the 
necessary gohl to comjilete a total of 110 crores. A gold standard can have no 
meaning if the note issue is backed largely by bilver and Indian securities, which 
cannot be converted into gold in time o^ emergency. Moreover, we think that 
after the establishment of a gold standard with a gold currency it would be simply 
a waste of resources to have a subsidiary coin made from a. precious metal. One- 
rupee notes had attained quite a gooil po]iularity, and we would favour their 
reintroduction under the new regime, though the issue of fresh currency in the 
shape of one-rui)ee notefe should be undertaken only after the silver rupees in 
(xovernment reserves had found their way into ciri'ulation. W'e consider it 
wasteful to keej) money locked up in silver to the present extent, and we recom- 
mend that a portion of the silver in the currency re.serve be sold off and rejdaced 
by gold. Ft is not quite jiossible to say what amount exactly could be reali.scd by 
.such .sale, but a.isuming that this portion is mostly in silver coin we do rccogni.se 
that it would cause a big loss. The mere giving up on the part of Ihe (lovernment 
of India of the policy of minting silver rupees, will be sullieient in any ca.se to 
cause a serious drop in the ])rice of silver, and when to this is added the necessity 
of disposing of a large portion of the stock of silver in the currency reserve it is 
likely to depress the market further. We think that the depres.sion could be 
counteractwl to a considerable extent by inqKising an import duty on silver at the 
rate (if 4 anna.s |)er oz. 'fhe lowering of exchange to l.s. '\/f. would also Iv giving a 
snlxstantial protection to the silver market. If Ix^th the.se factors have full effect 
on the market, the price might rise by Rs. 20 ])er 100 tolas. Rut we do not think 
that these will have their full effect. In spite of (he remedies .suggested, there- 
fore, there is iKiund to be a lo.s.s from silver .sales, though it is dilficult to say what 
this losis will amount to. All the same, we think that India would rather face 
this loss than tolerate the constant invisible taxation imixised upon it by a debased 
currency, the legal worth of which, as we have already stated, stands so mncli 
above its intrinsic Avorth. We think that three years would he quite a sufficient 
I)eiiod within which the proposed silver rate might lie gradually effected in India 
itself after the imposition of the proposed import duty and the bringing of 
exchange to its original level of Is. 4d. We have stated above that a supply ol 
110 crores worth of gold would lie quite sufficient to justify ns in embarking 
on the new policy, and Ave have indicated hoAv the gold standard reserve and the 
gold and sterling securities iMirtion of the paper currency reserve might be made 
to yield us a supply of about 82 crores out of this. We have also suggested the 
sale of a tmrtion of the silver in the fiaiier currency reserve; and, although we 
cannot accurately estimate the amount to be realised from the sale, Ave can sa tel}' 
predict that these measures between them.selves will enable us to obtain the 

necessary amount of gold. i 

12. The composition of the paper currcFicy reserve on 15th October, 1925, 

was as follows : — 

Crores. , . 

43-32 Gold and sterling securities. 

90-09 Silver coin and bullion. 

57-11 Indian .securities. 


u 8 


58696 


190-62 
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13. This on Uie revaluation of the g«)l(l and sterling' .sec.urities sit 15 

would stand as under • 


Crores. 


64-98 

(lold and .sterling (securities. 

90-09 

SilviT coin and bullion. 

57-11 

Indian securities. 

212-18 



14. To Ibis is to be. added rupees 15 erores brought from the gold .standard 
reserve after providing from it the 45 erores requires! for conversion of rupees, 
so that we get a backing in the ])ai)er ciirreiu-y reserve of 22718 erores, sis against 
a total note issue of 19U'52 erores. The iiu'rease in the value of gold and sterling 
securities, and the bringing over of Hs. 15 erores from the gold standard reserve, 
have between themselves made sin addition of 37 erores, and wc require about 
28 erores more tn make u]) the 05 ci'ores which we would see added to the amount 
of gold in the pssjier i-urrency re.serve. For this we projMsse the selling of 40 
erores of jsiiver out of the 90 erores. which may be s'stimated to give us about 30 
erores of gold. The position would thus stand in round liguros something as 
under : — 


Groves. 

65 

(lold and sterling securities. 

15 

Brought from the gold .standard reserve. 

Hold provid('d by ihe sale of 10 crores of silver 

30 

no 

('-rores in iiold. 

Crores. 

no 

50 

(lold (brought over from above). 

Silver coin and bullion. 

57 

Indian securities. 

Total 217 



15. 'rise excess over 190-52 erores msiy be utilised towssrsls cancelling the 
“ created ” securities; sind we msiy thus have a composition of the psiper currency 
reserve, more than 58 per cent, of which will be in gold, as strong a })o.sition sis it 
might be desirable for our pur|)oses to have. 

16. We have estimated the amount of gold nece.ssary to wsirraut the realisa- 
tion of the pro])osed scheme, and ive have iiKlu-ated the wavs and means to secure 
that amount. We now proceed to a c-onsideration of the question of securing 
iho necessary supply, and of the effect, if any of our purclmses on the level of the 
world prices. 

17. India has of late been inqiorting a. large quantity of precious metals. 
'Phe following figures will be found interesting in this connct-tion : — 


Year. 

1919 20 

1920 21 

1921- 22 

1922- 23 

1923 24 

1924 25 


Gold Imports. 

Ks. 35,33,03,000 
„ 2,10,82,000 
„ 2,86,45,000 

„ 41,19,08,000 

„ 29,18,64,000 

., 76,77.:50,000 


Silver Im forts. 
Us. 29,22,88,000 
„ 0,48,40,000 
„ 15,09,62,000 
., 18,35,47,000 
., 18,69,80,000 
„ 30,07,41,000 


18. During war-time the scarcity of the [irecious metals kept India 
practically starved of them. The huge imports of 1919-20 are due to the fact that 
Indisi ha<l starved iluring the war and she was eager now to make up for her past 
starvation. 1922-23-24 saw very good monsoons. This added to the cheap rates 
of gold and silver compared with those of war days and the fall in gold rates 
(consequent on a. high exchange have contributed to the very huge imports of 
recent time.s. We think, in fact, that recently India has imported more gold 
than she could pos.'^ibly consume. A price of Rs. 21 per tola of gold is a most 
attractive rate t() an Indian who cannot remember having .seen this price for a 
vi'ry long time. Pherefore, it w'as not surprising if Indian speculators imported 
huge quantities of gold in expectation of realising higher prices later on. . When 
exchange was stabilised, there could be no fluctuation in rates and (xmsequently 
there used to be no speculation in gold in those days. But under a fluctuating 
exchange with its necessary reaction on the gold market it was not surprising 
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if f* large amount of speculation liccsime an ordinary jdionoinenon. We do tiot 
think that jmy extra requii’emcnt of gold for the purpose of estahlisliing a gold 
standard with a gold cunviicy would he sf> hig a's to cause any appreciable elTect 
on the world priop. Hut a fairly good jiortion of the requirement could even he 
purchaml in India when exchange is brought hack to its old level, namely, l.s. 4f/. 
As we have stated above we think that owing to very atli’ailive rates Judin has 
imported more gohl than she could consume. We also know how in the war and 
post-war jieriods, when pi'ices of gold and silver 'stood high, barge (piantities of 
these metals used to come tor sale to Bombay and (’alcutla from the interior. 
We think, therefore, that when exchange i.s brought back to l.v. A<1., gold and the 
price of gold has risen again to Hs. '24. per tola, a good quantity of gold could be 
purchased even in this country. We thus believe that the nie<>ting Of our gold 
requirement would not be such an inqiortant factor a's to cause any apjireciabh* 
effetit on the world prices. Regarding the decrease of revenue caused by the 
I0.SS of seigniorage and interest on the extra capital required for jiurchasing gold 
.and sueh other incidental iU'ins we have nothing to say. We do not grurlge this 
loss if this be the ])rice we have to pay for getting a sound sVstem of exchange and 
•iirreTuy. 

19. We think that three years will be quite a sufficient period for firmly 
estriblishing a gold standard wiih a gold currency, and meanwhile we suggest the 
carrying out of the following preliminaries by wav of preparing the ground for 
its advent : - 

1. Government should immediately announce their |M)licy of 
establishing a gold “standard with a gold currency. 

2. 1'he ratio of exchange should 1 h' brought back to l.v. 4tl. We are 
dealing with this subiect in the latter portitm of our N^ote. This will 
direct the flow of gold into Government hanrls which will be helpful in 
establi.shing an effective gold .standard. 

9. Mints should l)e tlu’own open to the public for the coin.-ige of gohl 
mohurs. 

4. A duty of annas 4 per oz. should lie imposed on imports of kilver. 

5, Forty crore.s worth of silver from this side of the yiaper currency 
reserve should be sold off gradually in India tbrough the Imperial Hank 
and converted into gold. 

20. We think after these preliminaries are fulfilled, which would at the 
utmost require a ])erind of three years, the time will be riiie for establishing the 
proposed gold standard with a gold currency and Government then could safely 
embark on the policy enunciated in our note. 

21. The problem of exchange is very much sim])lified. or even solved, by the 
adoption of a gold standard, but there is still to be determined the question of the 
ratio of the present rupee to the gold mohur. We have already stated that the 
ratio should be Hs. 15, equal to a mohur of the same weight and fineness as the 
Hrithsh sovereign. We thitik that any other ratio than tin's would be a deliberate 
violation of old contracts. Hut. before marshalling the arguments in support of 
our contention, we wmuld digress for a while into past history bearing upon this 
subject. Before 1899 the purchasing power of the ruiiee used to vary with the 
price of its silver content as measurwl in gold. There was nothing unnatural in 
thi'r, although it was not a matter of convenience to trade and business in general. 
The average price of silver in 1890-91 was 47]Ul uer oz. and the exchange value 
of the rupee aliout l.s. 0^. Before this, silver had .stood still higher and it was 
its downward tendency which was a source of great anxiety to the Government. 
There is a limit to anv' fall in the prices of commodities, and the be“st thing 'would 
have been to w^^it a little longer until silver had fallen sufficiently low to indicate 
that the bottom had bwo reached. Hut the protests of the public had no effect 
on the Government and thev procecdeil to close the mints to tho free coinage of 
silver and to fix the exchange value of the rupee at l.s. 4(f. It was well-known 
to them that the ratio thev were adopting was not a natural or equitable one. 
The price of silver then was about 40^. per oz.. and the exchange value of the 
rupee a penny lieloiv than the rate adopted. Silver was still on the downward 
grade and reakon could never recommend a high raf(‘ like 1.^. 4ff. But Govern- 
ment turned a deaf ear to all protests from the Indian mercantile community 
and decided upon a ratio which 

once adopted such ta ratio they were determined to maintain it at all cost, ^hev 
did not succeed in the heginning and it would have been a wonder if they could. 
But thev took recourse to deflation, and by .starving the country of fresh currency 
for six bontinuous years, they were evenfiially ab c to reach their goal «nd ^vew 
up exchange to The price of silver had tumbled from 40«f. in 1893 to 
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27rf. in 1899, but tlie exchange value c»l‘ the rupee, thank's to the contraction of 
circulation, had within the same dates, appreciated from about 15</. to about lOrf. 
This in brief is the Jiistory of how the rate of l.s. was reached. We would 
not be far wrong if we said that the present rate of I.v. Gd. has been reached in 
nmch the same way. The policy which the Government has pursued in our 
days affords a close jiarallel to that pursued toward the end of the last century 
and there is no wonder that it has forced up exchange to-day to Is. 6d. as it 
forced this up to I.v. 4d. at that time. We mention this to show how hollow is the 
contention of those who would have us believe that lx. (></. has been reached in 
quite a natural way and that there is no artificiality about it. One would be 
amazed to calculate that had the free mintage titf silver continued to this day, 
the exchange value of the rupee would have stood somewhere between lOrf. and 
Jlf/., and yet we liave got plenty of advocates of an 18</. exchange in our midst! 

22. An automatic expanding currency is a constant need of a country which 
ex])orts more than it imports. Even at the prevailing rates of exchange, if 
Government refuse to issue Indian currency against sterling, the rupee, in 
absence of any other means of adjusting foreign accounts, is bound to appreciate 
still further. Hut that does not argue anything in favour of a higher exchange. 
There are advocates of l.x. Grf. vvlu) recommend this ratio on the ground that it has 
been effective for the last 12 months. To such we would recommend a })erusal 
of the following extract taken from the note of dis.sent of Messrs, (fiimi)bell and 
Muir, Members of the Fowler Committee who were in favour of a lx. fid. 
exchange : 

“ 'file adviK'ates of a \s. 4d. ratio point to the fact that this rate has 
now been, more or less, effective for the last IH months, thereby establishing 
a stnlm quo which it would be unwise to di.sturb. 'Ibis argument vvouhl 
liave greater weight if the status quo had lieen arrived at in a natural 
way; but the circumstances under which it was reached have only to be 
cou.sidered to deprive it of any value. With no fresh cairrency otherwise 
obtainable the mouojioly rupee was bound in time to rise to whatever gold 
point the Indian Government chose to fix, and the fact of its having 
risen in five years to l.s-. 4d. is of itself no more a proof that 1.x. 4d. is an 
equitable ratio than it would be in regard to l.s‘. Grf. or l.x. 8d. which could 
equally be reached in course of time. To arrive at a rate in this manner 
and then point to the accomplished fact as disposing of any question of 
its propriety is not convincing, especially if there is reason to believe that 
a rupee so greatly enliaiu’cd is calculated t<j have an injurious effect on 
the country’s interests and to retard or even jeopardise the success of the 
gold standard.” 

23. 'file reason why we are for the l.v. 4d. rate to-day is that however 
unreasonable it might have been in the beginning to adopt such a high rate, when 
once it was adopted and placed upon the statute book, it became henceforth a rate 
which could never be altered except for the gravest of reasons, 'fhen again, 
there is this to be borne in mind, that this rate worked wonderfully well for 
nearly 20 years before the War and led to contracts worth hundreds of millions 
of ruj)ee!s being entered into at 1.x. 4rf. 'Fhe adoption of a higher rate than this 
wouh , by a mere stroke of pen a<Id several crores to the liabilities of the borrowers 
under these contracts, who belong mostly to the poorest class. 

24. 'Fhe last four years have seen a succession of exceptionally good 
monsoons, but there is no certainty that this spell of prosjxerity is going to continue 
long 1'he chances, on the contrary, are that we might have to face one or two bad 
years. These last four years were an exception to the rule, and we must not 
gamble upon the chance of their continuation. But it is noteworthy that even 
four good mons(K(ns in Succession have added nothing to the purchasing power 
of the people. The reason of this haa to be found in the appre- 
ciated exchange. '1 he agriculturist W)uld not obtain the price for his produw 
which he could otherwise have done. A great portion of the country’s savings 
lies locked up in gold which has been made artificially cheap. The argument 
that l.«f. Grf. will keep the price at a low level seems to us to be most misleading. 
Price depends mainly .on the (qieration of the law of supply and demand, and 
if a high exchange cheapens tlie price it chea^iens only in term of rupees and not 
in term of commodities. As is well-known, the trade balance is generally in 
favour of India, and under the circumstances to force her to part with her 
surplus produce at cheaper rates cannot certainly be in her interest. While the 
liability of the poor man in this country is entirely in term of rupees his wealth 
and savings are in term of commodities, such as house, cattle, stock of grain, 
utensils, ornaments, etc. It is not very difficult, therefore, to gauge ♦■be of 
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the loss which a deliberately a])])reciated exchange can (lanw to tlx; poor man. 
Dealing with this aspect of the case, the nienibers of the Fowler Oonimittcc whom 
we have already quoted, laid the candour to charuiiterise the raising of the 
exchange to l.w. 4rA as tlie levying of “ an unfair tax on native ])roduction while 
conferring a Injunty on imported goodk” Speaking of the loss to tin* producer 
and of the gain to the consumer of the. imported goo<ls, they poitited out, and 
rightly, too, that " it can never he .sound }K)licy to handicap native industry 
while giving a bounty to foreign im|K)rt<;rs, and in the case of India, with lai’ge 
foreign obligations, which can only l)e met by surplus exports of produce, it 
would be a fatal course to jnirsue,” and, further, that “ to deny that arbitrary 
enhancement of the currency is a tax, and to argue tliat the pro<iiuTr is no wor.se 
off in the long run, that wages and other charges must in time adjii'st themselves 
to its altered value, is to maintain the dangerous principle that the tiovernment 
may lighten its liabilities without injury to anybody by a step of this kind. 8n<'h 
a step is undoubtedly a ta.x on production, and if the (jovernment plead that in 
the absence of any other available source of revenue trade must war it, it is 
unwise to throw the whole of it on one side of trade, the “side which it is least 
expedient to tax, aiid to ()onalise jiroduction while giving a bounty to foreige 
importers.” Although the note was written 27 years hack it holds true to this 
day, and there is not a word in it which will not apply with equal force to the 
present case. Tho.se who advocate l.s-. (if/, on the ground tliat it will liglitcn the 
buiden of homo charges might well bo asked as to who it is that pays the Jioine 
charges. Is it not the producer, who maintains India’s favonrahle balance of 
trade and enables the Government to redeem its liabilities every year from the 
money realised in foreign countries in exchange for his prcMlnee? And it is he 
who has to accept, as a result of a higher exchange, so nm.ny fow'or rupees for the 
produce he has to isell. 

25. The effect of the high exchange upon the iiulustries of the country has 
lieen equally pernicious. The recoinmendatiou of the Fiscal Coinmissiou led the 
Government to adopt a policy of protection, tlioiigli the mnnlier of industries in 
the enjoyment of protective tariffs remains to this day lio{)elessly small. Ihit 
even here, whatever protection the industries were getting from the higher 
tariffs imposed <luring and after the War for levenne purposes has lieen com- 
pletely wiped away by the high exchange prevailing. 

20. The reversion to l.s\ 4</. would liave the additional advantage of averting 
a considerable loss in the selling of the silver stock and facilitating the {icqnisition 
of gold, so necessary for the effective establishment of a gold standard. A higher 
exchange by atlding to our obligation to provide gold in exchange for ru|K'e's could 
only augment the difficulties in our way. A I.'*'. 4r/. exchange by raising the ])rico 
of gold in this country would l)c inducing its present holders to relea.se large 
supplies on the market and enable the Government to effeet its piux'hases without 
being inconvenienced by sliort supplies. 

27. It may be that we cannot go back to I.*-'. 4tf. without occasioning a little 
vipisctting of things or causing some disturbance iu the world of trade. But this 
we cannot help, though the blame for it is entirely the Government’s, whose 
perversity in tiackling the problem has Ix'eii inexciisahk*. The^ had a very good 
chance of fixing the riqjee at I."-, id. by accepting tlio Bill which Sir rurnsliot- 
tanulas brought forward in the Assembly, but tliey did not ch()o.se to take 
advantage of it. yVnd to-day, if loss or inconvenience is caused to a section of 
the community by the necessity of our reverting to the old rate, they must lie 
prepared to liear all blame or reproach for it. To reaidi the rate rceommended 
in this note we would sugge.st to Government to follow up their announcement 
by offering to buy unlimited quantities of gold first at l.s’. (id., and then jit suc- 
cessively lower rates until the old rate of f.«. iPad, has been reached. TJiey should 
also offer, when called upon to do so, to i.ssuc sterling at l.s. 3i?d. In any ca.se, 
we would strongly urge upon them the adoption of a ratio whose eff(H*.tiveness 
was borne testimony to by nearly a quarter of a ('cntury, and which is the only 
equitable and effective ratio which in the eireumstanecs of the ca.se we could 

decide upon. , . , 

28. In conclusion, we would like to emphasise the necessity of limiting the 
sales of council bills in future to the amount covered by the home charges, and to 
record our opinion that the Note Is.sue Department of the Government should 
be handed over to the Imperial Bank, subject to the condition, among others, 
that the bank may not deal in foreign exchange on its ovyn account. ’We, how- 
6V6r, r6fr£Liii from going into dottiils, us our iioto ccjiiniios itself to u discu^ion of 
the two most important questions before the Commission. 
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Statement submitted by Mr. K. T. Shah, B.A., B.Sc., Professor of Economics, 

University of Bombay. 

With a viow to render criticism of the Tiidian (•nrrency system more effective 
ami precise, specific, detaihvi. concrete sii^fjestions for its reform in every branch 
are nece.s,sary. 'I'he following? proposals for reform arc given in the form of clauses 
of an Act of the Legislature, and their explanation given in the form of comments 
on eacli section. 


PART T. 

Proposat.s for the Pkforiu of thk Indian Currency System. 

.1 (Draft) Art ran solid at in a and awrndina fhr (’iirrnic;/ Lraishition in India. 

Whereas it is experlient to consolidate and amend the law relating to gold, 
silver, bronze and nickel coinage current in the llritish Indian Kinjiire; as also the 
law relating to the ))aper currency and the mint in the llritisli Indian Empire; as 
also the law governing the standard of currency and the legal tender money .and 
token coiiLs in the said British Indian Kmpire. together with the law relating to 
the Imperial Bank of India. 

It is lierchy enact e«l as follows : - - 

The Currency Lcgislnl ion of India Is a confiitf^cd innfw of sc;if enactincnt.s of ilic Indian 
Lcj<iRliihirc, and- Mic Ordin.-incr.s of the ( JovornorOncral in Cttuncil, wliicli have all the force of 
soloTiin lej^islat ifiri. During (he late war the syslem of alteiin^^ (lie IcgIslati'Mi guverniti^ the 
currency syst^nii of (In^ country hy Executive Ordinances carried (o (he inost ridicuioUR c.xtiuit 
under the. prelcxl of avoiding' controversial legislation in lime of war. In tlic. lirsi years of peace 
the, same, ])crnicioiis s\ stein of (tarrying out the imtst nionicntoim chanj^es l»y incan.'i of Kxoculivi* 
Ordinance.s was followed to the yrave.st iiossilile prejudice of tlic people of India. It i,s, therefore, 
hififh time (he fimdanienlal principles «tf the Jaw fjovernin^^ (he currency system of loimlry 
were once for all solemnly cnat it'd in the form of an Act of (he Lcpisl.il me, after due tieliheratioii 
hy the la'gislativft Body. 

Besides the ordinary part.> of (he currency machine, refeivuec to (he Imperial Bank is iiitrn- 
dsiced in the J'reamhlc, inasmuch as il is assumed that tin* ( Jovrj nmcnt. would divest itself of the 
lunotion.s of currency manipulator whicli they have .so far di^<*harg(*d in face of .slronjr adverse 
critici.sni. 

1. Tills Act limy he called The Indian (hirrency (Con.solidatcd) Act of 102.'). 
It cvlcmls to the whole (d' the Indian Bm])ire. inclusive of British Bahichi.stnn, 
Sanlhal I’arganas, the Pavgana of S])iti. and all the Native .States in .alliance 
with, and acknowledging the suzerainty, of the fjovernment of India under the 
British Crown. This Act shall come into effect from the first day of .Launary of 
the year One thousand nine hundred and tAventy-fivc. 

As rc^:av<ls the extension of Miis A<*t to the whole of the Brilmli Kmpire in India, iricliidiiijr 
the Feudatory Slates, the provision i.s introduced as an amendment of the existing system, witli 
a. view to render tin* ciirrenev or^jinisalion of this country iinifonn. TIk^ Xjitivi* Slates liave in 
many respects utood apart. Hut the (lovernmeiit of India has in the iiast nseil its paranionni 
po.sitir>n for introdiicin#f important financial reforms to hrinj^ about a uniform .sy.slcni as far as 
is jiossihle under the existing? coiidition.s, no(;ildy in the aholitlon of the Inland (.'uKtomei Id.n* 
ISTsTP. It is, indeed, not inconceivahic that the Statc« who still retain tlieir '' Jnx Mtuuhtnii’' 
ahouhl elirif? fondly to this one remnant of their fi>rincr .soverci>;n rights. But thanks to the 
Ri-owtli of good sense among the rulers and their mini.sicrs, thanks to the recognition of the 
hardsliips cau.scd to inter slate commerce hy ihcsi* harricre to freedom of i*xchango, there is no need 
to despair of arrangements being eventually made for a uniform currency organisation through- 
out the Indian Kmpire. Tossildy the Princes may stand out for sonic '' Quif( l^ro Quo.” If so, 
the nnveriimcnt of India is not entirely without bargaining power. By offering the States the 
i^erviccs of the Imperial Bank free of charge: or liy admitting the States to a .sliare of the interest 
from the inveslinents in the Paper rnrreney Beserve of the Bank; the Slates could he induced, 
without too great a show of comjmlsion, to abandon their separate Currency systems. 

2. I his .\(*t shall not be (*a])ahlo of repeal or inodificatioti, except by another 
act of the I,cgislaturc. passed by a majority of three-fourths of the’ members 
present, and provided that a notiox^ of at least six months sh.all be given. 

Tl.e object of this section is ol.\ ions from the. wording.. We bav.' bad, .InriiiR (he last Keneration, 
aiiflinient e.xpcrieine of the amateur financiers of (he Government of India, not to leave this most 
vital concern for the trade aiul industry of the country to the discretion of the c.xeeutive authority. 
The provision inakinR the r..poal or modification of the Act impossihlc except hy a legislative 
i.n.a<itmcnt is. though t.ovci. and somewhat extra-constitutional, necessary to secure a prop>- 
consideratioii of this important branch of practical ..conomics. as also the condition as regards "a 
three-fourth majority in the lx«gislatnrc. The defining of (he root principles would avail us 
xery little if the law is loft to be altered or amended or ignored by executive authority. It must 
however, be admitted that a considerable portiim of the apprehensionB, in which this provision 
takes Its origin, will be rendered without foundation if (ho most sensitive part of the Currency 
machine is taken bodily out of the control of the inexperienced Government officers, and placed 
in charge of business men through the medium of the Imperial Bank and its Directorate 
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y. Til this Act, unless there is iinythiiifi; rcpujj[niuit tn the suliject nr eontoxt. 
(a) “ Stundard (lold ” means "[old. nine teiitlis of which is [inre metal 
and onc-tenth alloy. 

(ft) “ Standard Wei";ht ’ means the weijj;ht ])rcscril)ed for any coin. 

(c) “ Deface," with its grammatical variations and cognate 
expressions, includes clipping, filing, stam])ing, or sm’h other alteration o1 
the surface of the coin, or of its shape as is readily distinguishable from 
the effects of reasonable wear. 

(rf) “ Mint ” shall he the mint at Homhay only. 

{(>) “ Prescribed ” includes prescribed by a rule made under this act. 

(/) “ Remedy " means variation from the standard weight ami fineness 
pre.scrilx'd by this Act for the various coins. 

W«* havo kp.pt iiujst of the impuidant points in tlu; driinition sfcliim, »*xiipl 

the definition of the “ Standard of Curreiirv which has Ihcii left to he drliiicil scparalcls 
hy a t 4 t'parat(; st*cti<»n. It may ha noled hi*re, ho\\c\cr, that wlu'n tlu* (Mitirt* (‘uririn-y syst<*in is 
heing overhauled, the inonuuit would not he inopportune to consider whether we ctuild nut introtluce 
with advantage the decimal system in prescrihing the fineness and the weight of tin? coiiiM. There 
can he no (piestion that the di‘ciinal system would bt‘ much the more siiitahle, as ffiiich on account 
of the case of calculation, as hecaiiee it is the one adopted in mof^t of the leading continental 
countries. Hut if the (.’urrency organisation of the British I'.inpire is sought to he reiidiuvil 
uniform, it might not do for any single memher of the Kmpire to make this great change 
independently. There has heim an agitation in the I'liited Kingdiun for the dciimalissit ion 
of Weights and Meae^nros afi well as of the Currency for now well over two gcinuat ion.s. Hut, 
judging from the Report of the Committee apjminted to consider the Commercial aiul Industrial 
Policy after the Wjir, it would seem that the hulk of the luisiness wurld in Britain still ineliTies 
to maintain tlie status qua. 

The reasons given th*M*c do not si‘eiu to ufi to he qiiile strong fuiuiigh lo outweigh the seiimtilie 
simplicity of the proposed change. It rests, moreover, on an assiiinplion whieh if true so far, is 
rapidly Vicing negatived. The sovereign is not <iuil.e the medium of international payimml^;, 
since London is gradually losing her preeminence as the financial centre of the worhl. If that 
centre comes to he definitely located at New York, the rejection of the proposal fur tlic assimilation 
of the British Currency system with th<» .Americ*aii system may (piite possibly appear as a sliort 
sighted piece of (he usual insular conservati.sm of the British people. 1 have, accjirdingly, 
introduced a change in this legislation to decimalise the Indian currency system. 

For a iiroper, smootVi working of the Currency '^y^tcni sought to he estahlislual hy this Lcgisla 
lion, it ifi imperative that India should have an iiMlependeut Mint (d’ lier own. In view of the 
rninmercial importance of Bombay, and the admiiiislral i\ e convenieiue of centralising coinage 
operatiorns, 1 have proposed that the Mint Vw |ocat<‘d at Ibunbay only. 

4. The curroiicy .sy.sfoin in Tiuliji .shnll l)o orj^aniscMl on (ho basis of (Johl 
.standard. 

We regard thi.s as the most imjiorlanl of the changes proposed, which has, llu'refure, been 
stated in a separat-c wctijui hy itself to guard against a possilth* obscurity. The entire system 
must he framed in ac<airdam*e with this hasic idea. 

5. The Standard oT Ciirrom y .shall ho (ho niohnr lontaining I2()()0() {grains 
troy of {ifold nino-tonths fino. i.o.. containin'' lOS I'rains (roy of pnro j^old and 
12 ''rains troy of alloy. 

0. Tliesc coins shall bo coined free of any charge whatsoever at the mint in 
India at the rate of 4'4 niohur.s per ounce of fine gold. 

7. The Mint .shall not ordinarily take more than a nmnth for coining the gold 
tendered at the Mint for that jmrpose. 

R. The Imperial Rank of India may. as hereinafter provided, receive gold 
bullion, and give in exchange gold coin or currency notes at the rale of 44 niohnr.s 
for every ounce of pure gold. 

0. Subject to the provisions of this Act in that behalf contained, the dis- 
cretion of the Bank aforesaid in offering notes or gold coin in exchange for the 
bullion tendered for conversion .shall he absolute. 

10. The Mint in India shall not coin any other gold coin except the mohur 
as provided in this Act. 

11. All other gold coins shall lie receivable at the Mint, or hy the Imperial 
Bank of India, a.s bullion, and shall he converted on demand hy the afore.said Bank 
at the rate mentioned alxive. 

The necessity for the Gold Stand.ird and (told Giirrcncy heing urciniscd, we must next consider 
why it was that this very highly deeiralde caHisumnialion was nol realised in praclicc, however 
much it could he exiMicted from the recoinniendahons of the Fowler roininiUec, as wtdl is from 
the attitude of the Government of India. .As already remarked, the, system wliich arose out of 
(he recommendiithms of the Fowler Committee wid llie steps taken lo give effeet to (hose reeoiu- 
mendationa cam® gradually to bo the system whieh Mr. Lindsay had put forward. It was felt 
that the attempt to introduce a gold currency all at once would be Iruatraled: ns much 
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l:ncaiiHe of tht; cliilicully of liniliiig uii iiidisfinitc qiianiily of gold coin to meet possible demands 
for cuiiverHioii, as from the cotiocrvalixo liabits of the jicople, who, suffering froiii an unjust loss 
through the dcprecialion «if their silver possessioiia, would look askance at the new system for 
some time. There was also the danger of possible hoarding of gold to ho o<msidered. The only 
source of gold, open to Ihe ( i over n men t of India, was the profit from the silver coinage, ajiart 
from borrov\ing abroad. Jlut the profit 'would lake .some time aeeiimulating Isd'ore it could lie 
expected to suffue for a po.ssible demand, if a gold currency were honestly adopted, the riipinj 
coinage would have tc) be eitln*r limited *ni the analogy of the Krencb Currency; or stopped 
altogether i)y the discoiit iiiuanire of the rupee a.s the unlimited legal tmider. Under either of 
thefic two alternatives, the possibility of building up a good fund of gold would he very scarce. 
In the meanwhile the real difficulty, which had forced the attention of the (Joveriinient of India 
to the currency (piestioii at all, could he met as well by the Lindsay scheme. The rupee was to 
he fixed in its relation to the pmind sterliiig. The English gold coins were deedared legal t.«nder, 
(.fovernment pledging itself to give rupeee or notes again.st gold eoin tendered them at the fixed 
rate. For all pvaelical purposes there was Gold Standard; and, when the Government undertook 
to maintain this fixeil rate hy the nicchanisin of the “Couneils” and the Reverse 
Couneils,” Ihe foreign trader in India aa well as the foreign public servant felt that all that 
they two could desir<> had been acliieved. The Government had to obtain funds in England to meet 
their sterling ohligntioiis. With a fixed rat<» of exchange, the element of .uncertainty, which had 
hitherto cramped ihe Finance Minister in India-, disappeared. The necc.ssary funds eould lie 
priKMired in Iwigland by offering to wll, from week to week, a stated amount of Rills on tlie 
Government of India payable in the local Indian currency in India, against which the money 
would he received in sterling in England. As these Rills soli! by the Secretary of State for 
India in Council (and tlierefore called “Councils'’ in short) were offered at a rale appreeialily 
lower than what would he required, if gold had to be ship]ied to India hy those who had to pay 
for the Indian produce in India, the authorities in England srsui came to realise the double 
advantage, concealed in this jimeedure. As the balance of trade in favour of India has almost 
always been in excess of her obligations to England, the “ Councils,” judiciously managed, could 
be made to afford a.ssi.stancc to trade, at the same time that Ihe flow of gold to India would he 

checked, and a decent profit obtained hy the Secretary of State. The gold due to India would 

<hus accumulate in England. On the assumption that London was the centr.il nioiiey market 
of the world, where India would have to make iniyments in the event of the halanee of tradi! 
going against lier; and whore she would have to purchase silver for her currency, it wa.s felt that 
Mich a ccnlralifiation would help t<» save India the cost j)f transport either way. The logical 
cr.nelusion of such a policy would he that thc.«e “Councils” should be sold at the. fixed rate 
•vilhout limit, i.e., to Ihe full extent of the halanee of trade in favour of India. Rut obviously 
this eould not always he attained, as there was a definite limit to the wales of the “ Councils ” 
in the availa.l»le halanee of eurreiiey in India. The only way in which curreney could he increased, 
and the limit to the Council .sales raised, was the coining of new^ rupees and the increase in the. 

Note circulation, 'fhe latter, under the principle of fixed Rese.rve, which was the guiding feature 

before the War, could not he added to. The former, .though the (iovenuiierifc added considerably 
10 Ihe rupee coinage in Ihe If) years immediately preceding the last War, w^as also irntapable of 
an indefinite expan.sion owing to the dread of a rise in the price of silver by too great a demand 
and the consequent disajipearance of the profit of coinage. 

The new syeteiii, christened as the (lold Exchange Standard, was not the conscious creation 
of ihe Government of India, but ralhiT the outcome of circumstances which show'cd more and 
Tioro clearly, as time went on, the advantage.^ of the .system to the Government. The large 
halaiiees that came l-o he maintained in England as the result of the working of this systeni came 
to be considered a legitimate iierquisifc of the London bankers, the amount of gold thus saved 
and kept in Ihe London market being quite a respectable quantity. The punthase of silver, 
the obvious excuse for keeping the gold belonging to India- in a foreign centre, was negotiated 
so as to make the Indian Government an easy prey to the ring of silver speculators in England 
and .America, ’flic Indian critics seem to have (•onfino'd their opposition to the system, as 
established after MKIO, to ilie nn(|uesti(>ned loss sufTen*d by the Indian pensimt in the di'precatinii 
of bia .silviT lioanls. The later comiilaiiits about an unfair Ircalirienl of Indian (uiierpris^^, owing 
to the unprofitablo policy of ibe rioveniment in Iwking up considerable liquid capital in a 
disiaiitj centre', were the result of jiractical (ibservaiiona of actual hardships rather than a 
eonseqiK'iiee of the realisniion of the iberu’c'ticfil uii.soundnes.s of the wdioJe sy.stein. ’rbf3 luistakn 
was made at the very conimenceinent by permitting the lussiunpMon that India was a d<'btor 
country a.s against Finglan<l, wliieh w'a« a creditor country in ihe- markets, of the world; and that 
tiu'refore, tlio English system could not l»o suitable to India. If wo consider tlui figures of the 
Trade llabuKu^s, India is even mores a ert'ditor country than England. And even making allow- 
aiKso for the ilebit ilems in the sluqx* of the “ Invisible Imports.” making up the Jlome (Miargt's, 
India still was a credih^r in international exchange, as her Exports of mercbandisi* sbowi'd a 
balance in lier favour, even after tlie Home Charges had been aeeounted for. There was. 
ordinarily speaking, no grerd. likeliluKKl of an adverse balance wbicli would have to be settled 
by an export of gold from India any more tlian it wfus the case with England. Indeed, on a 
stnet eornparison of ibe it fins wliieb enter into the. International Ealanci* of .Accounts, it would 
rnther ajqy'nr ivs though the United Kingdom was in ii relatively weaker position than India, 
sinee the invisibb'. ('xp^rls f>f England would .sufTer in a w«jrld crisis, wbiJo her imports would, 
if anything, show an increase. ’J’lie system, therefore, as it was de\eIop(*d in the fifteen \<*ai*s 
immediately pn ceding tho AVar, though it worked pndty smoothly in ordinary timos, wa« bound 
to break df>wn in a crisis. 

Once ii was decided that India was not to receive a gold atandard, it was easy to explain 
t-ha reasons why it would not bo in the interests of India l-o demand it. The arguments against 
th(^ iiiiroduclion of a gold currency and a gold mint, as the necessary conditions of a true gold 
standard, may be tlius summed up, on the authority of the Chamberlain Commission of 1913-14: 

(1) If gold were used actually for currency purposes, India might not, it was argued, be able in 
a time of crisis, to find sufficient quantitiesi ^ gold for export to settle her unfavourable balance. 

(2) The poverty of tho Indian mosses, and the smallness of the average toansaction of exchange 
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in riidia, would render gold coin uiiHuitable for every day purposes. Hold eoiim put into cin ula 
lion would be most probably driven into the hands of bullion dealers, (il) The institution of a 
gold eurreney was likely to bo most difficult for India, as i^he had no gold iirudiiction at honir 
at all (‘.omparablc to the possible demand for it, while by the attempt to obtain gold from abroad 
by melting rupees the price of gold in terms of silver would suddenly go up to the prejudice of 
India. 

But these are inutually contradictory, and they all rest on a fundamentally erroneous view 
of India’s needs. India n^M:^d not fear, in norinal years, any emwiderahle advi'i'se balance, riie 
fear of a financial crisis, though wholesome, is exaggerted out of :l 11 propitrlioii when it is made 
the excuse of shutting India completely from her .share of the world’s gold iiroductioii. Taking 
the figures since 181H) we find our exports up tn lUlU 20 never falling below oiir imports, in spite 
of wars and famines. But for this strength, India would not have succeeded in finaneing to the 
best of her ability the heavy expenditure on account of the ]triti»>h t Government during the War, 
besides subscribing heavily to the various war loans of her own (juverniiicnt. Kaiiiine, indeed, i« not 
yet an impossible contingency in India; hut a single year of famine anil its advrrst; halance may 
he met easily from (Government reserves of gold in the paper currency, or in tlicir cash balances. 
And if, unfortunately, there is a series of two or three years of continued famine a most unlikely 
Hssuniptinn India could hope to borrow on terms hy no means disadvantageous, thanks to her 
connection with the British Kmpire, and thus liquidate her forcigu obligations. 'Phe danger ol 
gold in circulation being hoarded is not peculiar to India, at least in dayt> of world erisin. Agaiiisi 
(his known danger, it is not imiiossible to proviile. Only, tin; remedy is not a negafion of the 
first axiom of monetary science; hut rather a better orgiinised hanking system. Llnlitis we have a 
sound system of credit organisation, we shall be no nearer the freedom from the danger of hoarding 
whether wc have a traditional gold standard, or the .seientilie. Kxeliange Stanilaid. \Vc have 
elsewhere in this Act provided fur a Bank whieli in our o])inion would meet tliiti erilieism as 
nearly as possiblo. 

If the second argument is true the first loses a good di^al of its imporlanco. The people are 
loo poor in India to be able to hoard gold, since Kt) per leiit. of the |iopulation are barely able, to 
live. It seomw inconsistent to .say .that the people of India arc too jioor to use gold, and yet 
express the apprehension that there would he hoarding merely because the currency contains a few- 
gold coins (Jf course, a very small iiumlwr of biiilioii dealer.s may lioard up; but tj:h!/in}thesi 
these men would be tis^ shrewd to miss a fine opportunity for export in the lumr of crisis. There 
cannot, then, Iw much danger of hoarding if the bulk of the gold remains hi such competi-nt hands. 
jNo doubt, tlicre is a gisnl deal of such hoarding in India. Hut (he explanation, in oiir opinion, 
is that there is yet no confideiiee in thii eiirreney policy of India. Ibilil ephte recently (and on 
neeoiint purely of war conditions even then), the rupee was notoriously overvalued. The eiirreney 
rotes were payable a« of right only in silver rupees at this o\eivalued rate. LTider the cireuiii 
stances, the Indian trader or cultivator acts much as his e«>mprer an\ where else in the world 
would do. lie takes gold which seems thi? most .stable in value. Finally, the propo.sal to liave a 
gold standard does not necessarily spell the abolition of all other coins, /’/mo fnvtu, India will 
continue to absorb silver, because .silver would still form the bulk of the eiirreney for every day 
transactions, even though the legal tender of silver coins In* limited. Hy juclieiniis banking 
arrangement, we may succeed in a\oidiiig the danger of hoarding; and yet, have ;i. eiirreney 
sy.stem which eiisures public eoiifidenee without expo.sing the (loveriiiiieiit to such shifts as had to 
be resorted to recently. 

As for the last argument, it is true the. local gold production in India is barely one cpiartcr of 
the requirements, if even so much. Hut thanks to the steady balance in favour of India, we net;! 
r.ot afraid of not finding gold enough to carry out the changes proposed, if the system o: 
unlimited sale of (Vnnieils he omitted, the annual How of gold into India wmild In; alsmt 
.*in million sterling. For iiiiniediate need we have the various reserves to rely on for facilitating 
the introduction of a gold currency. 

The Kxchangc standard being ill-eoiiceived and unaeecptahle, and the return to a silver 
standard being now too late to think of, tin? only alternative is to ha\c a clear gold standard, in 
name m well as in fact. \Vc have, therefore, laid down tlie Mohur as tlw, stamlanl of currency. 
It would probably he. too large for internal circulation, except in large transactions, whore, as 
provided for elsewhere in this Act, the improved Vianking system would help to economise the uae 
of gold coins. The suggestion that India should be educated in (Im* of cheap forms of the 
modi inn of exchange would he easily carried out by an irnrease in the notes, wliicli, if made 
payable in gold as suggested here, will inspire greater eoiifidenee than has been the ea.se hitherto. 
With a ntrong gold reserve in the coiintry, naturally resulting from the ii.se of gold as currency, 
riusharidcd by the help of a ])iopcr liaiiking system, we shall provide the liest remedy against the 
periodical troubles in exeliangc. This gold in circulation would not, as was assumed hy tho 
(knnmisfiion of lf)13-14, be at the expense of either rupees nr notes, but will rallier be an addition 
to the centralised Bank Beserve, readily inobili.'=.cd against possible eoni ingoneies, and eireiilating 
only in so far as the wnintry docs not take to hanking habits, or in parts away from the influeiic.: 
of hanka The ultimate support of i*xchaiige must be the kind of currency in general cin ulatioii. 
Kveri the Bank reserves must depend on that. We would he iilaeing an unjustifiable premium on 
tlio banker’s dishonesty, if w'e ask him to keep his reserve in gold even though the currenev 
oonsists of silver, and tho nsniil dmimnds of his custornors an' ff»r silver. (Jold in eireiilalioii in 
India, under existing conditions, can only displace nipees, a.s tlie nnti\s would he more convenient 
than rupees. Above all, the gold standanl and gold currency will help to stahiliw' prices and 
avoid ^speculation, which is the most desirable thing for lndi;i. The risks of depreciation to 
rapital investment would di.sappear, .so that our industries will have the much needed stream 
lo fructify them. The need to maintain large balances in Fiigland, whicli is .'Mieli a. prominent 
feature of the existing system, wdll also disapiiear. and oiir nioio'y market he freed From its 
periodical stringency. 

The provisions of ss. 5-H do not need any elaborate just ifuat ion. In the main they are con- 
sequential, following as a matter of course on the adoption of the jirineiple contained in tho 
governing a. 4. The provision to oblige the Bank to issue coin or notes in exchange of bullion is 
baaed on the English analogy, though tho time allowed to the Mint is greater than in England, 



IS 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE ; 


iintl th.' .onsequciit saving in inUjrcst lo the bulliiiii Inulfiei- would he greater ill this countiy 
We have not saiietioiied the coinage of half-inohurs as the coin is admitted to he too small to bo 
convenient for carrying about. The discretion granted under this Act to the Impel iai Bank to 
offer coin or notes in exchange for the gold bullion will ho explained later. 

12. 'I’lie Mint slinll coin, for issue uiiclpr the nutliority of this Act, two silver 
coins, ciilled tlie rupee ttiul the hal f-rupee. 

13. 'I'he .stiindnrd wcij'ht of the rii tee shall he one liundred and eighty 
grains troy, and its .standard finene.ss shall be nine-tenths, viz., one hundred and 
sixty-lwo grains of tine silver, and one-tenth or eighteen grains of alloy. 

14. The rupee shall he taken as equivalent to one fifteenth of the inohnr. 
'I’he half-rnpec shall he half in weight of the rupee. 

The traditional weight of silver in the rupee lias Iiceu practically retained as a eoiiecssion to 
th«* soiitiinoiit.s or pi-rjiullcrs of i\w proplo of India. Sdcntifirally proposal is indcfcnsilile, 
and minomioally it is wasteful to leave so much Rilver in a token eoin only. 

J5. No otlier .silver coins .shall be coined at the Mint under the authority 
of this Act for purposi's of circulation in the Indian Knipire as currency. 

1(5. 'I'he smaller coins, viz., the quarter-rujiee, and the one-eighth of a rupee 
slmll be demonetised. 'I'hey shall lie received at the Mint, or at the Imperial Eank, 
within six months after the pa.ssing of this Act. for exchange against full rupees, 
half rupees, currency notes, or gold, to the full extent of the nominal value within 
the legal teniler limits as jirescrihcd by this Act. 

17. The gold coin, presia ilM'd as standard of ivnrrency by this Act, shall be 
a full legal tender in payment or on account, provided that the coin («) has not 
lost, in weight so as to be more than 05 per cent, below the standard weight, and 
(b) has not been defaced. 

IK. 'I'he silver rupee shall Iki a legal tender in payment or on ai'count for 
sums not exceeding one hundred and fifty nqx'es at one time, provided that the. 
eoin {a) has not lost in weight so as to lie more than one [ler cent, below standard 
weight, and {b) has not been defaced. 

Thr, rn.'iin iioinia which cull foi- an.\ cununcnt in llio f(;rcj,?t)iii^ }4.'ction.s arc these: 

(n) The K^ncral (Icinonetisalion of Silver. 

(If) The fixiiif^ of I he ratio hetween the Standard of Currency and the llupcc, and 
ir) Thtj lirnitalion of the Rupee as Icfjal tender. 

The third follows as a nat.ural consetiucnce of tho firnt; so tliat really the explanation and 
(oninient are needed for the first two. 

Twenty years a^^o the ])ef)ph» who deinanded a pure .silver Standard for India had no doubt the 
interests of the people as their main excn.se. The events of the last fifty yt'arfi, however, and 
more, pai ticularl.v the chaiij:;e of Standard involve d in the lefrislalion Jind orders eorusecpient upon 
iho Fowler (.’oinnilltee, render any reopening of the silver etmtroversy iinprofitahlo. The people 
of India have lieen made to bear the b)s« involved, and, in the next twenty years, we. may assiimti 
the relations have been so adju.sted as to allow for the ehaiige and to distribute the loss. To 
return to the pure Silver Standard would hr now fnmghb with the most serious danger to the 
trade and indii.siry of India. We have, aceordingly, li-ft thm alternative entirely out of our 
(Tirreney System, even if we believed that silver was the preferahle inediiini for settling inter- 
national indehlidne.s.s. 'Die appjirent einpliae^i.s on the foreign trjide here should not l>o eomstrued 
lo mefiii an iiidiffereiiee to the needs of the interiirovincial trade of India, as proper provisions 
will ho found elsew’here in this Act. 

But we cannot ignore the fact that Silver still eonstitnie.s the mo.st iiiiportant portion of our 
Curreney. We must, therefore, take means to safeguard the interests of the silver holders in a 
way whieh would not inlerfert? with our main prineiple underlying these ehariges. 

At the time of the Cliamberlain Report, a.s already observed, nohody seems to have taken into 
• onsideration the rise of silver in relation to gobl. It was thought, that hy offering to sell gold 
.17, a certain fi.ved miriiinnm rate in the event of the halanee of trade lieing again.st India, and 
ly selling Conneils without limit in ordinary times, the Kxehange. Standard would he fully 
maintained. Rut, during the \\ ar, <'onditioii.s on whieh the safe working of the new' arrangement 
depended were r(*volul ioiii.seil. After a first few months of panic the trade of India recovered 
with a hound. Prices soared like rockets, and the halanee began to jiile up in favour of India. 
At tho same time the converse stream of payments due from India dried up. The Home Charges 
were mor^ than swallowed up in the expenditure which the (loveriiment of India undertook on 
IrehaH of the Horne Covernment which was recoverable in Kngland. The remittaiUTS of Knglish 
merchants in fndia wei’e frightened info complete stoppage in view of the high taxation of income 
rnd property in the Cnited Kingdom. The or-dinary alternative of shipping specie to India was 
not to he thought of in fare of the jealousy with which all the belligerents and the niMitrals were 
guarding their store ol gobl and silver. The obvious alternative of tiding over the difficulty by 
raising loan.s in hrilia on the eretlit of the Rriti.sh (Jovernmerit was not thought of, though exactly 
the same course was followed to steady the Anglo American exchange fr'om the very first year of 
the AVar. India was rnwer ]irepared f(» r-eceive her favourable trade balance in any but the most 
primitive form of specie setllemenf, and .she could not of her own accord turn suddenly to investing 
abroad in year-s of a world-war. The authorities, while blaming India for her antiquated and 
unprofitable methods of receiving her trade balance, did nothing to work out an alternative; 
while they we'it on perpetuating the vicious circle by selling Councils without limit and thwor 
creating a demand of silver against themselves. 
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Thu i-fsult could have been foretold by the merest tyro. The luice of silver went ii)) beyond 
all previous records. War conditions had pieveutcd production being kept up to the highest pitih, 
wliile a serious demand had set in for more silver to be ut4*il fur small elKiiige in all natitms. 
China was also a heavy buyer in ihc later years of tho War, ihougli normally she has to i Ai)ort specie 
to settle the adverse trade balance. The Jiidian demand on the Lop of all raised I ho i)» iee of 
tilver beyond all previous record. The Ciovernment of India had invested their coin or hnllion 
reserves to the hilt, so that there was rici means of meeting the demands for rupees that set in 
except hy the mintage of more rupees, or by the issue of additional notes. The note circulation 
Witt* mailipulated by iidministrati\c ordinances permitting the raising of ihe invested or lidiiciary 
reserve, and allowing sueli increased Jiduciary portion of the note issue to hr invested in tlui 
rapidly depreciating British (jioveriiiueiit securities. The deiieiidaiieci of the addition notes was 
not without its dangers in a country like India, vsith its government eondneted by an alien 
bureaucracy, in which the iieople were losing their faith, and with the masses of ilie peotile bein.-- 
loo illiterate to iiiiderstaud the occasion for the ilood of i)at)er money thrown himmi them. Tiie 
(jlovernment felt tlw danger of inco/ivertihility to he a much greater evil than the loss of several 
million sterling involved in the coinage of rupees at the high price of mlver. They could not, 
also, go on indefinitely coining rupees irrespective uf the price of silver, thought the business 
world, had for nearly twenty years, dieted on tlic assnmptitm that (iovernmeut vvonlil he willing 
to give rupees at the fixed rate. They had iWMiuiesced in the artificially high rale of the ruiiee in 
and the Indian people had been made to hear the loss involved in the change of standard, 
(11 the clear uiiderstaiidiiig that (.lovernment would give the l«)cal enrreney iiuh finiiely in exchange 
for the iiiternational medium of exchange. It was quite true that when the rate was lixtal, no om- 
mid in view the situation as it developed after 11)1(5. But it was none tlie hss a hreaeli of public 
faith on the part of the (jlovernment of India to raisi* Ihe Exchange value uf the rupee (o eseaie- 
the los.s involved. 

The raising of the exchange was brought alwint- by the (luvernmmt of India, f'orciiig the market 
up against themselves, it could have licen easily avoided, if (.iovernnii'nt had allowed the export 
of silver; and if, sincci they were doing so much of ihe count ry\s legit iniale lianking Inisiness, 
they had encouraged habits of receiving the favourahh* trade balanee in more leniioniieal forms. 
As it was, the new Cummitteo of lull) had to be specially instructed to consider Ihe relation of 
the gold and silver in view' of the new conditions. 

“And to eonfiider whether, in the. light of this experieiiee and of jiussihle future variations 
in the price of silver, modiricatlons of system or practice may he reipiirod: to make rccommi tida- 
tions as to such modifications, and generally as to the policy that should he pursued wiih a view 
t-o meeting the nMpiiremeiits of tradi*, to maintain a satisfactory monetary cireiilat icm, and to 
ensiij'iiig a siah/r i/o/d t xt'htjnge standnrti,^* 

The Committee, therefore, started to consider the factors which had caused tin's plieiioniinal 
rise in the* value of silver and to suggvvst a new ratio. Th(\v caim* to the conclusion that the 
price of silviir had been rais(?d by the falling of the world iiruduclion side hy side with a great 
increase in the dimiand for Iho white metal. The fall in the production was due, they thought, 
to vvur cojiditiujis uf high prices of accessories for Jiiiiiing, as well as owing to tin? iiiisetlled 
conditions in Mexico. After the AVar, (lie majority of tin? Cummitl(‘e felt, tlie lu'odiicl ion might 
he increased, but the demand would remain as great as ever. Ili?iice they snggesled the ratio of 
.L‘I - Bs. 10. They did not consider, what has since lK3eome evident, and could even then have 
been foreecim, that, the wav conilitions were passing awuy, and prices iniglit any day tumble down. 
They took no account of tlie jiossible increase in the output hy tin*, restoration of normal conditions 
in Mexico, and they faihnl (uitirely to cemsider tin* prohahh* fall in demand. The United States 
(Soveriiiiient, was hound tu r(.*place tin*, depleted Dollar Beservi*. at a gua ranteeil niiniimirn price 
ol a dollar per line o/. ; hut that guarantee aiiplics only to silver prodiieed in the Stales. The 
very great chancefi of the reduction of demand for coinage purpose’s hy European nations on 
their finding even silvm* to lie a too costly and wasteful rin*ilium of exchange was also not. 
Mifficiently considered. Under tin* circumstance.s, Ihe Commit tee’s linding on the matter was open 
to the most fieri on s donhls. AVe Inive, therefore, snggesled above a much luwcr rale, the old rate of 
lis. 15 tJ. 'fhis has not only the convenience of being familiar, as well as tin? advantage of being 
more durable; it is also tlui rate which would cause the lea.st ilistiirhance in tlie inercaiilile world. 

The adoption of a fixed rate betwc'cn silver and gold coins is, indeed, in the nature of lifc- 
lilood to the. gold exchange standard; but nut so inilispensahle to the principle on which the 
suggestions contained here are based. \A’e liold that the Hold Exchange Standard, in spite o[ 
all the theoretical advantages of ei*omuiiy and elficiene.y that can he claimed for it, i.s iiiivvorkahlc 
in ])ractic(:. Its main, essential, nu'chanism Inm in India hrukm down twice In two crises, though 
for different reasons. In. the s])('cial circumslances of India, with its (iovernmeni in the hands 
of an absolute, foreign bureaucracy, the syst(*m is all tlie. more iinacceplahle, as it opeiis up infiniU* 
possibilities of suspicions as to the niotivcfi in i»articnlar movi*.s in Ihc management of tln^ 
c•Jrl■c^(^y system in moments of crisis, not to mention the. spc(*ial object irin on the fipore of the 
incompetence of the Uivil Service to handle such financial (pic.sticms. The location of tin lo*.serv«-s 
of large proportion in a foreign ('ciitre, however conducive to economy in normal times, involves 
the s(?rious danger of being inaccessible, in the hour of crisis affecting the linancial c(*nlrc. The 
country with a (Sold Exchanun*. Standard bccunics exposed lo nil inlerimlional erist*.-;, owing to thii 
shortsighted desire for economy in the ordinary .settlement of tradi* balance abroad. Siip|vosing 
that it cost, in normal Mines Id. to send a ])nuiul of gold to India fn»m England, the saving 
involved in preventing the shipment of i*5,()00,nno to India wonhl amonnt to miiglily Tin,onO. 
But tjjie loss to the. country in the hour of cri.sis would he far more cfnisiMerahle if the authority, 

1 lodging its credit to the maintenance of th(> fixed exchange, i,s unable to do .so. The rise in the 
Exchange value of the rup(*e to iJv. S^/. would Jiave involved a loss to Ihe people nf India, on .i 
total export trade of £250 million of about isT.J crores of rupees. It is also cx|a)s<*d to Ihe other 
danger: that hy keeping hahitimlly large sums in a foreign cerdn*, tin* eoiinfry not only beroiiics 
ft prey to the machinatioiifi of bullion siieiuilators in the int<*rnational markets, but also begins 
to invest ii? the securities of that foreign C4niiitry lo the prejudice of the home trade, and industry. 
In a moment of international crisis these investments are liable to heavy depreciation, and arc 
eften unsaleable precisely when the funds are most urgently needed to support national credit 
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All these evils wore intensified in the particular circuuistaJicos of India by the unavoidahle 
infection of politics into economic questions. We have consequently utterly discarded the (»old 
I'.xchanKc in principle as well as in practice; and have framed our recornineiidations so as to 
render the entire iriac'h incry of the exchange standard obsolete. We are, consequently, not much 
concerned in the learnitig bestowed on the question of a stable exchange, though we must protest 
against the conclusion arrived at by the majority of the Ihibington-JSmith (Joinmitteo as to the 
effects of a high cx(diangc on the trade and industry of India. Proceeding on the broad general 
principle that: “ Stability (of exchange) is an important facility rather than an osstmtial 
condition ” for the current operations of trade, the (V)mmi8sion have no difficulty in brusquely 
setting aside the great danger involved in too frequent an intcrfcrenc>e with the rate of exchange. 
It may he that the ordinary small lluctuations an* included in the risks incident to business, and 
that the bankers can help to minimise those risks by “ IFcdging ” ; it may he that the present 
condition of world finance will make it exceedingly difficult for India to obtain foreign capital, 
and conseciiicntly the need for stability to attract outside capital may not he so great. Hut when 
.all allowance is made for a new rate, and that .a high one, the fact remains that such changes 
introduce a most unwelcome element of speriilation which prevent trade and industry from follow- 
ing their normal channels. Hut when the Commission go on to consider fhe effect of high exchange 
on the price level, they are ntlerly, unspeakably wrong. I'lie figures before them showed unniis- 
t-akeahly that while the price of the articles imported had risen between I!)IO and H>1H by 205 
per rent., those of ex]i()rted articles rose only by 157 per rent. The Indian prodiiee was not 
letchirig the same high price as the foreign produce had to he paid for in Indian produce. And 
when we say that Ihi* Indian exporter suffers by this rise., we mean not the wholesale merchant, 
who is loo slirewd not to avail himself of the “Hedging** facilities offered by his hanker and 
thus reduce his risk, hut the poor country farmer, who has no means of piofecting himwlf, who 
])rohahly has already sold his crops in advance to the village inoin’y-lender, fn>m whom there could 
he expected no mercy if the prices arc kept down by official interference for tra<l(? regulation. 
The saving in the Home (^barges would be a material consideration, i)eThaps, if the Indian people 
had the control of their finances; and w'ere able to employ the funds saved by this means in the 
remission of taxation, or eniployiinMit in industry. On the other hand the high e\'chang<! would 
mean a bonus of .50 per cent. the foreign importer, and the consequent disenurageinent of 
IndiaTi industry in all matters where India has to face a killing eompetiM(»n in her (iwn market. 
Wc are, therefore, nnahle to concur in the views propounded by the majority report h>iiching 
the thcoivlical as well as the practical aspect of the effect of high Mxchange on a coiintry\s trade 
and industry, and still less can we accept the reasoning under the peculiar circumstances of India. 

It follows, then, that the fixing of a ratio between the Standard of cunency and the silver 
coins, w hich must for a long time remain in circulation in this count ry, arul form a rcs})ecial)lc 
froporlion of the total volume of eurrcncy, is a problem rallie.r of local thau of international 
importance. To alhnv silver to remain unlimited legal tender at Ihe same time, that its price 
as currency had been artificially fixed; and its coins reduced to the position of tokens, is an 
impossible stale of things, which, if not corrected, would lead to worse evils than those wc have 
passed through. The (fovernment of India were, if we Judge them charitably, led to acquiesce 
in such an anomalous arrangement by the apprehenf^ion of their inability to supply gold coins in 
exchange for large, indefinite, amounts of silver in circulation at the time of iiiaugi?ra.tiiig a 
chango in tho Klandard, ns Jilso hcciuiso. of the a priori nssiimption that (lie Intliaii people would 
])rove too eonservalive peacefully to allow the change to he acccanplislu'd. Hut there was, and is, 
no real danger of the Treasury or Ihe Currency Offices being deluged with silver, especially if the 
(lovernment wouhl provide more suitable alternatives in the form of gold notes or certificates; nr, 
better still, they wouhl so improve our hanking arrangements as to leave this tool of trade and 
industry in the hands of those who best understand them. The danger of too heavy a demand for 
silver coirw to hr chaiigrd into gold can he averted by making (he rupee limited legal tender and 
thus restricting its use. The amount propo.scd here as (he maxiinurn limit (jf legal tender in 
res])e<‘t of silver coins is at rmcc large enough to avoid inconvenience or injustier to (he smaller 
producers and traders, and Brnall enough to bring about a diseont iniianre of silver for all larger 
trianaiwtions. Its place should, in our opinion, he taken, not by the costly and wasteful gold 
currency, hut by paper convertible in gold, or still better, by improved bank facilities and bank 
transfers, somewhat on (he same linj's a» guided (he “ Ciiro ** system of payments in (Germany 
before (he War. I liave elaborated these suggestions more fully later on. Here, I need only 
observe that, under the scheme propofuul, all the advantages of economy, elasticity, and con- 
veniencc*in transport, which are claimed on behalf of the exchange standard, will he realised by 
the suggestion of limiting the legal tender of silver coins. 

19. 1’hi5 Mint in India shall not lx; optni to tho piihlic for the coinage of any 
hut gold coins authorised under this Act. 

29. In the niiiking of gold and silver wins a remedy shall be allowed of aA 
amount not exceeding the followijig, namely*: — 

Rpvifidy in weiaht. Remedy in Fineness. 

Five-thousandths. Two-thousandths. 

Rupee ... ... Five-thousaudths. Two-thousandths. 

Tlif closiiro of (,bf mint to lli<- coinage, of any other metal save gniil followa inevitiibly from 
otir general principle of making ailver a legal tender for only limited quantitits So long as 
Sliver coins arc given prtirieial values it will be tawt to prevent their unlimited coinage The free 
mint for gold tmmage i« similarly ti eorrollary from our guiding principle of establishing a real 
gold standard in this laud. ^ 


U will be noticed that the Kiiecessful working of all then,, siigg^tions doponds on the con- 
stiliition of proper hanking facilities for the mass of the people, and not only, as is the case now, 
for the foreign trader or for the commercial magnates known as " Shrofte.” Wo shall have, there- 
fore, to defer to the later potions dealing with the organisation of tho Imperial Bank of India 
for a further elalioration of the arrangements proposed here. 
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21 . The following niokel coins shall 1)0 coinorl at tho Mint for issue under the 
authority of this Act, vi/.., a four-auna piei-e, a two-anna piece, and a one-anna 
piece. No other nickel coins shall he coined at the Mint. 

22. 1'he standard weight of the four-anna piece shall he seventy-live grains 
troy, and of the tw'o-anna piece, si.vty grains troy. The standard weight of the 
one anna piece shall he fifty grains troy. 

23. Tn the making of the nickel coins a remedy shall he allowed of an amount 
not exceeding one-fiftieth of the weight. 

24. The following bronze coins only .shall he coinc<l at fhe Mint for issue 
under the authority of this A(‘t, namely (//) ])ice or (|uarter-anna ; (h) a pie or 
one-lhird of a pice. 

•25. The standard weight of the pice shall he seventy live grains troy, and 
tlie pic shall be of proportionate weight. 

26. The bronze coins shall he coined frt)m a mixed metal consisting of 
copper, tin and zinc, in the |)roportions as now obtaining. 

27. Tn the making of the bronze coins a remedy shall he allowed not 
exceeding one-fortieth of the weight. 


28. The nickel coins, s])ccifie«l in Section 21 of this Act. shall he legal temler 
in payment or on account as follows, namely : (a) 'I'he four-anna piece for a sum 

not excelling five rupees, (h) 'I'he two anna piece for a sum not exceeding two 
rupees. {(•) The one-anna pici-e for a sum not exceeding one rupee. 


29. The bronze coitis spe<‘i(ied in Section 24 of this .\ct shall he legal tender 
in jiayment or on account for a sum not excee<ling one rupee at. the rate of sixty- 
four |)icc for the rupee, or one hundred and ninety-two ]>ies for (he ru])ee. 

30. The (Jovcrnor-Cleneral in Council may, by notific'ation published in the 
(lazette of India, direi't the coinage and is.sue oi’ all ('oins referred to in the several 
preceding sections, and determine the dimensions of and designs for these several 
coins: Provided that the dimensions and design of the standard of currency, the 
gohf mohur shall he sucli as to give an <*Higy of the reigning Jlritish Sovereign, 
with his name and style, on (he obversi*. and the designation of the coin around 
the rim on the reverse, together with a lotus in the centre' of the reverse. 


31. Until the (lovernor-deneral in (Council otherwise determines by notifi 
i-ation under Section 30 of this Act the dimensions and design on the silver ru|H'e 
shall he those prescrils’d for the (lovernmout rnpei* under the rndian Coinage Act, 
1870, and that the same shall he observed by the Mint at the time of the commence- 
of this Act. 


32. h^or the other coins issued under the authoi-ity of this Act, the dimensions 
and designs shall he those now in use for the similar coins i.ssued uiafer the Indian 
(h)inage Act of 1870, provided that the dimensions and design on the now nickel 
coins shall be those now issued under the .Acts XVII and XXI of 1^35, XXT of 
1838, XXII of 1844. XI 11 of 1868. and the Indian Coinage Act of 187(h aiul 
declared by those Acts to he legal tender, provided that the (Jovernor-deneral in 
Council may, by ])roclama.tion in the (lazette of India, declare those coins to be 
no legal tender after a s})ccificd date before which they may lx; received at the 
Mint, or at the Imperial Hank of India, to he converted into an eiptal number 
of tile like new coins issued under the authority of this Act. 

33. Subject to the provisions otvthis .Act. no changes shall he made in the 
currency organisation established by and under the authority of this Act by any 
administrative action of the (jovernor-Clencral in (k)uncil. 

On our guiding ba»i« of a coinplrlu di*innn«lis;il ion of silver, tin? rpdiiclion of the si Ivor coins 
of a dononiination below th(5 riiptn? :ind tht* ball riipKc is u ro diirtatiMl as niiicli in tin* iiiU?r<*sts 

of economy as of coiivt'iiioiKT in rompiitation. It follows that we cannot allow the hasio* siibsf il iifa 
to bo logal toiulor to an unlimib*d ainoiiiit, or fven to tht' oxtcnl to which tin? riipfi* is allowed to 
l»e logal tender under the aiitliority of this Art. Tho introduction of ainpio small rhaiigr, which, 
it may be oijserved in passing, is an rsK-ntial condition for llic siiccrss of (In* kind of banking 
Wo have in view, will not be feasible if wc di?pfnd on the relativi ly costly while na-tal for our 
small change. We have, therefore, alnilishod all smalh-r silvin* coin, permitting, howovor, those 
already in circulation to remain legal tender to the extent that coins of similar denomination 
issued under tho authority of this Ac?t arc, by this Art, allowed to be legal tender. Provision luifi 
also been made for their redemption in case their Bimultaneous circ?nlaiion causes confusion. 
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The weight of the iiiikel coins hiiJi been altered with a view to permit of their In'ing made of 
a tiizc convenient for every ilay trcinsactioiis. One of the object ions that could be urged against 
the finialler silver coins hithi*rto in circulation was their extremely small size jiiid the eonseipient 
liability to bo lost. Since in the nickel coinage the tpicslion of cost will not be very important, 
wo have allowed a greaUT weight to facilitate the larger si/xs The weight here allowed, it may 
also be noted, differs slightly fnnu the weight now given to micli coins as have been in circulation 
for the last two or three years; but this is a matt<n‘ of* minor detail, to which, if the principle of 
ticcuring abundant and cheap supply of small clniiige is accei>ted, we would attach no great 
importance, lii the conditions of India as we now krmw them, it is unsafe to trust for small 
change to the notes of a reduced denomination, and if small change is iiiaccessihle, the best 
currency syst^mi and the host hanking acces.sori«^ would he upset. 

No change has been proi)o^ed in the denomination, the design and the dimcnsioii.s of the 
silver and nickel euiiis, power being left to the (jovcrnor-doneral-iu Council to fix the de«<ign, »te. 
We may note, however, that our age. will go down to history as one of gross luaterialisiii, un- 
relieved by any sense of Art or llcauty as evidenced by the tools of our niaUM'ialism. The coins, 
in.stead of being the medals or syinlnds of our histojy, are merely the most workmanlike tools of 
coiiimeree, from which it is considered advisable to vanish all trace of national vanity. The general 
teiuiur of the suggestions in tliis niongrapli takes too i)ronouneed a male.rialistie view for me to 
stand up, with any degree of coiitidencc, as a champion of aestheticism. I, therefore merely 
bring out this defect and leave it to others to correct if pos<jil)lc. 


34. The prohts resulting from the coinage of silver, nickel, and bronze coins 

shall be applied in the following order, viz. : {<i) 'I'o tlie upkeep of the Mint 

establishment, {b) To the puirlmse of bullion for inferior coinage below the 
standard of currency. (<-•) To a. Ueserve bund, if the prolits are in excess of the 
Mint expenditure and the bullion purchases, provided that the Jleserve Fund 
so con.stituted shall he us('d to support the paper I'urrency in cas(^ of an unexpected, 
lieuvy demand for conversion. 

35. The Keserve Fund mentioned in iduuse (c) of tJie Soi'tiou 3U shall be kept 
in gold; and shall be entrusted to the Imperial Jiank of India, for safe custody on 
account of the Mint, provided that the said llauk shall Juive authority to use that 
Fund to meet a demnml for the couvtirsiou of notes in the event of the ordinary 
resources at the disposal of the sai»l Bank being insnllicient for the purpose. 


3(). TTie Hank shall j)ay interest at the rate of 5 ])cr cent. })cr antium for the 
use of the Fund for the purpose stated in this Act in the next ]>receding section, 
and during the period that the Fund shall not have been replaced by the Hank. 

Tlic u.s<3 of the profit.s of coinage wan a most iinpnriaiit tjiieslion under llic regime of the (lold 
Kxt'haugo standard. The Fowler (.'ommittce had recommended that l.lie profits arising out of the 
silver coinage a very considerable amount in those days should he used to form a reserve to be 
eventually utilised for the pui’iiose of introducing a (lold Currency in India. Hut the (Sovern- 
nieiit of India were just Ihcn faced with heavy Famine Expenditure, and used it aceordingly in 
relieving the Famine distrest^. It was obviously an unjust use,. When tin; utility of su<*h a rc«crv.* 
ill iiieetiiig their obligations in J’hjglaiid was pevetdved by the Coveriiinenl, they .siilTered the balanee 
of the reserve to acciiiniilate in England, particularly as the silver, from the cuiiiagi* of which 
the prolits arose, had to he purchased in gold in England. The iiuriiial instinett of a cominercial 
peojile then assented ilself. 'fhe Kcsrrve which was accumulating rapidly every year, wiw, felt to 
he too large, and conei’ciuently a small portion of it was invcsteil. Tlie interest obtained la'came too 
tempting to allow the new policy to he tpiestioiied ; and lieiini the ratio of the inve.sted portion to 
the portion held in gold began to increa.se alariniiigl.x . The eiitin- reserve was nominally kept n. 
gold ill England, hut a great portion of it was invested in Kiigliwli .securities. The Mackay 
Cominitt.ee of li)(i7-US even [iiTijiosed, not without a show of reason, that, a part of the reserve may 
bo used to avoid further debt, and he used for railway eon^,t ruction. Wliatever may be said for ibis 
in-oposal on the ground of economy, it was ohvioimly inconsistent with the original object of the 
I'und. 1 he crisis ot ltM)7 showed tho error and the ilangcr of too large a portion Ijcing iiivesteil 
which could not he easily realised in an hour when the exchange needed supporting. The Maekay 
idea was, therefore, dropped; and the reserve, called now the (lohl Standard Reserve, came to he 
held in gold and gold s^vurities, its object being laid down as the. supiiort of exchange in the hour 
of danger, by the Chamherlaiii (Commission 1J»J3 14. Hut the War swallowed the wliolo of the reserve 
which had been built up with some ditheulty, and turned it almost entirely inlo securities, which 
WITH rapidly depn ’ ’ - - ' - 



Iwi-n 'lissipaU'd in thi' zeal (o earn interest, not to jnit any but, the most eharitaliln eonetruction oii 
the events of the War perioil. \\ iser by this sad cxiierienee, we have sHKKi-stcd that the lU«erve, if 
at all one arises nii.Ier onr sebeiiie, and is in exeess of the mpiivenients of the Mint, shall be kept 
>»i yoht, and iminaKed hy the Imperial Hank of India tor a set purpose staled in the Act I Jo 
think (hat there is nnie'i ehanee of any eoiisideral.le sum aperiiiiiK owiiiR to the demonetisation of 



rily ifisuc no notes. 

UeJi^n'' all about the nature, objeet and use of the Gold Standard 

XHnr Vr .*".’“1 .1 httvo ‘lefiniUdy accepted th.i (Sold Standard, with a free Gold 

Mint. The principle contained m section 30 needed an unambifcuous declaration in fne« of ♦he 
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pronKMesH of impcMMiiiioiiH fiiwituMora to t-rtat all such jimfits as so much wiiulfall. It. is a function 
of bankers to rogulato exchan^*. umicr a sound currency system, and I have accordingly iiuuie it 
over to the Hank in no amhiguou^ terms. The (jovcrninciil may hencid’orth sleep in peace as far ar 
the Kxchange is concerned, they having merely to exjdain to the hank their vc<piircmiMils in Kiig- 
land and provide the necessary fiiinls fiu- the jiurpose. It is to l)e hoped those requirements \sill he 
progrtvsively rcduc»'d. The Hank will do all the rest fur them. 

5{7. Whore nny or .silver (.■oiii, \vhi<‘h lia.s boon nmi is issued under 

the .'mtliority of this Act, is tendered to any pcrsmi authorised hy the (Jovernor 
General in Coniieil or liy the l. 0 (‘al Govoriiinent to aet under this Act, and suoh 
person has reason to believe that the coin (//) lias been diminished in weif^ht so as 
to he more than sndi percentage below the standard weigh! as may l>e ])rescril)c<l 
as the limit of rea.sonahle wear, or (h) has been defaced, he .sliall, l)v him.self or 
another, out or break tlie coin. 

yS. .A por.son i-utting or breaking a coin under the provision of claii.se {«) of 
the next preceding section, shall observe the following jirocedure. namely : - («) 
If the coin lias Ikhmi diminished in weight so as to he more than such percentage 
below standard weight as may he prcscrilxjil as the limit of reasonable wear, but 
not more than such further percentage in this behalf, he shall either return the 
coin, or. if such persons so request, sliall receive and pay for the coin at such 
rates as may he pre-scrihed in tliis behalf: and {/>) if the coin has been diminished 
ill weight so as lo he more than .such fnrlher percentage hclow' .standard weight 
so prescribed as aforesaid, he shall return the pieces to the person tendering the 
eoiTi, who shall liear the loss can.sed by sneli cntling or breaking. 

39. A jierson eutting or breaking a enin under tlie provision of elanse (a) 
of (lie next proceeding section shall observe the following procedure, namely : 

(ft) rf .such person has reason to lielicve that the coin has been fraudulently defaced, 
he shall return the pieces to the person tendering tlie coin, who .shall hear the loss 
caused hy such eutting or breaking. (/>) If siieli person has not reason lo believe 
that the oqin has been fraudulently defaced, he shall ri'ieive and pay for the coin 
at itp nominal value. 

40. 1 f a coin is liable lo be cut or broken under the provisions of both clauses 
of Section 38 of this Act. tlie ])erson eutting or breaking the coin shall deal with 
it (a) if he has reason to believe that the coin has been fraiidnienlly defaced under 
clau.se (a) of Section 43; and {h) in other eases under Section 44 of (his Act. 

41. WHicre any gold or silver coin, purjiorting to he coined or issued under 
the authority of this Act, is tendered to any |>ersoii niithori-sed by the Governor- 
General in (/onneil, or by a liOcal GovernmenI, to act under this .Act, and such 
person has reason to believe that the coin is cniinterfeit, he shall, by himself or 
another, cut or break tlic coin, and may, at his di.scretion, either return the jiieccs 
to the tenderer, who shall hear the loss can.sed by such cutting or breaking, or 
receive and pay for the coin according to ihe value of the hnllion coiit.-iined in it. 

42. The Governor-General in Coiineil may make rules to carry out the 
])nr])oses and objects of this Act. 

43. -(1) In iiarticular, and without jirejndicc tc the generality of the next 
jirceeding section, such rules may {a) reduce the amount of reinedy allowed, 
except in tlie ca.se of the Standard of Currency, hy any of the preceding section in 
the case of the coins issued under the authorily of this Act; {(>) provide for the 
guidance of persons autliorised to cut oi- break coins under Sections 38 to 41 of 
this Act; (e) determine the percentage of diminution in weight below standard 
weight not being in any ease less than 2 per cent., which shall he tlie limit of 
leasonablo wear; {(f) iiresiTihe (he further |)ereentage referred to in («) of Sec- 
tion 30 and the rates at which jiaymeiits .sliall he made in Ihe case of coins falling 
under tlie same. 

(2) Every .such rule .shall be published in the Gazette of India, and all such 
publications shall have elTeet as if enacled in this ,Aet. 

44. No suit or oilier proceeding shall lie agaimst any person in respect of 
anything done or intended to he done in giMid faith, iimler or in jmrsiiauec of the 
provisions of this Act. 

Thosie arc all provisions for the (h-liiilrd cipmitidii of tin- Act, as well as for the safegnanl of 
iniiocetit people taking coins in good faith which ha\i! heeii either tiw) worn out, or have been 
deft-MJcd and thus debarred from rnrreiicy. KIsewhere in (his Act are appended sections which 
provide for the punishment of coiinterfcitcrK &c. 
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PART IT. 

The Paper Currency. 

45. A t urmicy shall be a note issued by the linporial Ihuik of India 
under the autJiority of this Act, and pxprc.s.sed in the lonn ot a promise to pay 
on (hoiiand f lie sum spec i lied in the note to the lK?arer thereof. 

4t>. Kxi'Oj)l as j)rovided in this Aet, no jx*rson or eorporation in the Indian 
Empire, «»ther tlian the Imperial Bank of India, shall draw, aee-ept, or issue any 
bill of exehange, hiimli, promissory note or engagement for tlie payment of money 
payable to bearer on demand, or boiTow, owe, or take up any sum or sums of money 
oirtJie bills, hundies. or notes payable to lamrer on demand of any sueh [Kjrson. 
l*rovide<l that eheejues or drafts payable to the bearer on demand or otherwise 
drawn on l)ankers, shrolTs or agents liy their customers or constituents in respect 
of dc})osits of money in the hands of these bankers, shroffs or agents, and held by 
them at the credit and disj)osal of persons demanding such cheques or drafts. 

47. Any person contravening the provisimis of the next preceding section 
shall, on conviction by a Presidency magistrate, or a magi.strate of the first class, 
be punishable by a lilie equal to the amount of the bill, hundi, or engagement in 
respect whereof the olTence is committed. 

Tlieec seclioMs establish tho juunupoly iif the Mote-issue in the harnl of the Imperial Bank of 
liuliji; aiul remo\c it, uikc for nil, fruni tlie hamls of the (loveniiucnl, the want of rxperionce 
\vlio«e part has hmughi uiion us the furrpney troubles of the last few years. We think the Bank 
would lx> better al>le to cope with iht^ task, being in daily touch with the business world, of wliieli 
the luoiiey iiialerial miu-:t be a t<n)l, not a master; an aid not a hiiuiraiiee; a spur, not a drag. 
Tlio (lovernmeiit oHicerw, the best of lliem, ilo not know when to apply, what, and bow. The Bank in 
sheer self-defonec, and as though by a sort of instiiiet, must succeed where the ofliciul fails by 
intuitive ignorance, by intelligent iricumpeleiiee. India would never have a reasonabb- currency 
sy<^tem if it is to Imj entrusted, however well- framed, to rod tape maniacs and departmental roiitinn. 

But while entriusling this vital factor for the industrial and commercial life of the i*oimtry to 
the care of an imstitutiun presumably eompetent to handle it, we eaniiot ignore the possibility of 
a great temiitatitm to a iirivale eoi'iioration to make personal prolit from a public cmcrgeiii*y. 
We b ave in this eouiitry no such eenturics of traditoms as indiiee the. privately owned Bank of 
Kngland to aet unlldrmly for llie public weal alone. We, have not yet developed that lieree 
jialriotie instinct which chiiraeterises the (nTinan in his light agaiih^t lime to wrench the euin- 
mercial li-ad of the world from Englan<l. And we have not tin* business instinct which makes the 
deem trali.sed banking .sysl^-ni of the I’nitod Stales respond fso wonchn fully to the call of the 
leiilralising s])iril of the Federal lieserve Aet. We must, therefore, adopt measures nut to make the 
Bank iiiiper\iou« or imliffen iit to national interests in search of a prolit for its proprietors. The 
eoiislitutiou of tlic Hank must proviile against this. In the present connecton, however, we must 
point out that the nionopoly of note isMie vested in the Bank must he made subject to the guaranti.c 
that the privilege sliall imijly an oiiligation : tliab the Bank must answer for the ready and 
immediate cunvertihility of its Mot»*«, at tho s;imc time that it must provide what tin* country now 
most sadly lacks; a cheap, simple, popular, clastic currency. The following sections providi* fo»’ 
tln*se. 

It must be addeil that while affording the country the form of currency which is most likely 
under existing eondilioiis to be at once popularly, as well as seientifnally acceptable, we have not 
lost sight of banking develoi)mi*nts possible in oth.er directions. We. have provided for the legalivy 
of eheipies and drafis on demand pavahlc to th4? bearer or otherwise to he legal, 4!veii though no 
e<irporation, exeept the Hank authorised by this Aet, is allowed to make or i.ssuc sueh notes, &c. 
In anollicr eonneetion we shall provide for other forms of banking activity which go to 
consummate the same ideal of irnprov enient.s in currency to make it cheapiT, more acceptable, moiv. 
elastic. 

Tho form of llie note ineseribed iii ejection Ki t»F this Act, is in accordance with the one now 
pr(‘vailing, except that the note, instead of being an tibligalion of the (tovernment of India, is now 
proposed to be* that <if the Imperial Bank of India. 

48. Tho ciin’onoy notes shall ho i.ssuo<l as undor, namely, in the denomination 
ot five rupees, ten ru})ces, fifteen riqiees, or one moluir, seventy -five ru]M 5 Cs or five 
mohurs, ten moluirs, twenty inoliurs, fifty inoluirs, one hundred mohurs, and five 
hundred mohurs, in such numbers and at such times as may bo determined by the 
bank aforesaid under a minute of its board of direelors to that effect. 

\V(! h.'ive in scribed iiiiw (Iciiominalioii.s lor our currotuy iiotos in iiocordimut! »i(h the change in 
the iUntiihinf proposed in this Act. Tlie notes of sinaller denomination, i.r. those l)eIow oim pound 
in value, have k-en expresHed in terms of rupees Iwjlh iKiCiiiise it is more convenient to the people 
to reliiin the old iiieaKuri! with which they have been familiarised by long usage, as also bccatiHc of 
want i.f nn.\ ..llnr cxincssion bu- (be siiuillcr notes. VVi: caniiol import sbillitif's and pcnci! into 
our syslfiin, unless we abolish the ruiwc. altogether. We eannot, also di.spense with the notes of a 
ilenoiniiialioN under one Mohur, a« wo take it as the first principle ot our proposala that the 
metallic currency shall bo economised as far as it is possible, wilhoiit depriving the people unduly 
of the .sight of the precious metals. The smalb-st note, we may say os a matter of general principle, 
should not lie below that of (he ordinary current standard coin in denomination ; but in tho caso of 
India, the notw are ns yet the only means to eeononiisc the metallic currency, and we cannot, there- 
fore fix the denomination of the smallest noUi so high as would necessitate the use of the standard 
gold coin for the daily masds. We must wean the people from tho uneconomic habit of using toe 
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largo a Htock of tho precious metals as ordinary ciirriMu-y; liut wo must do w) gonlly, and leave no 
loop hole for a suspicion al>out the hunn fidtn of the issuing authority. The first sti‘p, therelore, iu 
tho direction of this much needed reform is to place our currency standard beyond the possibility 
of oquivocation or misinterpretation. Having iloiie ««•, wo liav«i iie\t to concert ineac^uii s to bimlwind 
the world atoek as well as our own of th<* precious metals. We tliii.s come to the turd for a note 
system which would serve as an unquestioned substitute for money to which the jn ople have hithn-tj) 
been unduly attached. If we make our note- issue siieb as would cause d(jul)ls or dintrusl, it. woulil 
bo doomed even before it was put liefore the public, units-; foretd upon them by superior miglit. 
Tho only means to acet)midisb Ibis ratlnu* eomplicaletl luisint'ss i:; to inakt* tin* inite as low as tivr 
ruiMMJH ill value a note to which the public have bem ipiite accusloiiicd, and m) arrange the rest of 
the higher denominations as to miriiiriist; the use of specie by offering more et>nvenicnt media instead. 
Hut the .same reasoning which has led us to a«lopt tlie five rupee, limit as the lowt st prcveiitfi us 
from going lower wtill to economise the u.'-e of silver of tlie rupee. The jicoplc can iindcrstajid, or 
feel, the need for eeontimisiug gold, probably bcause ihcir average transact iorift tlo m^t really need 
gold: tut they will not aecept the paper suhstitut** for the rupei* without all th - siispi<*ions of a 
people aceustomed to being swindled being aroused. 

In another si'ction wc shall provide for the redemption (jf flu* notes wlien pre.'.riiled to the 
issuing authority. Here wo must observe that the expression of (be lower notes in teriiiK of tlu* 
rupees is not meant t<i avoid tho fundamental principle of a gold ^t^lnda^^l and a gold (‘urrcncy, 
hut only a sort of a more convenient expression, in the al»si-nce of an e(|ii ivalmf. enin in gold 
tamiliar to the people. The higher rioter h.'Uo heen <‘xj)resseil in gobl so as Ir) leave no margin for 
doubt as to the character of tlio obligation. The two main alterations in ilie, prevailing system 
effocttMl by this Act arc: the eb.ange from silver to gold in flu* expression of tlu* denomination of 
llic notes, ami tho diseont iniianee of the iiolcs of flu* smallest deuoiniiiat ion now current as w.dl 
:iH thofie of tho highest. 

49. The curreru'y notes sliall be paynhle. wli(*n jjrescnted to the Tjuperial 
liank for that |mrpo.se, in "ohl coins ol‘ the. Indian Kinpire, ])rovidi‘d that notes of 
small denominations, namely, live l•n]>ees and ten rupee notes, may he paid in the 
lawful silver money of the said Kmpire, ainl within tlu* limits of lo^;:d tender, as 
prescribed by this Act. 

Thi« section ronsummates what the first part liad eommciic»‘tl. A delinitc gtdd currency is 
impossihle to establish if the nott'S in circulation the lawful subslilnte fiu' ordinary money - do 
not re])rcflent the real (standard currency i>f the couniry, and are not rt‘deemabb* as liy law in llu* 
Standard of eiirreiicy. I feel it as iny d4lilu*rate convic-tinii that llu* rea.son, wliy llu* note is^in* in 
India di<l not. make any great progress before the war, wa« in)t so niueh tin* dilliculties attemlani. 
upon limited opportunities fc»r conversion owing to tin* s.vst«ni of cireles of issin*; iM)r becau*!<* of 
too high a denoniination in tin* note of the lowest value’ ns the fael that after the elosuie of the 
rmlian mints to the fr<*c coinage of silver, and with the couliiiued ilcclim* in tin* gobl value of 
silver <siile by side with tin* f(jr<*ed appreciation in the gold \aluc of llu* riipce, llu* ciirreiicy uolc*-', 
being payable ao of right only in the silver coin the bullion contents of wliicb bad so (‘onsidcrably 
depreciated in value, were not. as aceeptable substitutes for luelallic money as llicy migbt have been 
had they reiiresenfed some more honest form of money. This the illiterate and tlu* suspicious felt- 
to iKi nothing but- a doublc-faccd treachery: since, being tln*!n:-clvcs wi>rlbless (‘\cc])| in respect, of 
what they rciiresented, tin* attempt to keep them from being payable us before in gobl, in spite nf a 
ebarigo in Standard for all other purposes, made tin* notes more lliuu c\er dislrusl4ul. ( Jovernnicnl 
wero not bcjiind to giv«* what appeared to be the nif>re valuable currency in j'.vcbange <*ifhcr for 
their currency note.s or even for rupees, so that even the double o]>eratinn of r«mvi*rting notes into 
inpees, and subsequently converting rufiees into g«»ld, was in»l a«‘<(*ssil)le t«> obtain wliat they 
Ibought U) be the better currency. There can be no tloul)t, a-^ the events during war lime, showed, 
llia.t there was great field for the legitimate i*xlensioii nf paper niom-y In tlii*; i-oiintry. And yel 
for fifty yeans, this excellent substitute for the euiuiu'ous, primitive iinule of settling exebange 
transactions did not mak(» .any considerable headway in tlie tipinimi of the people. Korecd cir- 
culation must not, indeed, be Miought of; but willioul foicc, without indirect induceiuents 
amounting to force, they might, still have become more popular if those who had the management 
of the note-issue bad understood the needs and the tbouglits of llu* [iidian people, ft. is the ini*vit 
able, misfortune of our syslem nf (lovcrnnieiil. that the people are tin little uiuhTstood by Ibeir 
nilei-H. It is the unavoidable penalty of the rulers to find their best nieisuiu'S, coiic(‘i\u*d in Mu* 
truest interests of the. people, are apt to lie frustrated for want of sympathy that vpringK from 
knowledge, inspiring eonfidenee. I tberefore, think the sooner wc strike at its root cause, the 
lielter. The currency note« must ho made g<ild ohlig.-itions he.voml llu* pf.v.sihility of douhl, or even 
equivocation. T liave JU'-cordingly exjiT’essed the notes in llu* new form of our currency f^yst-cni, and 
hy this section, made them redeemable as of right in llu* only form of n*df‘mpliori gold. Only lu 
the ease of those notes wliieli, by the SMiannes.s of Iheii* d(*Moniinal ions do not admit of a gold 
redemption, have 1 allowed .a silver convcrtihility ; hut even there the legal tender limit has hecn 
stiHctly enforced. 

50. The Tiriperifil Knnk of Tndin .sliall provide thmiifrli ife? (*iirroTiey notes of 
the denominational values prescribed by this Act and shall supply the Branch 
OfTices and Ap^ents subordinate to the branch olTicos with such notes as they need 
for the purposes of this Act. 

51. Every such note shall b(? worded so as to be a clear obligation of the 
*said Imperial Bank of India, and shall he sijjned by the Oeneral Mana^^^r of the 
Imperial Bank of India, or any other officer of the said bank specially authorised 
under the constitution of the sai<l bank to sign on behalf of the said bank such 
obligations of the said bank. Such signature may l)e impressed on the notes by 
machinery, and when so impressed shall be deemed to be valid signature. 

66696 X 3 



32G 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


52. The (iciicral Maiin^^er at tlie Mead OlVice and the liranrh Managers at 
the Hrancli OHiies and the agents in other place s|)ecially anth(nMse<l in that behall 
s issue in the? name ol and on hehall* oT the Imperial l$ank «)1 India currency 
ihUos of the denominational values prescribed by this Act in exchange tor tiie 
amounts thereol* in gold coins issm'd under lids Act, or gt)ld bullion at the rati* 
prescribed by this Act in that behall, or in Mi|)ees to the extent of not more than 
one hundred and lit'ly |•u])ees at one time. 

53. All ollicers oi‘ the Imperial Bank of India entrusted with special 
ruiictions under the provisions ol this Act and authorised to provide, sign, issue, 
or exchange the eiirrency notes, shall 1 k^ ai)pointed by the diivctors oF the said bank 
subject to the approval i)!* the (bwerniir-tleneral iji-t'oiincil. 

These iiruviile I'm* the iiiiiiiiHT and the orK.inisjil iojj *' r the issue of the. currency 

notes. 'J'ho chaii'^os in this sect inn uro all <»f minor impurlancc, and nUcIi a^; enuld l>r inferojd 
from iln^ j^oncral |»i'in(rij»Ii*s already tnriuidaird. Wo have abolished, Inr (‘.\a.m|di‘, tin' eireles of issiio 
as established hy the presoiit arraiigeiiieiits ; and KuhsI iliited instead tlie hraiieh oIVhm s and agwiudes 
of the Uank. Ihit there is the iini)orlant differeiiee helweeii thi? exist inji; an ais^i'inenti-i and those 
proposed her**.: that, while the eireles of issue an now I'xisiiiij^ are so iiuiiiy liiiidranees in the way 
of a free eireiilat i«>ii of ihese notes, under the arraiigineiits outlined liere the hranehes and agencies 
will only help to add to tin' poiujlarily of the notee. All notes under this Act are universal notes. 
The syKlein of signing ami tin- responsihility thereumler have bei‘n more clearly defined. 'I'he issue 
of Jiot*.*fri against silver coin has hron limited to liundnMl and fifty rii]u?i*s, the legal tender limit 
jnescribed for silver coins liy this act. flu olijecl of allowing silver at all to he a permissible 
exehaiige is to allow tin* notes to displac e\en <il\er as far as possible. The Ihink i.s not bound to 
issue notes in large ijuaufities xcept against -hi coin or bulli»>n it the rate preseribed. Silver 
hull ion is, of eoiirse, not to he accepted in cxch ge for the notes. 

'flu* vast, jjowors gratded by llicsi? and other scdiuJis to tlio Hank and il.s dii’cctorato and 
iiianageinent need to he more .specifically limited or tsa fegiiarded against- a possible abuse, and so we 
have provided in the foregoing sections for (he f^iim t ion or api»ro\al of the Government t»f India 
in S])eeified cases. 'I'here is, howexer, a need for a moro de.linile organisation for the supervision 
and eontrol of the otfuers <d’ the Hank in this particular deiuirtmeiit. of their activities. It is to he 
hoped (he. .\et laying d«»wii the const itnl ion and oi ganisatinn of the Hank will make suitable 
provision for the purpose, or will Im* amended aceordingly, and the amendments ineor|)orated in 
a eoTmulidatiiig a<‘l like the prcM'iit <ine. Hut even in this .\et, the .several provision.s relating t*) 
paper eiirrcney A*e. will prove iininfelligilde unless we. m the fnnetioris of the Hank and their 

constitutional limitations. W'o .shall defer that t-o the third part of this Act. 

The Hank, it may he noted as an interesting featun* of our proposals, is not diviilcd, like the 
Rank of Kngland, into two ilisiinet I leparliiiciits, viz. the Issm* l)»‘partmenl, and the Hanking 
Department, i-aeli watertight hy itself, hut is kept a single*, nndiviilefl (‘orporation. There is, wo 
think, nothing to he gained hy .sncli a division. The transfers of the avail.alile reservcfi are, it 
anything, rendered more dilfieult, ifwiieh a <livision is enforced; and that woiibl lead to the 
ditlieulties of the money inarki't heeoming more acute than ever in a fieriod of crisis. Hut we must 
not allow' the Hank to discourage (he use of notes hy empowering that insfitntion, nndi*r the plea 
ol its notes being h*ga.l teiKh'r, to relnse speeie in ••x'‘haiige. The ne.xt following seetion provides 
for such a eontiiigeiiey. 

54. The notes ol* tlie Tmju'j'ial Bank of India shall not ho deemed to he legal 
tender by the said rm|)crial Bank of [ndia at its head oHice or any ol* the branch 
oflices, blit the Agents shall be exem])tcd Crom the operation of this section within 
limits prescribed by a Uesolulion ol the Board of .Directors of the rmjierial Bank 
of India, unless the Agent has agreed to take upon himself on behalf of the hank 
the liability iiiifiosod by (his section. 

The exempliori of the agent in backward cmiutry di.strict<s is a measure demand.d both l).v 
priidcmo and justice. The credit of the Hank must not, 1 ki cmlangered hy the weakness or sp«H.*nla 
thms of On the* nthcr hand, if, f<,r sp**cial consideraiion, 11 k* Agent ypccificallv imdcr 

taK)os lianili^^, therfi would he no sense in remleriiig the m>le circulation less popular hy sueli 
rvemphons Tlu^ Hank, however, iiiiisl take prccaiit i*)iis, at tlie time of obtaining such an agrecmcnl 
.roiii the AgCTit as is conteinplatcd hy this section, fus would minimiw* the danger of a siiddmi 
rush tor the. eoriversinn of the notes, e.g. the .stiimlat ion that the Agent shall keep ahvays at his 
(lis|»osaI a s|«-<.|ficil ItroiKiilioii nf IWmi in cash aR.-iinst tlio lialiilitios in moIcr of the Hank 
current m hia •listrici. In Ihis l■.>.spe.•t (he provision of the F.nleral Hhs<-ivi' Act of the United 
Mates arc worth comparison. 


.w. T Im whole amount of the curreiu-y notes at any time in circulation shall 
not exceed the total amount repre.sentcd hy frold coin tind bullion and the sum 

il” tt"" Imperial Bank of 

VfK ‘iml the various branch ofTices in India (as well as the 

"nrovideVor fho'*'nt'l purpose ol meeting the ciirrciicy notes as a reserve to 
tvoyid(, fw the satisfaction and discharge ot the said iioles. The said notes shall 
be dccmied to hiive kHui issued on the credit f)f the Imperial Bank of India as well 
as on the security of the said gold coin and bullion and securitier 

56. For the purposes of the next foregoing section, currency notes which 

ShS Td^mH not”to hi"- ^ is®"® 

snail he deemed not to he in circulation; provided that all notes declared under 
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this section to be not in cironbition sliall nevert hele.ss ho tU*etno<l tn ho ohligations 
of the Finperinl Bank of India; and shall if suhso(|nontly presented tor payment 
he paid from the reserve of the .said hank and he charged to the reveunos of the 
said hank. 

Tlipst! itrovisioiiH rtMjiiiri.* (Iu‘ lijiiik In ki‘i*p ;i rrMMvt* nf ihhii and sfcu ril ics as tlio Inlal 

availahh; rrsoii iftvs nf tin? J»aid{ ii'i:ainsl llicso nl»lifj;al.inn«^. 'riii* prnpnrfinii id’ and .siviirilii's in 
the Hesrrvc will la* didinod l»y llio follnsv in;.'; si‘*linn. Tlic pi'rinis.^inn lo krrp silvi'i’ min of lbi‘ 
Kinpiro in thi.* re.siTxo is ;i;ranli'fl with a viow lo providi* lht‘ nn*ans of cxflianm* for sniall nolos. 
The exclusion of tin* nolcs which have not hi‘i*n pr sen ted for eireiilation for more lhan forly years 
!s not ineant to reduce/ the liahilily of the Itank, hul only for ])urposes «d’ eonveniimee in aceonnf 
keeping. The noles thus ‘^snpprnnnuated ” ncxertheless remain an oldig.ilion of Die li.ink and 
must Ihj paid from the Ileserve on demand. But instead of allowing the l{esi*rv«* to he thu*^ 
depleted, the. Bank is to eliarge such payments to its current protils. It mii'l aho he oU.erved 
that the, entire leserve. against the paper currency is to he tept in Jrdin, a-, under tlie words of 
this section, notliing that is not in any of the hranches of the Bank in fuifin can he ngarded as 
good Reserve. Wo cannot alloxv the |iernicioijs policy of keeping any port inn of t]ie Vaper 
(’uricney l{esor\e outside. India. 

.57. Tlio tolnl Miimiint of tlic luitcs id. any time in circnliitittn shall not exceed 
three hundred crores of rupees in value e(|nivalent to two lintidred million moliurs. 
Bid. nevertheless tlte amount thus fixed hv this section niiiy he increased under the 
authority of ii resolution of the T.cgislative .-X.ssemhly for any time, or iin order 
of the Governor (Feneral-in Council for a period not exceeding three month.s. 

Tho limit here set to th.* itjtal circulation is large enough for all normal cxpansioji of th • 
currency. At the same time. :.omo such limit is necessary to prevent undue oxten.'^ion of credit hy 
the Baidv. In inonnmlK of special em-rgcncy, hoxvcx'cr, the section permits an increase of the total 
issue by a resolution of tlic hcgi.^lat ix c As.m*mhlY» or, if tliat hody not in session. Ity an order in 
(’ouncil of the (lovcrnor (ienm-al. In the last numtioned insl;inee, the incrca.si' in the i^sue xvill hi* 
good only for three iiionlhs at the ino.st, as it is clearly an c.xl raordinary measim* fur an extra 
ordinary crisis xvliich xvould not last for more lhan three months. The Legislative .\sM*mhly, if so 
minded, can get an amending .\et passed pcriiiancntly adding to the total volume nf the circula 
tion. But if the circulation is increased teinimrarily, the Bank, on tlic analogy of the Bcisch 
Bank of (iermany, ought to he made to pay for the privilegi*, and pi'rmiltcd to vary its character 
of the Resei’ve against it« note liahilitic.s .so far as to admit, under the heading of peciirities good 
trade Bills and other mercantile securities. This is provided for hy the next section. 

.58. In tlic event of the eirenlnlion of the tot.il nnmher of notes of all 
denominations l)eing temporarily increased (in the manner provided for in the next 
preceding .section) the hank shall pay a tax of five per cent, per annum on the 
average excess of circulation ihiring the period that the operation of tlii.s Act was 
in aheyance as regards the total amount nf notes allowed hv this ,\ct to be at any 
time in oirculation. 

.59. The Imjicrial Bank of India may, during the period of temporary 
increa.se in the eircnlal ion of their notes, hold the requinxl reserve under this Ai-t 
partly in gold bullion and coin ; partly in securities dilTerent from tlio.se jirescrihed 
l)y this Act. Such other securities to lie Banker.s’ acce|)tances or Good 'I’rade Bills, 
drawn against actual commercial transactions, and secured hy the goods or value 
forming tho subject matter of .such tran.sactions; and having at least tw'o w'ell 
known signatures hy woiy of endorsement, one of which shall he that of a bank, 
and having not more than .sixty days tti run. 'I'he Imperial Bank of rndia shall 
not he })ermitted to regard as good hills or .securities under this .section any 
advances made hv itself on personal .security of its customer or on the security of 
immovable ])ropcrtv whether Grban or Agricultural, or the slock in trade, or any 
other similar security. But nevertheless it may consider as good .securities, within 
the mea.ning of this section, any advances hy a hanker or shrolT who is himself a 
client of tho Tm])erial Bank of India and rediscounted with the hank aforo.said, 
notwithstanding the fact that such hanker or .shroff has himself advanci'd to his 
client on any of the securities considoretl insufficient or ineligible for mlvances hy 
the Imperial Bank of India under the ])rovisi()ns of this section, and for the 
piir])ose of securing a temporary increase in the note issue. 

This ifl sin uttcmpl. to coiinocti gtniuinc husincs}} (.ran^iactions with the Notr (‘iirn'iiry, allowing 
of an inorcaso in tin?, total i.ssuo in rrsponse to a gmiuiiio trado deinarul. If tin* di'inand is only 
li'inporary, the Bank will, noniially speaking, not add to its eireiilation ami li.ihilit ir^\ hy asking 
for an inereawn in t-he total ])ernii.ssihle eireulatioii, unless it can |)ay tlie fax nii the excess as 
required. This would, in other word.s, he (quivalent to the common devieo of tin* Bank of Miigland 
to miHst a demand for gold hy raising iti4 rale of discount. The Indian Bank will not he, for some 
time to come, at any rate, under the influence of any traditions of a low rate t»f discount; nor do 
we think it expedient at this stage to limit the discretion of the directorate of (lie Bank hy 
])rescribing a maxiiiiiim rate hy law. But tho ordinary competition for fnisiiic.ss hy the hanks 
among themselveB will not allow the Imperial Bank rccklw.sly to keep a high rate. If anything, 
it« rate will be appreciably low. It is only when the Bank ha.s good hiiMim^s cotiiing to it, and is 
yet unable to accept it owing to the limitation on its note-issue, that it w'onld venture to ask 
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pcriiiission for an increased issue and undertake to pay the required Ua on 
Rank may avoid the payment )f this ext'css tax if it docs not fs'iiil out the men iW.i. 1 1 o - < 

hut holds the excess iteelf and sives out other forms of money instead This last ; 

ever, though possible, will he provided against hy the requirements of a ramiinum metallic reserve 
to he held hy the Rank in aeeordaiiee with the suhwquent soclion. The latter portion is based on 
llir model of the siiiiil:ir provision in llu* Federal UmMve Ael. 

60. 'I'lio Rpsprvo prostiriheil l»y this Art aud holt! bv Lite hniwrial Jiauk ol 
a for the setiirity of the total note eiiTiihitioii shall cu 


Tndia 


cofisist in the manner 


providetl below namely, not less than 100 million inohiirs, or half the total amount 
of tlie autliorised eiivulation, shall be in {(old eoin or hulliou; and the ‘doer halt 
or one hiuidred million mohurs shall lie in securities as prescribed in the tollowii^ 
sections. If at any time the actual amount of notes in circulation is below the 
authorised amount the reserve to he hehl in specie as provided by section Gl para. 1, 
must i)c calculated in the proportion {iresorihed by the said para, of this section, 
and not fixed at 100 million moliurs. 

01. The securities to be held in the lloscrve against the total amount of notes 
in circulation under the provisions of the nc.xt jireceding section shall he the 
securities of the (iovernment of India i)ayahle in the Indian currency in India to 
the extent of nut more than 40 per cent.'«)f the total reserve held in the forin of. 
.securities; provided tliat the loans issued by local governments, municipalities, 
port trusts and other public corporations working under the authoritv of the 
(Iovernment of India shall he regarded as and included in the securities JescrihQd 
as the securities of the (Iovernment of India. The remaining securities may 
consist of interest hearing hills, bonds, drafts issued l)y the railway companies, 
tramway companies and othei’ semi-uuhlic corporations not coiinccicd with the 
(Iovernment of India; and hills ot exchange, drafts, hundies, and other good 
commonual paper having not tiiore than six montlis to run ajid arising out of 
genuine oommercial transactions involving the imjiort or o.xiiort of good.*? or the 
domestie shiimient of goods with documents conveying or securing title attached, 
and l)earing at least two well known signatures one of which must lie that of a 
recognised banker or shroff himself a elient of the Imperial Hank of India; pro- 
vided that the (•otnmcrcial pa]ipr declared lo be eligible as security against the note 
issue of the Imperial Hank of India shall be taken in the bc«)ks of the hank at the 
actual purchase iiricc and no more. 

This provision of th« I'l^servo introiiiu-cs two grci'it vhiing«.*s of a radical kind in the existinji; 

(1) Instead of tho fiduciary Reservo bciii^ a fiml (pinntity which is judged to 
rcprc*4Ciil ininimuiii recpiirciiicnts of the iiuhlic in lh« matter of paper currciiey, and, therefore, 
the notes covered hy that portion nio.st unlikely to he ever presented lor conversion into specie, 
we have fixed it as a [iroportion of the total cirnilatioii, thereby, allowing the issuing authority 
a direct interest in the increase of the nob? issue, ;m the inlcnist derived from ih(?fie securities shall, 
under the provision of the next section, he regarded ordinarily as the normal incoirm of tin* Bank. 
This principle as well as the proportion of the fidueiary Reserve is in accordance with the Bahing- 
toii-Smith reeommendationR. Tlie action taken hy the (jiovcrijnicnt of India in this behalf Inw 
already Ix'cn noted. This is a valuable i'onee!if<ion, representing a gift of Rs. G crore piM- aiiiium 
nearly to the Bank, and I am not sure if a wise rinancier >\ould not make the Bank share its 
adventitious gain from the monopoly of tin? public credit vested with the (jovcrnmenl. The 
seeuritieR, however, must lie the securitirs of the ({overnnu-nt of tndia, or of the corporations wink- 
ing under the authority of the (Iovernment of India, or hy their very nature regarded as bodies 
with a semi-puhlie character. This will render it impossible for the Jhuik to invest any ])art of this 
Reserve in foreign securities. (2) But the Bank may hold a fair piojiortion in the Iwst kind of 
foileign RiH'iirity, viz., th(‘ trade hill of not nnne than six months' duration ruid jepresenting a 
genuine deal in goods. Xo object will )»e gained in preveiiling the Bank from having a part of it.s 
Paper R(‘serve Funds invested in such foreign seeiirities. as there is really no danger in such hold 
ings, and as the Bank will presuniahly luive. to imike ennaiderahle remittances on account of the 
(ao\einmeiit of India hy way ol iiici ting the. Home Charges from tamo to tinn?, it may ipiitc ])Ossihly 
he advantageous for the Bank to have such Bills wdiich it could realiso in Kngland. The Bank 
would come to do a g(M)d deal of exchange business in this way: and would probably finance a 
rcspcctahlc proportion of the foreign trade of India. With a branch in England and the principal 
foreign cmintricR with which India may have trade dealings, the Bank would he able to obtain 
practical monoiioly of the loreign trade finance?. I see no nwison why tlio Imperial Bank of Tndia 
should Iw kept out of the Exchange hnsine.s.s, since (n) Exchange business ought to lose all its 
birrors under a stable, currency .system, (h) since the ('iovernment of India would lose the greatest 
advantage of having such a Bank if it does it« unavoidable exrhaiige business itself instead of 
doing it fic(% of charge through the Bank, (c) and since the Bank doing Clovcvnmeni cxehangi? 
business, might m well do private financing in matters of foreign trade, particularly as such n 
c/)inhnmiion in one hand WT>nld admit of a gi'cator utilisation of all rosourccs, public, us well as 
private, for the faeilitK?« of trade. It would, however, be a nieasurt? of the prudence of the 
managers of this institution in so far as they ®o restrict the foreign holdings of the Bank as not to 
make tho Bank unnecessarily susceptible to world crises. T would suggest that the holdings in 
foreign paper should not exceed at any time 20 per cent, of tho invested reserve 

ThiH .nensure brin^ the Paper Currency into direct and immediate contact with the trade 
The «ank may alio be entrusted with the purchase of bullion on account ci 
eyrtem ^ ’ operations will control and regulate «ie entire curreni^ 
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62. The interests and other income accruing from the securities held as 
reserve against the note-issue may be (ronsidcrcd as the normal income ol‘ the bank, 
and be available for the purpose of declaring a dividend, wliicb shall at no time 
exceed ten per ciMit. on the total paid up cajiital of the. bank. 

63. The bank shall be exempt from the payment of all stain)) and other duties 
in respect of the note issue, in exchange fur a luni)) sum |)ayment of ru|)ces ftfteen 
lakhs a year; provided that this e.xemiition will not ain)ly to the income tax or tax 
on the prolits of the bank or any other tax by whatsoever name known whiidi falls 
upon the recurring income of the bank; but shall include the lax on immovable 
property owned or possessed by the bank. 

64. The securities held in reserve against the notes in circulation shall be 
held at the head ollice of the bank aforesaid. These securities may at any time be 
sold in open market ,or converted, or redeemed, or renewed, by the. general manager 
under the authority of a resolution of the Iward of directors s|)ecilically passed in 
that behalf; and the proweds of the securities thus sold shall be employed as 
directed by the resolution aforesaid. 

63. 'I’he total prolits of the hank, from whatever source, accruing, shall, after 
ailequately providing for all the regular ex[)enditure of the Hank, including 
income and other taxes, ])rovision for su))erannnation and other similar allowances 
or funds for the eiiqiloyees and the required reserves, be dis|josed of as follows, 
namely : («) In declaring and |)aying a dividend on caj)ilal at the, rale not exceed 
ing 10 per cent, on the nominal, paid uj) capital of the bank; and (/)) the balance, 
if any, to lie divided equally between the |)ro|)rietors of the bank and the llovern 
ment of India, after a sum not exceeding 23 |)er cent, of the net i)rolits has been s(?t 
aside for reserve. 

Tlui imrposii of thc«c secl-ioiis iW-s not. nml comment al. any 'Ilie limitation ol‘ llie 

dividend to tt?n per cent, iifc most ifi a dc‘vice to provenfc the Ihink from dpvt'luping iinweleomo 
iondcncicft of profit-carniiiR ai the expense of pnhlie henetit. If the Ihink n;ets mort! as tli.* 

result of these provisions, and it is exjmeted that it will, th»*re is no reason why tin* hem'lit of this 
increased profit should he <uijoy<'d exclusively hy the i»roprietoiR of the Hank. Kven though a 
eonaiderahlft portion of tlie capital of the Hank may have hcmi ))rosi(h‘d hy ihmn, a not ineonsidev- 
ahle portion of the total capital of tht: hank would he held l»y the (Jovt rnment. The ^^uMicral t r uling 
public cannot appreciate the advantage gained by a rednclion in taxation due to ihe (ioveriinicnt 
obtaining such additional ineoine from it-^i trading and indii.strial vimfnres. Tiny inu^t gp|. flu? 
advantage to which they arc fairly entitled in the shaim of a low rale of diseonnt and .'irnple 
capital /aeilities, which the various e^mccssions implied in these seelions would ipiite easily plaec 
at tin? disposal of the Hank. 

Ihe exciiifition from Stamp Dutie.s is a matter of adininis(ratiM> convi'iiienee which is to a 
great extent off-set I ly the obligation of an annual lump sum payment. The retenfion of inopcity 
and income taxe.s is to Iw jnslifietl on grounds of jiiihlic policy. A eori»oialion of .<uch c.xtra- 
nrdiiiary privileges cannot hut he math' to share the tax hmd«‘ns of the general pnl>lic at the sanc' 
rate as the ordinary private trader or hanki*r. Still these prt»visit)iis wouhl mean snlK-tanlial eon- 
eessioiis to the Hank. Tt must be addt'd that the tax on excess issue heyttnd the aulhorisetl amount 
IS in addition to the ordinary income tax. .Finally the holding of the securities in India at the 
head ofliee must he eonetriied to apply only to tlie si'e.iirities which hy th. ir imIiii.- are capaMe of 
fueh holding, and not to such other seeuiities as the tradi* hills which must ne e.ssiiri ly he held 
in the hranehes whether in India or oiit.side India. 

fiO. An ammnt showing tlio amount of interest nr profit aeeriiiu;^^ on the 
securities lield as pjirt ol the preserve under this act tind the t^xpcMisi's and (‘liar^es 
incidental thereto shall he published annually hy the «;cneral rnanai^cr of Ihe hank 
and he placed before tlie Legislative Assenibly of India. 

07. A depreciation fund of 5 jier cent, of llu* tntal re.serve held in the shape 
of securities shall be formed out ol the total income from tliese sei nrities and sliall 
l)c set apart for the purpose of niakin}^ «jood any hrs.s to the reserve sustained by 
the depreciation of any security. No credit shall he allowed to lie taken hy the 
bank for any a})preeiation of any seenrity. 

The provision to avoid loss hy a smiden depreei.-il ion of fht; sreiirif itYt in Ihi' Ue.‘;ervi* will 
ordinarily apply to the novernment .sceiiritie.s yielding ;i n.xml inteivsf, hut m.iy ijuile inissihJy he 
of practical importance' in the ease of coirimereial reeurilics in ihc event of a criNis and w ide-isp l ivid 
failures. The insistence' on a fixed rate of deprc'cafion may not seem i|iiiti> advisaMe, and il may 
perhaps he Wltcr to leave the actual percentage to he thus set aside lo the disc relion of Ihe Direc- 
torate of the Bank. Credit need not he allowed for appreeiation, which, however, if of a 
permanent kind, may strengthen the position of the Hank indircelly. He-ides, the ])rovision 
regarding the right to dispose of the s«eurifie.s at a favoiir.ihh' moment will enalile the I’.aidv to 
reap the advantage from a reasoiiahly stunid appreciation of any permanent M*eiirity. It is nuieh 
more likely however, that in the event of a permanent apiuceiation of its credit Oovc-rnment may 
Hcek to convert their obligations of a liigher rale of interest inlo those, carrying a lower one, no 
that there would he no real advantage, to the Bank. Tn any east', it w lo he most sincerely hoped 
that the management of the Bank, in the exercise of the wide powers enfrusted to them' for the 
honofit of the public shall not allow themselves to he tempted and he led into sfiecnlation in Ihes? 
securities which would be of the utmost danger to tlie conimonwiudlli. Perhaps it would not be 
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for tiu* ( iovoi'Miiirnt of liuli.-i to ipiilato wil.h the Rank Oiiit no porfioii of its Mriiri- 
lii'S held h.v the .Rank as liewerve. aj^;aiiisf. Ihe note-; shall he sold, except with the consent of the 
( iovenimirnt, or I hat al no iiiue the Rank will hold less than si fixed propoition or sinnaint of the 
Reserve in the seeiirilies of the ( Soiernmerit of India. Tliis Knnd lor di preeisil iiiii of s-eeiirit ies 
innst, it nisiy he sidded, h- held sijiart from the ordinary reserve of the R.isd<, and he trsNited 
fcparately. Tlie Seeliun is <dlent sis to the form in which it should he hehl ; hut it may he saiil that 
it would he sijj^ainsi tin* nature sind nhjeid of the provision if this special fund i^ also held 
in the. form of securities liahh* to deiirecisitioii common in tliis country suul so well known to our 
hankers. This portitni of the Act is haseil on llie similar provisioiir; of tin' Kedeial Reserve Act, 
thoiJiili, e*f conr.se, siwin^ to a rsidiesil difference, in orffanivat ion, the lanj»iiaj?e. csiiinol he identical 
The ohh\nslioii on tin* note lieinj' an ohlij^sitiun of tils'; Dank and not, of tlir* flovernincnt as is the 
( ase in the Kcdcrsil I! erve Notes of fin \S.A., we csninot of course include jill the provisions for 
lln^ witlidrawal of ll c-ollalcral for t notes in cxelianue fsir the notes, or the creation of a 
epocial n'deiiiption fund, or the peinilties on Ih iiieinhcr hsinks for cashing other haidis’ not<;s, A’C. 
Rut we think some tsueli provision for ensuring eimtract ion of tlie notes in limes of easy money 
ought to he made under the well known conditions of alternating seasonal HncI iiation.s in the 
demand for eiirreney. Th'*re would he involvei indeed, an increased expeinlitnre to the Rank if 
the indcs are to he desl royeil when returned oj riot wanted: hut perhaps that «‘X)n'nse would not. 
have heen incurred in \ain if this arrangeiinni helps, a« wi; helie\<‘ it will, to slahilise prices in 
the (siuntry. Resides, as the plates For the notes will he kept ia*ady ciigra\«*d, thc'ia* would he no 
appr.ciahle delay in the su[>ply of new note-:^ when wanleil hy tlie puhlic. 

()8. An abstract of the accounts of the ])apcr currency operations of the 
Imperial Jlank shall he made and published in (ho Clazotte of India four times a 
motnh, showing (I) the total amount of the eurrency notes in eircnlation ; (2) The 
amount of coin and bnllion reserve, distingnishitig gold from silver and coin from 
hnllion, in the case of gold; and .showing separately any amount not actually in 
the hands of the hank hnt in (raiisit and considered as jmrt of the rescu've; (3) The 
nominal value of the |»rice paid for and the market jndee of (he securities held as 
pari, of the reserve, showing .separately securities of commercial kind; and 
distinguishing between .securities of this latter dcscri])tion held in I iidia and those 
held outside linliji. as also those held by the head olfice and those in the pnsst'ssion 
(d' the branch oHicc.s. 

(it). iVotcs of the rm|)erial Bank of India in the hands of the head oHices or 
any <d‘ the branch olliccs of the said hank shall not i)e considered .as lawful money 
for the pnrptisecd’ reserve ro((iiired to beheld against the notes in circulation under 
the provisions of (hi.s Act. 

70. ICverv hr.amh oflice and every agent, with the exception of the chief 
!)rai!ch oflicc in ii province or in a foreign country, shall immediately return to the 
head oHice of the hank aforesaid, all notes is.sued Iw the said hriiiicli against eligible 
commereial ]>aper and returned to the hraneli on tlie maturity of the discounted 
paper and its payment by the party concerned in lawful money. The head ollicc 
shall either destroy the notes so rctnriiod and against which there is no reserve, or 
the fiortion of the reserve covering tliesti notes has automatically ceased to e.xi.st. 
or rcis.siie them against acceptable money or .security. .\ ma.igin of u jier cent, of 
the total notes issncil to a hraiK'li and circulated through that hraneli may he 
allowed to he held hv that branch as till -money for the branch. 

Tlirsf sfctiims :irt* an attfiiipt to living alinut an automat ir voutiMftioii of flu* ruifo-issui* ,ts ainl 
wlnMi III'- noed for ainnulant currency (lir;af)pear.s. It. is madv llu; intvirst of tin*, agtmls an. I 
liraiiiii luaiiagrrs iml to k«*4*p notos of a fureign rirrlo in |ln*ir Inind.H li.mgov llnni they can help. 
.\ii(l .•L"; tin* notes are not. allowfd to he regarded as portion r»f the Reserve, then; is in> reason whv 
the Rank should continue to keep them in eirciilaiioii when no longer wanteil. In normal limes 
this provision would he not very important in practiee, hut it may he ipiile useful in period.s of 
trade activity and depression. 

71. .Anyone who po.sse.sses. without lawful excuse, the plate or dies from 
which the notes of the rmperial Bank of India are printed, or is found to bo in 
possession ot the stamp of the signature to he impressed on each of the notes i.ssued 
hy the Imperial Bank o| India, without lawful excuse, or in anv'' way is prosecuted 
Iiefore a, presidemw magistrate or a niagistralo of the first class for the offence of 
forging, counterfeiting, or uttering a forged or counterfeited note knowing it to 
be so forged or eonnterfeited ; or aids or abets any one in counterfeiting or uttering 
n forged or counterfeited note shall, on conviction, he liable to a fine of not exceed*^ 
iog five hundred mohnrs for the first offence or iinfirisonment for not more than a 
term of two years with hard labftnr, or iKith. at the discretion of the magistrate 
trying the case. Anyone found guilty of any of the offences detailed almve, more 
rhan once, shall, on conviction, he liable to a sentence of transportation for life. 

Tti.!S.> pidvisioiw nro. the orditiiiry siifognards against tlio criminal leiutcncies of mankind In 
India after nearly »i.\ty years of experimenting with a iiole-issue there has been found very litt'e 
re.uson tn make the law against forgers, A-e.. a savage one awarding draconic imnishment. Besido’s. 
the fear of punishment, hardly deters the criminal. He thinks never to he caught The best wav to 
provide against, this danger would he not so much hy making the law rigorous, though of course 
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that cannot bo lost sight of; but by taking tlio grralr^'t imssibic [irocaul ions h)r tin* miIo ko ‘inng 
of tlic instruinonls fui* tlu; priniing ami o.MM-it ing of llu*s«* notes. 'Mu* paper, tlie cb-sign, tin- 
r.tiiubcring, llio signaturo sliall all !»»• so anangeil um lo lean* tin* bsist p•)^silll.• room lor sn 'li 
offorjces or leinplat ion. I’os-ibly lln* \eiy pi‘iuting »il Ihene note s niay ba\e‘ to be iloni- in tin’ 
preseruH*. of and on tbo premises of llu* Imperial Ibink autliorilles, in^leail ol :tl tin* feo\ermiieni 
Press. We would int^isl on lll(^ metes being ni.ide and ex.e-nted in India insteael, as is tie* pn-fenl- 
praetiee, of being sent out from Kngland. 


PART m. 


'I'liE Impf.kial Hank ok India. RK.bATioN to tiik Note 

()kuanisatk»x ok India. 


IssrK \ND PfOOlKNrY 


in tlio following sections relating to the organisation «>f tlm Imperial Hank, and the eondnct el 
the note issue and the nianagi-ment of ])ublie ri.*miltaiiei«, reserves and b.il.iiiees, we shall astaim.- 
ib eoiistitiitioii for that institution in li;irmony with the Iniieiioius entrusted to it ul. the kind 
lie re outlined. 

72. The lOiistiUitioJi of thf Iinpcrial Smik of India, its diivi.tioii and 
niunageineiit shall bo provided by an imperial Hank ('barter Act to bo spooiaUy 
passed by the l,ej![islative Assembly in India in that behalf siiljjoct tti (lie lnllowinj’ 

goneral priiit:i])Ies, namely ; (1) The bank aforesaid if a. private, eorporation 

wliosc capital is required to be .stdiscrilied to by private imlividtials, shall allot 
fully paid shares to the State of not less than one-third of tlie total authorised 
capital of the bank in exchange for the bullion and eoiii reserve now held by the 
(Jovernment of India against the notes now in circulation, or such other securities 
of a like nominal value as may he prescribed by a resolution of the l.egislative 
Assembly specially passed in that behalf. (2) The (loverumeut of India shall he 
entitleil in virtue of their proprietoiship in (lie l):mk to nominate one third ol the 
directors of the hank aforesaid on a recommendation from the Legislative 
Assembly either From among the oHieers of llie Tinance neparlmcnt of the (Jovern- 
ment of India, or the members of the l.egislative As.scmbly ami tlu? Council of 
State, or any other nou-ollicial persons or bodiiis at the discretion of the (Jovernment 
of India. And these directors appointed by the (loveriimcnt of India shall vote 
in accordance with flieir judgment, or the directions of the (lovernmeiit of India 
specially i.ssned to them on a particular (jnc.stion coming before the bank director 
ate for discussion and disposal, (il) That the Finance Member of the Coniu il of the 
(jovornnient of India shall be r.i-officio jiresident of the boanl of directors as well 
as of .sueli committees of the board as may be appointed from time to time to deal 
with the (lucstion of the increase of note issue, purchase of bullion, management 
fd‘ new loans of the (Jovernment of India, manipulation of the invested reserve 
again.st the pajier currency, and all .such other qiu'.stions directly aIVcctiug the 
juiblic at large. In such matters tlie president of the hoard (»r the committee shall 
have 51 casting vote in addition to the ordinary vote as a member; and .shall have 
tlie right to po.stj)one the decision by a minute of dis.sent pending the orders of 
the (Jovernment of India or a resolution of the Legislative .X.ssemhly on (lie point 
involved. In matters not directly affecting tlu* public iiitcre.st (lie president of the 
board .shall have only a casting vote in theewent of members being eciiially divided. 
(4) All olliccrs of the bank afore.said in any way concerned with the maintenance 
or management of tlie iiole-issne and eireiilation shall he appointed by the director 
ate of the hank subject to the .sanction of (he (Jovernment of India. Officers (Ims 
appointed shall have all the right.s, obligations, privileges, and duties of public 
servants in general and shall Ik* subject to the (Jovernment Servii-e Regulations. 

'riu'Si' arc all pn»visii)!is iiisfvlcil to giiaraiifcc tlio rnfuliict nf Die Dank mainly in pnlilic* infer, ‘sl 
c.ven though the (•orixjration is largely owned by the iiri\alc capitalisls. Tin* (diarfi-r Ail slnmld, 
wc think, make some provision for iiuixiinum siihscripl ion Ibat can be inadt^ by individuals or 
(corporations lo the (*a])ital of the Dank, in order not to give a preponderant voice to any singb* 
individual in the conduct of tin' Hank. It. should also piovide against the rnaxinniin bolding of tin? 
stock of the. Hank by a single individual firm or eoin])ariy, .^o a.s to guard agfiinst the Hank 
hocoTiiing a prey to a group of (*mMncii*rs. We liavts however, provided for ji pow’er of velo in iln^ 
hand<i of the official I’reKident of tho Hank to meet excejitionai eiiiergeneies wIhm-i* Ihr interests of 
lh(‘ Hank may lie one way and that of the public another. Kor a prcMu-dent fm- sneli powers we 
must ri'.fer to th(^ constitution of Die Reiseli Hank of (b*rniany, where the Iniperial (^liaricellDi- i.q 
made the (‘X (dficio president of the Hank Directoriiim, and is given similar power.s. The position 
njlld privileges of jiublie servnnts accorded to Die .selected oflierrs in Die Dank is diir to tho 
character of their functions, as much as lo the need for some good inducement to compelent men 
to aeeept service under the Hank, even though it may not he (piite .so well paid a.s in .similar private 
institutions. The capitjil to he provided by the State is only one out of several possible altcrna- 
tivcfl; but wo think the principle must he accepted that .som(> portion of the Hankks caplkil rmi.st be 
provided from the public purse. The activities of Die Hank otln*r than commercial ffhaneing, are 
not specifically provided for in these sections, as the whole of this Act Is drafted primarily with 
nn eye to Currency Beform. This does not mean that w'e are indifferent to the work of such an 
institution ns an Agricultural Bank or an Industrial Hank. Theno matters are discussed in the 
part dealing with Banks and Banking. 
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73. Tlie functions of the bank aforesaid shall include, subject to the pro- 
vi.sionsof the Bank (Charter Act, the following, namely : — p) ^ discount Indian 
rupee trade bills malnring within the maximum period of six mottths subject to 
a minimum rate fixed from time to time by the board of directors of the bank. 
(2) To rediscount gold trade bills bearing the endorsement of another bank or 
.shroff or one of I be clients of the rniperial H:vnk itself .subject to a minimum rate 
ri.\e<l for Ihe purpose by tbe dii’cctors of the bank from week to week. (3) To make 
interest bearing loans subject to the condition of a minimum rate of interest 
pre.scribe(l from time to time by the directors aforesaid on such security as may lx> 
permitted by the Bank .Act. (4) To buy and .sell gold bullion in India or outside 
India subject to the provisions of this .Act and of the Bank tHiarter Act. (5) To 
accept dc])osits on interest subject to a minimum day to day balance being main- 
tained by the de])ositor and allow interest for the same at a rate prescribed by the 
<lir(!ctors aforesaid; and to accept deposits without interest up to any amount 
liable to be withdrawn and not le.ss than one week’s notice or on demand as may 
have been specifically agreed uj»on Ijctween tbe bank management and the 
deymsitor. (B) To receive valuabk* goods for sa fe keeping with or without a charge 
as pre.scribed by the directoi-s from time to lijnc. 

Thrsf functions an; aninn^st (linsc dirfdl.v hcariiif^; upnii tlic currency system, 'rhey do not 
cxeliido other fiinc.t.inris siicli as servint' an (iovcrnmciik Ihinkcr, receiving:; and paying monies on 
accoiintf or upon the orders of competent authority from tiu; ( ruverinneni, managing (Jovernment. 
dcl)t(rt and loans newly issiit'd, holding ( iovio niiient lialanoe« and re^terve.^t, and dis -harging all oili ’r 
functions that a State Hank may lie expected to discharge on hcluilf c»f the Oovcrnmeiifc. Tt will bo 
for the Hank flharter Act defining the ctnistitulion and functions for the Hank more minutely to 
lay down thc.se and various other analogouf^ prnvisions in full detail. In this Act it would he out 
of place to rmlmily all such provisions: Imt. \\c may indicafi* ?neh as arc indispciiKahlc for the. 
proper working of the sysitcin licro outlined. We might have included more specifically in the fore- 
going section the provisions about the inanagement of the (-iirrency, hut it follows from the ])ro 
'■ision.s ifi the second part of this Act and need not he repeaietl. 

74. Snhjeitt to the provi.si(ins of tlic Hank Charter Act, the hank aforesaid 

shall open branches as follows ; (I) Wherever the necessity for the issue of 

eurrency notes ref|uirps a hr.anch, i.c.. in every town in India with a population of 
fifteen thousand inhabitants or more: or in every town which is the beadquarters 
of district administration: or the capital of a province, or Native State, or the 
junction of twf) railway linos or more. (2) And .shall have accredited agents 
appointed luider the antb(trity of tbe board of <]irectors of the bank in every village 
wbiib is the beadquarters of a sub divisional odii'e. or the place with a separate 
post office and tel(‘graj)b office of its own, and is not included in any of the classes 
mentioned in j)ara. 1 of this section. 

75. The branch managers shall be apj)t)inted by tbe <li?'ectors of tbe bank 
subject to the apjmtval of the (lovernment of India. 

7B. 'I'he brjincbes and agents shall forward to the head office every day by 
telegraph .after business hours an abstract account of tbe balance in hand, in coin, 
or bidlioii, the amount of notes held in hand or i.ssnod tbrougli the branch, and 
such other information as may relate to the note system of the Imperial Hank. 

Uiuler these provisinns there woiilil Ijc instituted neuil.v li\e huiulre(J luaiiehes .and ageneics, 
possibly m;iny more, iiiid will thus iiffonl India ;i proper Itanking sy^stem. The country parts of 
India aro cM-n ik>\v pructic:dly witlmui any banking nicililirs, wltli tlu; rrsull. lliat- tlu* usurious 
moneybmdi r (brives on tbe ignoraiire tif misfortune of the agriviillurist and the artisan. And even 
in tbe lowiis fbe aviiibibU* banking favilitins are eonfinod only to tbe rielier and more, advaiieed 
elapses. No reform of banking in India will la; eonsiden?d complete which omits to provide for this 
crying defect of our financial organisations; and we cannot, therefore, be cpiite content to ficcept 
the proposals of the Presidency Hardx Amalgamation Act of a hundred branebw for the Impcri.il 
Hank of India. If the Hank is to do all the Government business, and at the same time afford all 
the hanking faeilities to the public, at large, there must he a more ambitious programme of branch 
i.xUuifiiuu than as so far been contempbaed ; and if the expenses involved in having independent. 
branchi'S in out ol tin* way ]il;K*es are not likely to he met from the hiisincBs obtainable the ideal of 
Relf-Rufficiency iniist he held hefon; every branch manager- there would he the Agencies wliic.h 
would within limitR afford the same facilities as a liraneh would. Possihly the Bank Charter Act 
would make a. (list im*! ion biMwcen the relative t^t-atus of different hranches, e.g., provincial chief 
hranehi'S or first and eeeoiul cbiss hra-ni'hes; hut we are not lu*rc concerned w'ith such distinctions. 
The provision for submission of an account of daily operalions relating to the Currency notes is 
within the province of this Act; and may he necessary to keep the diroctore informed of the state 
of tile Hank business in every part of tlie empire. The foreign branches arc necessary .for exchange 
luisiiiess, which we trust will he done by the Hank in ever growing proportions, and the number of 
Riich hranehes will not he needlessly re.s(.iiet4>d. The dutii*s and functions of such branchexs will 
have to he specially i)rovided for by the Gharter Act, and we here add some specimen of the pro- 
visions, which, in our opinion, ought to ho inrliided in the Charter Act. 

77. There shall be established a branch of the Imperial Bank in London 
which shall be regarded as being the head office of all the branches the Imperial 
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Bank of India may deem fit to open in the various Eurojn'an and other countries 
for offering exchange facilities to the Indian trader with tlnw I’ountries. Such 
foreign branches shall be frcti to do the business ordinarily transacted by the head 
offices and brandies of tlie bank in India, and subject to the provisions oi this Act. 
In particular tlic l,ondon branches shall transact the following business, 
namely: — (1) Selling drafts on India either by way (d‘ rediscount from other 
bankers, or, directly from the customers of the iiomlon liranch, or from the public 
at large, at a rate announced from time lo time by the London branch as the 
minimum rate for the purpose. (2) 'I'he rediscount of sterling bills if necessary 
with the Bank of Kngland. (II) Heceiving deposits from its cu.stoniers in Kngland 
at the current rate of interest for such deposits in I'higland subject to sui'h 
conditions of reserve as may be |)rcscribed by (he board (»f directors in India and 
the rules made umler the provisions of the (’barter .\ct or this Act. (4) Borrow- 
ing for short periods from the Bank of England or <»ther joint, stock banks in 
England and lending money for short terms on such securities as may have bwn 
prescribed by the Iniard of directors subject to the provisions of this or the Charter 
Act. (5) The flotation of .sterling loans on behalf of the (lovcrnment of India in 
the name of the Sccrotary of State for India in (’ouncil. ((>) The management 
(d‘ the balances of the (lovcrnment of India in England in addition to such (»ther 
business such as buying and selling of gold or silver bullion as may be prescribed 
for the bank in India and may be specially ordered by the diivctors to lx; carried 
out by the London branch. 

78. 'I’he London ami all other foreign branches of the bank aforc.said shall be 
governed under the provisions of this Act by a manager ajjpointed by the directors 
in India aided by a council of tlirw members .selected from among the mo.st 
imjjortant customers of the foreign branch or its ollicers, including the chief 
accountant of the branch, the secretary, if any, and the head ( ashier. 

For H lung tiino to come liic l.ondon hniiich would be tlic iiiusi iiii|iiirliiiit foreign br.-iiicli of ilii- 
n.'ink; find it would, tliercforo bn neoen^ary to la> d.iwii it.s funnliojiK and conslitiilion morn 
minutely than would be. neoessjo-y in tlie ease of olber fon'igii bruiiebet,, tiiougb Ibe New York 
linnch, if one is o)>ened, may in llie near future prove (piile as iniportanl. The liranch nuisl be 
administered under llie provi.sions of this and ihc liank i liiirb r Art hy tlie manager, who (.light lo 
have some assistance in deciding more iioporlaiit (pieelions of policy io an eiiieigeiiey when il 
would not he possihb; to obtain instruct ions from the liead olliee in India. 

The price wliieh the Imperial Itaiik would pay in India for .sb rling hills will lo a large extent 
he governed hy the llaiik rale in Kngland coupled nilli the rate of e.vehiiiige hetween India .ind 
Kngland, and not he the same as the locil rate for Indian hills. 'I’he Hank in India by ofFeriiig 
(onccseion*, upon the competitive market rate, for such hills will he in a position to induce tlie 
exidiange and other Hanks to re (li.seount their steiliiig paper with the Imperial Hank. The said’ 
may lie done with regard to Ihc' trade* hills on or from ictln r eoiinlrb'- hy means of hraiiches in 
lho.se countries. The Impeial Hank will not he tin' loser, liine the I’.aiik rate in ICnglaiid is ort-'n 
lower than (he Indian rale for rupee liillcv particularly in busy .seasons, and the dilTerenee in tin- 
rates would repniKent llie gain to the Imperial Hank. 

75). 'The Imperial Bank of India sball help to ccoiiomi.so the use of metallic 
curreney in India by introducing all devices calcubited to and in the attainment of 
tlii.s end. 

80. 'I'be Imperial Bank of India shall nndertako to remit money free of 
charge for its cn.stomers between tiny two places in India wlietlier or not the party 
to whom the money is remitted is a eiistomer of the Imiik jit its betid oflice or any 
one of the branches nr agencies jirovitled alw'tiys thtit the btuik slitdl be at liberty 
to prescribe any sneli eonditioiis as to a minimum btdance of deposits, etc., which 
may be deemed fit by the hoard of directors of the bank. 'I'lie .said bank .sliall also 
undertake to collect snb.scriptions for newspapers, premiti for riisiirance (’om 
panics and similar other payments due to its regular customers and reenrrin'^ 
periodically free of charge subject to siicli eniiditions about a minimum balami" 
etc., as may be imposed by the directors of tlie bank. 

81. 'Fhe bank aforesaitl sliall undertake remittance bnsine.ss lietwivn distant 
places in India on aceoiiiit of persons other than tin* rt'gular enstomeis of the bank 
at a charge which .shall he lower by fifty per cent, ol' the miiiiimmi charge now 
made for similar bnsine.ss )»y the post oHice under the beading nf money orders 
subject to such conditioii.s as lo tlie minimum sum iTiiiitted, etc., as may he 
prescribed by the Ixmrd of directors in that behalf. 

82. The Imperial Bank may require all its customers to domicile the bills 
receivable by them with the hank and make all hills payable by them through the 
agency of the bank and impose such conditions as to the miujuiinn balance in this 
behalf as may seem fit to the directors of the bank. 
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Those provisions am an aU^inpt to iiilrodiieo the facilities offered to its cliente by the Iteisch 
Ihuik in the shape of its “ Oiru system of tr.insfiTs and the so-ealled postal cheque.** On the 
c-oiitiiKriit of Europe these dcviceti are (piitc well known, and have been pronounced to have proved 
successful by coiiqieteiit authorities. In this country we sliall need more urgently than any peoph; 
..II the, continent of Kurope, some sueh means to overcome the agc.s old fondness for specie, in al! 
daily t raiisaetion^;. 'Po the Rank sueh a hiiKiness would mean eonsiderahle economy in the use of 
iho inniu-y material and great latitude in the matter of its rese-rve. lly merely making the neces- 
sary cut rifs in the hooks of the hraiiches alT«‘eted the Rank could do the n’luiltanee husincMi lor 
India alnm^l entirely, the extent of wliiih we (‘aiiaot estimate from any data of the post olliee remit- 
tances to-day though even that is not inconsiderable. Resides sa.virig the trouble of counting and 
testing coin, and avoiding the danger ot liaridliug many .sums i>l‘ mom-y, as well a.'? the loss from 
int.(M'est. during traie^it, the Rank will indirectly secure the great advantage of having a guarantc'd 
inininiuiii ut balances being always maintained wilJi ii tree* of interest, as the p(s)plc desiring 
transfer lac-iJities will he hound to keep their pre.serihed halanee. As in times of crisis people 
want nothing so much as facilities of traiisl'er. the Rank, thanks to these halaiices, would he a))hi 
to Jiiako loans oven fr«>iji the enrroni- acccaint dopexsits. 'I'lio Hank may even insist that no money 
can he withdrawn in eash tinm llie Rank by its <‘Ustonu‘j‘ for purposes of making ])>iyn)eiits in aR 
those cases where the Rank s ^rransfer System would suHif'c. ()nly for his own immediate use, a.s 
fur example for fioekct-money during a long journey or for small domestic e.xpeiiditure, would 
#he eii.stoiuer lie permitted to withdraw any ca.sh from Hu* Rank. TJiis system, if adopted Iiy the 
other Ranks as regards their customers, and assi.stt'd by a widespread system of clearings, w'ould 
hell) more than any oflier device in India to iTonuinisc the use of specie. 

The. grea.t (*xaiuple ot a successful ^rranster Sytilcm is provided by ihi* Reiseh Rank of (Jermany 
and the hunks associated with it in the clearing house, ruder the Rei-eh Rank Act this institution 
wa<i obliged imieh in the same wuy as Iho foregoing sections oblige tlu‘ Indiun Imperial Rank to 
fa.eilil.ute the trunsfer business of the (lermuii Empire. The Reiseh Rank found the condition oi 
paying x tax for increusiiig it.s note i.ssiie very onenais and found no good compensation in 
inli'rewl hearing deposits for the withdrawal of Trii'il Eiinds, A*e. As flu? cush brought in by 
encouraging transfer luisiness can he regard.d as gooil covei- for llie notes, there was a direct 
interest given to the Rank to stimulate that de])artmeiit of its a4*tivities. The depoesitor avail.^ 
bimsolf of the transfer facilities, signs a copy of the printed regulations of the Rank relating U\ 
the Transfer business, and then oi)ens a traiisIVr aeeomit at a hraneli or lioad olliee of the Rank 
with :i “ balance ” which may he afterwards increased bv further deposits, by tiansfers from other 
eunent or transfer aceoiiiils, and by adjusfinent of transactions between the Rank and its 
customer. When a tran^sfer is desired the Rank pmvitles two piiiifed forms of dilTireuI tint, 
one wliite which is ii.seil for the withdrawal of the. sum stated in eash. the otlu'r red wliieli will 
involvi* only a honk entry and no parting with cash by the Rank. The white transfer form is made 
payable to the customer himself or a named pciY;oii or hearer: the reil oin* to a named person only 
and is not transferable in its turn. 'Phis is used almost ox’eliisively for dlsl.ant Irafinactions. 'Plie 
Rank requires a miniiiium halanee for the transfer account v.irying from l.UOn mark's to several 
tlioii.sands according to the amount of business. To the ilepnsitor the transfer facility is allowed 
free of charge: hut to the non-depositor a fsm:ill fee is levied, which, however, is greater than a 
.‘iniilar charge made by the Post Olliee, a.s tin* Rank doe.s Tiot wish to interfere with the postal 
’tmsine.ss as regards the transfers of small sums. As the Reiseh Rank has branches all ov(‘r 
(b'rinuTiy, and as it is in intimate eoutaet of (iermany through the central clearing house of 
Rerlin, tin* transfer husinet-s fieeures the greatest pc^s.sihle eefuiomy in the use of the ])n‘cious metals. 

'Phe foregoing sections, as already observed, are h.ised on tliis model vvitli the necessary eliangco 
owing to the difference in the conditions of the two countries. Wc Inive reawni to lu lieve that the 
economy induced by the«e measures of the Imperial Rank would he iiiueh gi’ealcr than could he 
Fcciired by any <*xlension of tbc iheque system, wliieli for al le.-ist a generation will not be suitable 
for the great majority of Hie Indian people who are iinahle to sign llinr own name.s or understand 
the nature of a elieqiie, while these Iraie-fm- forms can be readily uiideistniid by Ibe most illitente 
I'er^ou owing In difference in lint and sneb otber devices. 

The Dirci •tors of the Rank will nece.ssirily have to make rules to pifivide for the alleslation 
of marks made by illiterate depositors in lien of signafnre, the minimum halanees, the colour of 
paper used for dislant transfer for <‘ash or hook transfers. 

8:1. Tlu' lin|M‘ri;il Uiuik sliall publish an annual account of its operations 
^ivinjjf details of the dilTcrcnt kinds of bankinj^ business allowed under the pro- 
visions (d‘ this Act fir of the Hank Charter Act. toj^elher with a review of the 
salient fealnres of the year’s hnsine.ss: and shall submit the same to the (’ommittee 
of Supervision const if nteil under the authority of the next Following section. 

84. A Committee to he calle<l the (k)mmittee of Smxirvision over the 
Imperial Haid< of India shall he constituted by the (loverument of India, and 
.shall ((tusist ol’ not more than seven members, three of whom .shall Ix! : the Finance 
Memlxjr and the .Memher for liidiistries .•uid Commerce in the Executive t'ouncil 
of the (Jovernor (Jeneral and flic Fitiancial Secretary to the (Jovernnumt of India; 
and the remaining four ihosen by a resolution of the I .egisiative Assembly from 
among its members and outside i'xi)erts representing Indian C/oinmerw atid 
Indnstry. 

83. 'I'his (V)mjnitf.ee shall con.sider and rej)ort upon the working of the 
im|)erial Hank of India, with spix i.il reference to the issue of currency notes, and 
all other business incidental thereto; as well as the use and extent of the transfer 
system, the purchase and sale of bullion and securities, for the currency reserve, 
and the of)erations in this l)ehalf of the foreign branch of the Bank. The 
Cfunmittce of Sujwrvision shall draw the attention of the Bank authorities as well 
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as of the Legislature to any evasion or breach of the law, and shall furnish 
explauatiun on any doubtful point of law which shall be authoritative for the 
Bank and binding upon the Bank. 

86. The ('onimitUie of Supervision shall be entitled to ask the Bank tu open 
new branches in places specilied by the Coiniuittee, to suspend existing brandies, 
to add to or diminish their jiowers, to write olT bad debts, or realise depreciating 
securities, to suspend, censure, or advance any ollicer or servant id' the Bank. 

After providing for tlio coiisl ilul iuii of thii Jijuik, tlu'rf will si ill In* sonif ncc-r^sity lo 
{mother body to sec that the working of the bank, is in aecoiilanee witli ilie li»w ; :iml that if any 
IcssoiiB {iro to be dra'ixed from the prciiliiir iVaturc of iiny parlu-ubir year lln-y diall nnl. la* ignoiiMl. 
The supervising body licru proixmcd not incivly n pf>sl til)it inslitulion, inii a ««)nmiittrc lo 
control the Biink or advise it in iniporlafit parliciibirs. It« nit'inlii'rsliip and lAcn'-r.il pouers ;irr 
a siillicicnt indication of llio fact that the body is expressly cst.'ililislicd to ilwil lln* l»ank N\ork-'< 
in public interest, and is not b'd away from this eoiici^pl ion of its iluiics l»y iuiy P inpl.ition'i. VV»* 
have followed in pju t tin? niod<*l of the Federal llesin ve lliwud for llu- i niislll iil loti and ptoxei^ 
of this body, anti in part ihc ronsiitiitioii {ind fuiiclions of the “ Itireklni iuiii ” -\!ui 

“ K II rat or ill 111 ” of the JlciM'h Bank. 'Phe-'-e jaiwtus ina\ iml lu‘ tpiile adi-iiualc in .-ii-t'oinplii^li iIk? 
end in view; but in that catsc the {U’kiiowlcdged dclieieiicy will be in;idc up by an amending .t'-l 
passed by the Legislature. 

87. The CominittcHJ shall appoint a number of oxamiiicrs, not owwling one- 
tenth in number of the total branches of the Imperial Bank of India, and one 
additional examiner for the Itrandies in eaeli foreign couid.ry. 

88. The Examiners shall examine the operations of every Braru h as well as 
the Head Olliee and every Agency of the Imperial Bank, and "shall have j)ower to 
make a thorongh examination of”alI the alTairs of the Bank. In condneting such 
examination the examiner shall lia\e power to examine any ollicer or servajit or 
agent of the branch on oath, and after the examination the examiner .shall make 
a thorongh and detailed report to the Sn]XM’visi()n Committee. Such examinations 
shall take ])laic at least twice a year; hnt no date shall 1m* fixed in advance for tile 
examination, provided, however, that llic Snjiervision Committee may direct at 
any moment a sjM’cial examination, to he held of any branch or agency of llie Bank 
aforesaid. 

89. The salaries of such e.xumiucrs shall he pai<l from the current revemies 
of the Imperial Bank of India ; but the Examiners sliall be regarded in all resjiei-ts 
as the offieer.s of the Government of fndia. 'riie.se examiners sliall be apjioinled 
by the Committee of Supervision, and .shall not Ik* removable from their ollice 
except for jiroved misconduct and upon a resolution of (be Ix'gislative Assembly 
specially passed in that l)ehalf. 'riie salaries of these examiners shall Ik* fixed by 
the Committee of Supervision subject to the approval of the iK'gislative Assembly. 

90. The expen.ses of the examination, including the t ravelling charges of the 
examiners and their lialling and other allowances, shall he charged upon the Bank 
and shall be governed by the Civil Service rules in res])ci‘t of these i*harges. 'I’lu' 
examination provided in this and the foregoing .'jedions shall he in(le|)einlcnt 
and exclusive of such arrangemenis for the audit of tlic Bank accounts as may 1 ki 
made by the Bank its(*lf or Ik^ required under the provisions of the Bank Charter 
Act. 

91. Any manager, director or other offuers of tla* Bank olTeriiig any gratuity 
gift consideration of any kind ((> an examiner and convicted in a projier court, 
of this offence .shall Im* punishahle by line not exceeding .otM) molmrs and .shall he 
liable to dismissal from the service of the Bank and declared unlit for any apiioint 
inetit under the Governnient in any other l)t*{)artnient. 

'riu'sc provisiuiiG have also been bormw.'ii f'rom (be Aiiiericiui legislal inn nii Ibi.s subjrcl. .\ 
sysiein of iiulepriuli'tiL iinexpecP-il, rigiii, exaininat inn, cai rietl nul by cniiipelrMl nlliccrs, in im wav 
connected with or dependent upon ibe Ibiiik, imisl Im* regJirdrd as I lie besi gujirAnlt*«‘ ov pro]u*i* 
working in practice. Tin* Coniiniltce of Sup«*r\ isimi will giiidr ihc gt*iu liil pnlicy nf the inslilu 
tioii, but (‘aniiut enter into details. The iiienibers will not be all eonipeleiit to iinderslaiitt and 
(iiWusH the technical points involved. They will find their best aid in tin* r.xjiniiiu-i ’s llepnrf, wbii-li 
will Ik*, made after a thorough inspect inn by {i eniiipelent persmi of all the bnnks, jiapi r.s, vtuicbc' s 
and the offieers ennneeted with the institution, if necessary, nn (jalli. This s.\st«‘in lias prndne«*d 
excellent reaRults in the I'nited Slates, and there is no reasmi t«> dnnbt that .‘similar results will 
be produced in India as well. 

92. The Charter granted to the Bank under the Charter ,\ct. and embodying 

the privileges mentioned in this Act and others detailed in the Charter Act, .shall 
expire ten years after the date of the coming into effect of the lir.st charter; hiii 

shall be capable of renewal by fresh legislation whicli may change any of the 

provisions relating to the administration, supervision, and examination of the 

Bank, and its branches; as well as the right of the State lo lx* reyiresoiited on the 

Board of Directors by a prescribed number of official directors, us well as the share 
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of the State in the prolits of the Dank, or the tax on excess note-issue, or the 
taxes on the movable or immovable pro{H*rty liehl or owned by the Bank, or the 
stamp or any other duty payable by the Bank as a lump sum or any other con- 
tribution to the public Kxchc(pier, pnivided that the provisions of this Act relating 
to the note-issue, the transfer and remittaiu^e business, the purchase and sale of 
gold bullion, in connection with the pafier currency, shall not be altered except as 
provided for under this Act. 

I liMVf I'X pressed iiiy viow fhiit it would In* dosirnldt* niaki* such :i ci)nsiderahi« 

(!ori)or;ili()n iis fho Tinjierial Bank of India a (.‘oinplfttcly f^ovornincnt monopoly. The provisions 
here aro tlie logical conse quence of the compromise accepted, paving tho way for a gradual 

national isatitui td' thr Bank jmmI- its actlvilic«. The revision of tin* (Miarlcr poriotlically will U* 
desirable as much in the intcresls of the Hank as in those of the public, wince at each revision thd 
Bank would olitain an opportunity to represent any special hardship in the working of the law 
which may he remedied. 


APPENDIX 43. 

Statement submitted by the Bengal National Chamber of Commerce. 

(1) fs the time ri[)e for a solution of problems of Tiidinu currency and 
exchange by measures lor stnbili.sation of the rupee or otherwise? 

Indian currency and exchange is intimately connected with English sterling, 
and now that the latter has regained its pre-War parity with American dollar 
and other gold coins of the world, and that England has returned to gold standard, 
and that condition of the world trade has become almost normal, it iv? time to, 
solve the problem of Indian currency and exchange. 

ft has been proved by |)ast experience that mere stabilisation of the ru|M!c 
without gold standard and gold currency will he of no avail. The present gold 
exchange standard is more or less a mismmier, l>eeause it has failed to maintain 
the tokcti character of the rupee*, which, iiKstcad of deriving its purediasiFig [)ower 
from the sovereign, has Ix'come inde|)endent of gold, aiul soven-eign is sold in 
terms of the rupee. A sovereign, which could be purchased at Us. 15 in the 
j)re-War days, ro.se abejvc Bs. 20 during tho War, and now it is available at 
Jls. 13 0 0. The (Jovernment has fixed the value of the standard (U) in terms 
of the token (rupee). But the statutory rate has failed to induce people to 
exchange the standard (.sovereign) in terms of the token (rn[)ee), nor has it lieen 
able to issue the standard in exchange of the token. This failure on the part of 
the (lovernment has given rise to a suspicion in the mind of the people. Had 
the pro])orti()n between gold and silver remained constant it would have l)eon 
quite immaterial wbetber we uso<l gold or ^silver. But this coidd not be, as there 
were appreciations and depreciations of gold in terms of silver and vice versa. 
The ris(; of silver beyond melting point led the Babingtori-Smitb Committee to 
lix exchange at ‘is. rate, which caused India a loss of alxait 35 crorcs of rn|)ees. 
Had the (Jovernment been able to maintain the token cbaraeti'r of the rupee by 
issuing and accepting sovereigns in the ratio of I to 15, als it was in its contem- 
plation in the pre-War days, fiidia would not have kvii forced to tho critical 
position of 2.*;. exchange, losing thereby such a large amount as referred to above. 
There were four eommittoes (Hersball, Eowler, Cbamkrlain and Babington- 
Smith) in the course of three decades, but no stability couhl be reached .simply 
lx*cause they laboured under wrong nifaumptions lea.di%g to wrong conchmons. 
The arguments that India does not like gold and tliat if given .she would aksorl) 
gold coins do not hold good. In this connection the (Jornmittee would like to 
(piote Professor Caiman, and what the Chambi'r addressed to the Secretary of 
the Chamberlain Committee in 1919. The Professor says: “It seems much 
more likely that silver owes its position in India to the decision which the company 
made before the .system of standard gold and token .silver was accidentally evolveil 
in 181(5 in England, ami long before it was understood, and that the |X)sition has 
been maintained not becansi; Indians dislike gold, but Iwcanse Europeans like it 
so w'ell that they cannot Vn'ar to part with any of it.” With regard to absorption 
of gold coins, we would repeat what we said in 1919: “It is no doubt to the 
intcrc.st of India if she would absorb gold iiiins which have ready markets outside 
India than silver coins which have no such ready market. The eagerness with 
which gold coins are now absorbed in India will, it may he reasonably presumed, 
disappear when the people will find the gold coins always and everywhere readily 
available in exchange for currency notes and other token coins. The commercial 
and educated classes prefer to use currency notes in place of coins.” An 
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arraiigtiinent, under which currency notes c«)ultl be e-Kchanged at par t'or gold 
coins, will go greatly to stiniulato their circulation. In England, where there 
is gold standard and gold currency people like to manage theii’ work through 
notes, cheques and bills. Only a nominal j.)crwmtage of. gold is in actual circula- 
tion there. Under the circumstances it would be pro|)er to introduce gold 
standard, gold currency witli the circulation of gt)ld notes, to stabilise rupee in 
• the ratio of I U) .15, our gold mohur being nuule equal to the sterling in weight 
and lineness, .ind to put a stop to further minting i>f the silver coins, and to throw 
the mint open to the coinage of gold. 

(2) What is the comparative importance of stability in internal prices and 
in foreign exchange? 

The stability of internal prices <lepen<ls nj)on so many factors that it is 
impc)ssiblc to create an i<leal stability by manipulating the internal currency and 
varying the exchange rate, so that lluctuation of worhl prices may iiot influence 
internal prices. By having the gold standard we shall attain stability in 
exchange rate and the [)rices of those commodities entering into foreign trade 
(import or ex|)ort) will move according to the world ])rices, and with them other 
conunoditics will move in sympathy. But the movement of world ])riccs is 
naturally slow, and 8y)reads over a limg time, and gives less uncertainty than the 
movement of exchange rate. 

There cannot lie stability in India unless she adopts gold standard and gold 
currency, with fixed ratio between her gold mohur and silver token riqjee, as 
almost all the countries with which she has trade relation enjoy gold standartl 
and gold currency. The stabilisation of the Indian rupee in terms of gold will 
tend to bring the prices of her agri<'ultural ])rodncts on the same level with those 
of other countries which have gold standard, and itnprove the condition of the 
agriculturists and other ])roducers. 

(3) What are the etToi-ts of a rising and a falling rn])ee and of a stability 
of high or low rupee on trade and industry, including agriculture and on national 
finaiKie ? 


Kising or falling rupee disturbs the normal condition of trade, industry and 
national finance. 'I'he iuh'rcst of agriculturists is also afl’etded in proportion 
to the rise or fall. The rising rupee favours inqx)rt, no doubt, but leaves every- 
thing U) speculators, iK'cause there is no knowing whore it will .stop. It 
encourages transfer of ru])ce capital to sterling or other foreign currency in the 
ho]ie of reconvert ing the same to rupee at the time of falling rupee or in permanent 
investment in foreign countries. It serves as a bounty on foreign g(K*ds, and 
deals a crushing blow to indigenous industries which are forced to com|)ete with 
cheajxjr foreign go<ids. Tt makes the payment of sterling charges easy and 
foreign remittances remunerative, but ex|)erience after the Bahington -Smith 
statutory rate has shown that the immediate gain is nothing in consideration to 
ultimate loss, as stated above. The falling ru])oe. on the other hand, im|)edes 
import and encourages export, but here also s|)ecnlation reigns supreme, there 
being no knowing of its destination. Tt requires more rupees to (li.scharge 
sterling obligatioti, causing thereby a deficit in the Budget. 

Stability of the rui.H‘e will hel]) bona-fit/r trade and make commerce more 
secure, but the evils of nigh or low exchange, as have lunm showm above, will be 
a continuing ob.stacle, and will tend to ruin the country in either way. So it is 
Ixist to have gold standard, as there will remain no cliance of rising or falling 
exchange except within the specie points. 

(4) Tn relation to what standanl and at what rate should the rupee he 
stabilised, if at all? 

When should any decision as U) stabilisation take effect ? 


In view of what has been said above, the rujHHi shonhl be stabilised in 
relation to gold standard at the ratio of 1 to .15, our mohur being made etpial to 
English sovereign in fineness and weight. This will make calculation easy: our 
one anna and the English penny will be equal in value, a thing with which the 
merchants of both the countries are well acquainted. The gold coin may Ixf made 
of some other denomination if considered fit, so long as Be. 1 is imidc (‘(pial to 
7 5334 grains of fine gold. » 

• This deiiision may be given effect to as soon as possible. 

(5) If the rate selected differs materially from the present rate, how should 
transition be achieved ? 

So far as foreign exchange is toncerned there will Iw no difficulty, because 
our payments and receipts will be in gold, and there will not be much fluctuatiou 
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in the rate of exchange. In internal curreuL V the rate of conversion and recon- 
version of gold and silver coins will remain the same. 

The Committee of the Chamber, therefore, recommend that gold currency 
be introduced in Jmlia without delay, and that the mints of India be oj^ned to 
the free colpage of gold of the denomination of lls. 15 (mohnr) and JRs. 7^ (half- 
mohur). 'I’lic further minting of rupw sltould l)e stopjH'd. 'J'he contnd of the 
paper currency may be given to the Imperial Hank of India, the ctmstitution 
of which .should l-ie so changed as to admit of effective Indian control. 

(6) What measures should be adopted to maintain the nn)ee at the rate 
selected ? 

If gold standard and gold currency be introduced rupee ■will be reduced to 
its real token position. It will lose all its im])ortauce in relation to foreign 
exchange. * To keep it tvell within its proper sphere (as internal token currency) 
[irovision will have to be made for easy conversion and reconversion of gold and 
silver coins, so that the people may be impressed tliat whenever they will demand 
gold they will get it. 'I'his sense of security will prevent them from always 
asking for gold in excliange of silver coins or gold notes. To facilitate circula- 
tion of gold the st(‘rling securities in the gold standard reserve and the paper 
currency reserve should be realised at once and kept in India in liquid gold to 
suj)port the convertibility of ru|K!es and notes. There will lx; no harm if the two 
separate reserves be amalgamated. 

(7) Should the gold e.\change standard system in force before the War be 
continued, and with what rnodilications, if any ? 

In view of what has bt'cn said alxive, gold exchange standard in any form 
must not be continued. 

(8) Who .should lx; charged with the control of the note issue, and on what 
principles should control or management be transferred to the Imperial Hank of 
India, and, if so, what should be the general terms of the transfer? 

In almost all the civilised countries J)f the world the task of issuing notes 
has bet;u taken from the (aovernment and vesU'd in the soundest bank of the 
country. The Hank of England is the model. It is in intimate touch with the 
(jovernment of (Ireat Hritain and at the same time owned by shareholders and 
managed by representative governor.s. The Iiujxjrial Hank of India occupies a 
unique position. It may be given tbe power of issuing notes, but not until its 
constitution is changed as emimerated above. iVnd then it should have two 
.separate departments, the banking department and the issue department, which 
should kiH;p accounts entirely separated from each other. The banking depart- 
ment will not lx; allowed to borrow from the issue department without proper 
security. There should not be any fresh manufacture of money by the issue 
department to feed the banking department. In times of acute stringency the 
Imperial Hank may lx; given imwer to lM»rrow from the issue department agaimst 
socui-ities at a reasonable rate, whicdi is to be fixed by the (lovernment. Then; 
should lie more Indian element in the directorate of the diff(;rent circles of the 
bank to hxik to Indian interest. 

(9) W^hat provisions should ho nuule as to the hacking of the note issue. 

A good .system of lujte issue has two fundamental and canliual princ.i])les, 
viz. - 

(1) Elasticity, and 

(2) Convertibility. 

Precious metal and coin will always facilitate the is.sue and circulation of 
notes. 1’he portion of invested reserve should be fixed. 

(10) What should be the facilities lor the encashment of the note issue? 

To lacilitate encashment of notes there should lx; an issue department in all 
the head and branch offices ot the lm|x;rial Hank of India. Arrangements may 
also bp made with tJovernmemnt Treasury oflii-es and post offices for the encash' 
inont of notes. Easy encashment will in’erease circulation of paper money and 
contraction of metal coins. 

(11) What shiuild be the policy as to the issue of notes of small value? 

'Phere should be no issue of notes below Rs. 5. 

(12) What should be the policy as U) the minting of gold in India and the 
u.s(‘ of gold as currency. 

Mints should lx; open to coinage of gold. As the minting of sovereign in 
India would require Rtjyal Charter so we will have to issue mohiirs of equal value 
and weight with sovereigns and half-wwereigns. 
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(13) Should the obligation be undertaken to give gold for rupees ? 

It should be the policy to issue gold cf)in in extiiange of silver currency. 

(14) By what method should the remittance operations of the (Jovernment 
ol India be conducted ? Should they be managed by the Imperial Bank of India ? 

The sale of (Council bills and reverse (Council bills should be stopped, and 
the remittance operations may be managed bv the lm|)erial Bank of India under 
condition mentioned before. 

(15) Are any, ainl it so what, measures desirable to st'cure greater elasticity 
in meetijig seasonal demand for currency? 

Should any, and it so what, conditions l)e presci'ibed with reganl to the issue 
of curremy against bund is? 

There shoidd 1 h' no i.ssue of currency against linndis. If I here be gold 
standard and gold currency the problem of .seasonal currem-y will probably lie 
solved. 

(10) Should any change be made in existing nictbods for the purchase of 
silver ? 

1'his question would not arise. 


APPENDIX 44. 

Statement of evidence submitted by Mr. H. Stanley Jevons, M.A., I.E.S., Pro- 
fessor of Economics in the University of Rangoon. 

Assuming that the questions sent to me indicate the subjects on which the 
Commission is most desirous of having an expression of opinion, 1 shall group 
what I have to say as answers to the questions, and add a few s))eeial remarks at 
the end. My views on certain aspects of the Indian currency system were expressed 
in my book, “ 'I'he, Future of Exchange,” publi.shed in 1022 (Oxford Ibiiversity 
I’ress, Bombay) It will bt; convenient to curtail answers to some (*f the questions 
in the questionnaire by referring to this book, references being abbreviated (thus 
F. E., p. 1«). 

2. Question (1). In iny opinion the time is rij)c for stabilising the rupee in 
terms of gold; but I deprecate hasty actioti on the report of this Commission, as 
on the report of the Babington-Smith CommitUH*. 'Ihere is now the opportunity 
of establishing a national currency upon a permanent basis; and I think the 
public and the Assembly are entitled to the advantage of an ample iHu-iod for 
discussing the (kmunissiou’s report, with the evi<leuce sxd)mitted. before any 
action cominitting the country to jv change of policy is taken. 

3. Stability of Ejochanye or of Prices. I regard stability of excimnge as 
being of pre-eminent imiMirtancc for foreign trade (F.E., ]>]). 1S3-5). Tlu^ vol 
ume of trade is reduced by uncertainty of exchange, transactions showing a small 
Tiiargin of profit by estimate being abandoned. The |)ossibility of imdcing con 
tracts for future sale of bills or reniittaiue is a .second rate jmotcctitm of the 
merchant. At the present time many exporters have lost- or will pi-obably lose 
about a farthing in the rupee, if not more, because lh<*y fixed forward I'ontracts 
as far back as August, when it was generally anticipated that exchange would 
rise to l.s*. Td. by December. 

4. A great and .sudden fluctuation ol prices is certaitily an evil; but a 
fluctuation in the normal cour.se of the busine.ss lycle, as in the {Hfriod 1S2;) to 
1914, has .some healthy influencesj c.g., it increas(;s the capital fund ol the country 
by enabling unusual profits to be accumulated and invested, though 1 admit, that 
a great btxjiu of trade is unhealthy and leads to much waste of ca|)ital. ^ It max 
be that in times of rising prices and optimism new enterpris('s which will provi; 
sound and remunerative are undertaken which would never be nndertak<m with 
pric’cs remaining always at a dead level. The gain to the labouring i‘las.ses is 
important. The eeonomu; history of the nineteenth century indicates that each 
wave of prosperity (every seven. 10 or 11 years) meant rising wages, followed by 
a rising standard of living. The resistance of the working ('lasses to a dcciease 
of the standard of living in each wave of depression of trade has U'd to the 
skilled working classes being able to raise their standard of living very consider- 
ably It is quite (xanx^ivablo that, had prices not b(?cn subject to this cyclical 
fluctuation, tJhe wages and standard of living of the .skilled workers would have 
risen less in the last hundred years. 
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5. Serious eooiioiuic results arise from secular movements of prices upsetting 
the relations of debtor and creilitor, tenant and landlord, and so forth. The 
secular movement of prices may continue for 26, *30 or 40 years. No one can 
assign any deliitiitc limit to the extent of such a movement. India has already 
suilered from one secular movement of exchange during the period qf depreciation 
of silver from 1H71 to IhOO. It would .seem .highly undesirable to mlopt the policy 
of stabilisation iif prices in India, when that might involve the continuous secular 
movement of exchange without any foreseeable limit. 

(i. It apj)ears to me that a very strong argument against India undertaking 
a policy of stabilis.ation of prices by means of a fluctuating exchange is the dis- 
couragement this gives to the movement of capital. There are still enormous and 
most protitable openings for the investment of capital in India both under Govern- 
ment control and private enterprise. It is a benelit to India that the supplies of 
ca})ital available in the country should be largely supplemented from abroad, 
providing only that no unfair monopoly is given to or created by foreign concerns. 
'I'he risk of any fall of exchange is quite sutlicicnt to deter English investors from 
purchiKsing rupee securities otherwise sound and attractive. 

7. Tlie foregoing objections to a policy of stabilisation of prices should be 
interpreted only as an objection to an isohated effort by I ndia with this object. I 
should be in favour of India becoming a party to any international convention 
which might be established for the purpose of regulating the creation of credit 
money with a view to obtaini.ng an approximate stabilisation of world prices. 

8. As regards the effect of a rising or falling rupee and of stability at a'high 
or low rate on trade and industries, I may refer to my book, “ Money Hanking 
and Exchange in India,” Ghaptcr XVlll and E.E., (Iha])ter X. I should like 
to add that Mr. It. F. Madon* has tried to show that the prejudicial effect of a 
high exchange on Indian industries does not extend only to the jjeriod during 
which an exchange is rising, and during a. short j)eriod thereafter, during which 
j)rices, wages, etc., are IxHoming adjusted to the new Icvi'l, as commotdy su])])osed. 
lie points out that mills and factories are burdened with overhead expenses 
representing commitments made when exchange was at a lower level and the 
price of the produce comparatively Ivctter. Me points out also that it is not easy 
to rcdu(‘c wages, even though the cost of living be slightly reducetl. This is 
undoubtedly true as regards skilled workers, and the recent strike of the Bombay 
mill workers is another fact that goes to support what was previously known to 
Ik* the usual experience. Mr. Madon is probably correct that up to a (K^rtain 
percentage of its cost of production, including normal profits, the mill company is 
more or less permanently burdened by the ri.st? of exchange, ]M*rhapR on 30 jxr cent 
or so of its cost of production. This is one amongst several strong arguments 
against any attempt to establish exchange ou a. rate of 2.s-. gold ; but, if there is in 
conUmiplation a change by 'id. only, this amount of burden on the existing indus- 
tries is small in comparison with other components of the cost of |)roductiou. 1 
do not, therefore, agree with Mr. Madon that a fixed exchange at l.s. (»d. will place 
any serious j.)ennancnt burden on the mill industry, 'riiere would be no such effect 
upon newly-established industrial uinlertakings which made their investment of 
capital with the advantage of the higher rate of exchange, and pre.sent prices of 
machinery. 

9. Questhm (2 ) — Standard and Hate . — The world seems inclined generally 
to go back to the gold sfandard. All countries which have recovered from 
depreciate<l paper have adopted the gold standard, paper being the principal 
currency actually in circxdation, but being exchangeable into gold theoretically 
for any fnirpose, l)ut imactically for exj)ort puryKKses oidy. Gold must undoubtedly 
continue for at Ica.st another half-century to U* the principal means of settling 
int(*rnational indebtedness, until some form of international credit currency may 
be brought into circulation. I am of opinion, therefore, that India should take 
measures which will bring her into line with the most advanced countries of the 
w'orld. 

1 0. This would be achieved by putting India definitely on the gold standard, 
the rupee being defined as a certain weight of standard golil, and all paper money 
and silver rupees being merely repre.sentative of the standard gold coins. As 
stated iru)re in detail below, I think that a gold 10-rupee piece should be minted in 
India to an unlimited extent; and be issued in exchange for gold, weight for 
weight, that is, free of charge for mining (debiting cost to profits on rupee 

* B. F. Mailnii, “ Exchange Falacies Exi>OBe<l on India’s Exchange Problem,” P»rt II, pp. 13'J 
and 14f). 
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coinage), ao that gold might come into circulation so far as the people desire it. 
Silver rupees and half-rupees would remain uiilimiled legal tender. The system 
of currency would thus be similar to that of hrance before the War or the United 
States. 

11. The rate at which the ru|)ee should be thus stabilised should, in my 
opinion, be Is. (W. In other words, the rupee should be deiined by law as consist- 
ing of 9-24558 grains of standard gold; that is to say, 847512 grains of line gold. 

12. My reasons lor advocating stabilisiition at 1.y. 0^/. arc : Exchange now 
stiiiids at li-. ; and it is obvious that (lovernment can keep it indolinitcly at 
that figure by further issues of notes against sterling securities whilst the trade 
balance remains favourable, or by sale of the sterling sccuritii's of the !*.(’. K. 
and (t.S.R. in case the balance of indebteihiess liecomes unfavourable. 1 recom- 
mend the rate of Is. becausti there will be the least disturbiuice to trade and 
industries by making permanent a rate which has already lieen operative for 
several mouths. That rate is more satisfactory than reversion to the rate of 
l.s’. 4rf. on the ground that it gives better protection to the currency system against 
a rise of the price of silver, which is by no means an impossible contingency with 
the ever-expanding use of silver in industries, in which photograjihy has wider 
and wider applications. To raise exchange to 2*-. would have a very dejiressing 
cITect upon industries and agriculture, and the lowering of the general price level 
which would result must operate (piite unfairly on debtors and tenants. 1 regard 
the 2.'(. rate as being outside practical politics. The disadvantage of the l.s-. Or/, 
rate is that the ru|5t?e would not then be an aliipiot part of the sovereign. Tfence 
it would not Ik? advisable to make sovereigns legal tender, fn substitution for 
sovereigns there would be minted in Imlia 10 ruix'c gold pieces of the same 
fineness, and perhaps five-rupee pieces. T see no objection myself to demonetising 
all the sovereigns now in India, as they an* not in circulation. If, however, the 
Commission should think it essential to make .sovereigns legal tender in India, 
this would, in my opinion, necessitate the fixing of the rate of exchange at l.v. Hr/., 
so as to make the sovereign worth lis. 12. 

13. QmHion (51).-- The raising of the rate of exchange to l.s. 8r/., if carried 

out immediately, as it could lie, by contracting the paper currency reserve, would 
have a further depressing cITect u]:xin indiKstries and agriculture, though not, of 
course, to anything like the extent which w'ould be caused by raising excliange 
to 2s. lly waiting for a general rise of priix's throughout the world a rise of 
exchange to Is. Hr/, could be effected without lowering jirices in India. The rise 
in other countries would simply not take effect in until exchange had 

reached and been stabilised at l.s’. Hi/., when any further rise of prices outside 
India would have its effect ujxm Indian jirices. A rist* of world prices will 
probably not be deferred beyond 1928. In the ordinary course of the business 
cycle (trade cycle) ])ros|)eritv of trade and rising prices may be expected during 
the years 1928-1930, for reasons which I have given in “ The Kuture of 
Exchange ” (pages 115 0). 

14. Questions (4).- (</•) To maintain the ruiKHi at a rate stdeeted it is only 
necessary to sell sterling securities of the IM'.K. and (ES.R., and to reduce the 
paper currency circulation by the eiiuivalent amount. 'Phis deilation mu.st lower 
prices in India and have a steadying effect on exchange. 'I’he deflation ncce.ssary 
to maintain exchange, if carried out in consultation with the banks, cannot have 
the effect of inducing a financial crisis or other serious results. 'I'he bhnks shouhl 
be cautioned to ado])t the policy of discouraging extensive intlation of credit 
during a |jeriod of 2 iros|»erity and rising prices. It is the over-exjiansinn of bank 
credit, as well as of the pafier currency circulation, which makes deflation so 
uncomfortable a process. If the banks should not, in fact, work harmoniously 
with Government it might prove difficult to maintain exchange; and it is for this 
reason that I think there ought to be a considerable amount of gold in circulation 
in India, and that gold should commonly be held by joint stock banks as jiart of 
their, cash reserve, which is not now the practice. 

(6) As regards the future of the G.S.R., I have already (“ F.E.," pjj. 
216-20) advocated the abolition of the G.S.R. by fusing it with the P.thR. There 
Would thus be an addition of something over 50 crores of rujiecs worth (at l.s-. 6rf.) 
of sterling securities to the P.G.R., which would bo utilised, to pay off an 
equivalent amount of rupee securities held in reserve. I cannot see that there is 
any object in holding any rufiee securities in the raserve, except to fill up the 
gap remaining after taking account of the metallic portion, and the sterling 
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securities and bills of exchange. It apjiears to me that the G.S.ll., whether 
maintained separately, or fused with the r.C.E., must be utilised in the same 
manner. Existing as a separate entity ruiices must be locked up in India out 
of circulation to the amount equivalent to the reverse sterling ilrafts drawn on 
that reserve. If notes in circulation were locked up the effect would be precisely 
the same as if silver rupees or gold were transferred frcjin the I'.C.ll. to the 
(l.S.U. in India, the equivalent of the notes necessarily being cancelled. It 
would not be good practice to utilise the proceeds of sterling drafts on the 
G.H.li. as a loan to Government revenues in India, for this would leave the 
currency at the same volume and produce no deflation, hence the effect uj)on 
exchange would be purely of a momentary character. 1'he phenomenon oliserved 
in 1920, when the circulation was not contracted to correspond witli the sales of 
reverse councils, Avould be repeated on a scale ijorresponding with the circum- 
stances. 

15. It may be objected that if the pajx?r currency is necessarily reduced by 
the amount of the sales of .sterling drafts, the deflation wbuld lie too rapid if the 
demand for sterling drafts were fully met. Too rajnd a deflation might put 
banks in diflimiltics. Tlie best reply to this is that the cirnimstaiitos would 
necessarily have to be closely watched at the time the deflation was Ixdng carried 
out, and if tlie pressure on banks seemed to be Incoming unduly .severe the notes 
cancelled on account of sales of sterling drafts could be, to a certain extent (say, 
25 to 40 per ix*nt.), replai-ed by notes issued against commercial bills of exchange, 
or against Government of India securities actually purchased in the stiM'k market. 
I regard the actual purcha.se of existing securities in the open market as prefer- 
able to the i.s.sue of Trca.sury bills to the currency reserve, i.c., the “ created 
securities.” 

16. Metaflic Portion of P.C.R . — This may l)c a convenient place to state 
that, in my opinion, the permanent constitution of the P.G.K., as defined by the 
Act of 19^, requii’ed an unnecessarily large backing for the note issue. Even 
assuming rupees 12 crores of notes is.sue<l against commercial l)ills, the minimum 
holding of gold and silver w’ould still lie over 45 per wnt. of the total circulation. 
It is difficult to fix a minimum which does not make the ordinary holding too large. 
In view, however, of the increasing use of jiaper (Uirrency, csixcially if one-rupee 
notes are re-is.sued, a minimum metallic holding of ‘.10 pxm cent, of the total circu- 
lation, including the issue against bills of excliange, ought to l>e sulficient. 

17. Question (5).- 1 think the control of the note issue is best left us it is 
for the next 10 years at least. 1 am altogether against transferring to the 
Inqierial Bank the sole right of issue of notes in India, such notes bearing only 
its own promise to pay. The quantity would 1x5 enormous in a few years there 
might bo 200 crorcs outstanding. This liability completely overshadows the 
banking liabilities; and if, as in central banks of the Continental model, there 
were no .separation of the banking and issue dci)artments, a heavy drain of rutjccis 
or gold for eiicaslmient of notes, much less than tliat whidi occurred in 1918, 
would .shfike confidence in the stability of the bank, and lead to heavy^with- 
drawals of deposits. Government w>iu1d be forced to give a complete and’ 
unconditional guarantee of the bank’s liabilities. 

18. There would be less risk if the bank had a separate issue department 
on the model of the Bank of England, closely regulatecl by law, and makihg a 
separate weekly return like that of the present currency department. I uiil, 
however, to see where the advantage would come in. If it is supposed that 
handing over the management to a bank W(»uld lx a safeguard against inflation, 1 
would reply that a situation which would lead a Government to inflate its note 
issue would almost certainly cause it to demand accommodation from its banker. 
No central bank could rcfu.se to meet the dire financial needs of a Government 
in difficulties; indeed, we have seen in Germany and France how the issuing 
lM)wers of central banks are legally extended when the exigencies of the financial 
situation demand it. 

19. The burden of managing a huge note issue ought not to be thrust upon 
the Im])erial Bank without most carelul consideration. I w’ould venture to 
suggest that the members of the f'onuniasion shoidd make themselves familiar at 
first hand with the very intricate business carried on in the currency offices of 
Calcutta and Bombay. The work connected with forged not (58 and false claims 
on damaged notes might prove troublesome to senior bank officials, who would be 
responsible, though not normally attending to details. 
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20. If the transfer should be made it is essential, in my opinion, that the 
notes be issued by the biiuk on behalf of (iovornineut, the onus of paying tliem 
resting on the (Government. Some oHi<'er of (Government would Ijave to audit the 
work of the bank <rontinuonsly in its issue dejairtment. No regulations could be 
framed as to the backing of the note issue, unU'ss the i.ssue department was 
distinct from the banking department; that is to say, no regulations which Avould 
not imjMide ordinary banking business. The home remittance business must be 
transferred to the bank if the management of the paper tairrency is transferred, 
because there must Ik* a common policy with the India Ollice in the side of rupee 
drafts in T^ondon or purchase of sterling in India in times of favourable l)alance 
of trade, and likewi.se in regard to reverse councils. 

21. As regards the policy as the issue of notes of small value, T think 
the more the use of small notes is popularised the hi*tter. The issmi of one-rupee; 
notes has ceased on account of the exi)onse of renewal. On this point 1 would 
like to make two suggestions. (1) The cost of printing may be reduced in the 
following ways : {a) by rcdiui^ng the size t)f the note to 4 in. by 2.1 in.; (fc) by 
having no printing on the back the picture (»f the reverse of the rupee is not 
necessary; (c) by omitting the numlx'r, which serves no useful ])urf)ose on small 
value notes. Each series of 100, 000 notes could l)e luunbered on the plate itself, 
and that would be siiflicient for accounting pur])o.ses. Silver rupees are not 
numl^red. (2) The standard of cleanliness adopted for the one-rupee notes is 
unnecessarily high. In the currency offices notes are withdrawn for destruction, 
though ordy slightly soiled. From what f have been able to ob.serve, T shonhl 
say that the .same stiindard of cleanliness is aimed at as for the five and 10-rnpce 
notes. Tf it is con.si<iered that the prevalence of dirty notes in circulation facili- 
tates the pas.sing of forged notes, T would suggest experiments being made with 
the cleaning and fundgation of dirty notes at currency offices. 

. 22. The one-rupee notes were certainly very jMipular. and should, in my 
opinion, be issued again. For about three months after the cessation of is.sne of 
one-ru])ec notes was announced T made a habit of observing with what form of 
currency people made small ])ayments in .sliops. post offices, railway stations, etc., 
in Rangoon. My estimate was that among.st the middle cla.ss and clerical cla.ss, 
whether European, Hurmese, or Indian, over 00 per ('cnt. of payments of .sums 
between one rupee and 10 rupees were made with one-rupee notes, and less than 
10 per cent, with silver ruyMvs. The books of 2;) one-ru|)ee notes, bound in .i 
cover, which were formerly issued, were a gre.at convenience. T am .sure well-to-do 
persons would be willing to pay something extra for having this i'onvenience, 
and T suggest that a charge should be made for such liooks of .‘inionnt equal to the 
cost of the note forms in the book and the binding. If tlje books wore issued 
through hanks only there would la* no didiculty about collecting the charge of 
!J or 4 annas per Imk)!?. 

23. Question (G). .\s T have recommcinh'd .above that a rupi'e defined in 

gold should be the standard coin of India. T am stronglv in favour of gold coins 
of .10, and perhaps five. ru|K*cs being minted in India. One ndnt only need 
undertake the minting of gold, preferably Eombay. It is^ perhaps, w'orthy of 
remark that the objection of the British Tre.a.sury to the coining of .sovereigns 
in India, which ha.s been adversely criticised in India, is easily intelligible, ffir 
it was not proposed to establish a branch of the Royal Mint in India, as in 
Australia, and gradually the gold currency of England might have come to be 
composed mainly of sovereigns coined by the Goveimment of India. 
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APPENDIX 45. 

Statement ol evidence submitted by Mr. T. K. Duraiswami Aiyar, Acting 
University Professor ol Economics, Madras. 

InTRODUC'WON. 

1. Wliat is the need for au elaborate investigation of the currency and 
exchange of India '{ It is l)ecausc we do not have a deiinite and stable standard 
o! value. It may, however, be said that a rupee is our unlimited legal tender, 
and that it contains 180 grains of standard silver. Can anything be more 
definite than that ? lint there is the dilticulty presented by the sovereign also 
being legal tender at the rate of rupees 10. Thus, while for pur^ioses of legal 
tender the rupee is equivalent to 2*“., the rupee is, as a matter of fact, iluctuating « 
in value, and stands now at about 1*’. (k/. The statutory rate of 2.v. hapiiens thus 
to be a fictitious and inoperative ratio, and the actual value of the rupee in terms 
of gold is left within certain limits to the inauipulation of the Finance Depart- 
ment of India. It is true that it is not within the power of the Finantie Depart- 
ment to manipulate the exchange value of the rupee in whatever way it chooses. 
The events that followed the aiiceptance of the liabington-Smith Committee’s 
recommendation are a sulFicient testimony to the very limited powers of the 
Government of India in the matter of manipulating the exchange rate. But 
none the less, that jxiwer exists. The .situation at the present day is, in some 
respects, analogous to the position of Indian currency Ix'tween 1893 and 1898. 
What might be called the growing up to the currency hapjiened then. The 
Government abstained from i.ssuing fresh ruyiecs, and the growth of the volume 
of trade and exchanges in the absence of fresh coinage tended to enhiuicc the 
exchange value of the rupee. Something rorresponding to that ex}H?rience has 
been happening in India since 1920. Only the situation in recent years has Ix'cn 
complicatt'd by the dislocaticm of international commerce and its slow and painful 
recovery to normality. There has lx!en also an uncertainty as regards the value 
of gt>ld. Hut, making allowance for these factors, there is an unmislakablc 
anology between the events after 1893 and after 1920. 

2. What are the considerations to which the Currency t!ommissiou will have 
to give due weight ? The observation can Ik? easily made that the Currency Com- 
mi.s.sion should make .such recommendations as would jnomote the ecoiunuic 
development of the country by placing the country in posse.s.sion of a .sound 
currency systein. 

3. The Indian Currency Commission of 1919 was appointed at a time when 

the world conditions of currency and exchange were much unsettled. The 
occasion for the appointment of that committee was the inconvenience that 
resulted from the absciuv of a stable rate of exchange. Since foreign ti'adc was 
l)ctH)ming a gamble it was felt that the maintenance of a steady exchange rate 
.would contribuUi to the expansion and ])rosi)erity of the hu’eign trade of the 
country. The factors that influence exchange are so various and uncertain that 
it was not surprising that the Government of India did not succeed in carrying 
out the reeommendsitions of the Committee. The efforts that the Government of 
fudia actually made in that direction were attended with injurious consequences 
for the finances of the country. The exchange rate was later on left to take evare 
of itself, and there was a more or less steady fall in the e.xchange value of the 
ruiwe from the height to which it reached early in 1920, the rale for February, 
1920, being The fall in the exc’hange value was due in the main to the 

fall in the gold price of commodities all over the world. liCt us try to see how 
exactly the fall of gold prices since 1920 influenced rupee prices in India. When 
world pric'cs began to fall what hap])ened in India as regards prices appears to 
have been as follows. 

4. .Indian credit organi.sation being bac’kward there was no way of 
bringing about ])arity between Indian prit^es and falling gold j)riees in 
the world by w-ithdrawing credit currency in India. The selling of 
reverse eouneils led, however, to a cancellation of a quantity of notes, 
and the note circulation between 1st February and 15th September had lieeii 
reduced from 185 erores to 158 erores. But the unfiavourable nature of Govern- 
mental finant!es was .such that the Government of India could uot contract 
currency on a large scale by eanwlling notes, and thus bring about an equivalence 
between the amount of notes in circulation and the paper currency reserve, the 
gold and securities contained therein being revalued at 2s. the rupee. This led to 
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the “ created securities ” forming part of the paper currency reserve. Whereas 
on 3l8t March, 1920, Indian Treasury bills among the securities in the paper 
currency reserve amounted to 9;58 crores, they amounted to 58 07 crores on 
31st March, 1921. The contraction of currency consisting of rupees and notes 
during 1920-21 was to the extent of 3,158 laklis. This was not enough to bring 
about parity between Indian and world prices of commodities entering into inter- 
national trade. The rcqjuisite parity had to be brought alumt mainly by the fall 
in the exchange value ot the rupee, just as the increase of currency required in 
India in 1917, 1918, and 1919 was secured by the rise in the exchange value of 
the ruiJee as well as the minting of rupees and issue of currency notes. The 
climax to which Indian index number of prims reached was 218 in January, 1920. 
Indian prices declined by 35 points between January, 1920, and July, 1921. The 
index number of prices of the United States Bureau of Labour statistics reached 
its climax of 247 in May, 1920, and by July had declined by 100 points to 141; 
the Board of Trade (United Kingdom) index numl)er of prices had declined from 
its climax of 326 in May, 1920, by 132 points to 194 in July, 1921. It will Ijc 
evident that whereas Indian prices fell by 10 per cent., prices in the United States 
of America fell by 43 |)<*r (x*nt., and English pric(;s fell by 40 per cent. Since, 
as was pointed out already, parity between Indian prices and world prices of 
commodities entering into international trade could not be reached by the fall of 
ruix;e prices, it was reached by the only other way, the fall in the exchange value 
of the rupee. In the report on the currency operations for 1920-21 and 1921-22 
the explanation for the fall in the exchange value was sought in the fall in the 
price of silver. Such an explanation, in the light of what has In'en already .sahl, 
is not tenable. For an increase in the priw of silver will force up the value of 
the rupee in terms of sterling, and thus lead to a ri.se in its exchange value, but 
a fall in the price of silver by itself has no effect on the exchange value of the 
ruj)ec. 

(1) Is the Tims Rife for the Stohilisafion of the Riqft'ei' 

5. It is now nearly six years since the attempt to stabilise the rupee at "Is. 

gold was made and resulted in failui'e. The value of gold since 1921 has not been 
fluctuating much, as can be seen from the index numl>er of prices of the United 
Btutes Bureau of Labour Statistics, whose average for l!)21 was 147; lor 1922, 
149; for 1923, 154; and for 1924, 150; 1913, average being taken as the base 
equivalent to 100. Tlie gold prices of commodities that enter into iiilcruational 
trade in dilTercnt lountries were showing increasingly clo,se agreement from 1922 
onwards. The “ Federal Reserve Bulletin,” of September, 1923, •)bserves as 
follows : “ IJuring the past year there has l)eeu a pronounced tendem’v for prices 

in the United States of America and foreign countries and foreign excxhaiige 
rates to work towards a clostu' adjustment, with the consequence that prices, when 
expressed in terms of gold (or dollars) are more nearly on a common level than at 
any time since the War.” In April, 1924, the Swedish Hiksbajdc resumed the 
redemption of the notes in gold. In the same month the Dawes I’ommittee on 
Iteparations made its re[)ort. and recommended the linking of the tlcrman 
currency to gold. The League of Nations took in hand the iinaiicial rccf)nstruction 
of Austria, and its currency was alst) linked to gold. Australian ami South 
African exchanges had reached gold parity, and (Jreat Britain in .Vjjril, 1925, 
restored the gold standard, .sterling reaching ])arity with gold. At the present 
day in many countries the gold standard has already been restored, and in other 
other countries they look forward to the establishment of it. Uountries like 
France and Italy find it difficult to balanct' their Budgets, and this (drcum.stanco, 
combined with the fact that the depreciation of their currencies amount to about 
400 per cent., explains why they find it difficult to gratify their w'ishes to have the 
gold .standard restored on the basis of the old ))arity. France looks with admira 
tioii on the efforts that Englan<l successfully made to restore the gold standard last 
April. 

6. In so far as the stabilisation of the rupee is concerned, as long as there 
was uncertainty about the value of gold, i.e., the course of gold prices in the world, 
and about the extent to which the gold standard would l)e adopted l)y the various 
countries of the world, there was much to be sfiid iu favour of a policy of ” wait 
and see." While the rupee did not reach Is. 4d. gold, there was a case for 
allowing natural forces to work themselves out sim-e any action to raise; the value 
to Is. 4d. gold would have involved, in the abseui« of a general rise of gold prices, 
deflation leading to further monetary stringency, which was very pronounced in 
India in the winter of 1923 and 1924, But when the rui)ee reached Is. 4rf. gold 
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about October, 1924, tlie Govprnineiit of India had to make up their mind as to 
what they should do with reference to the exchange value of the rupee. Various 
countries were leturning to the gold standard; the United States of America 
possessed it, and England definitely looked forward to it as a goal which should be 
reached as early as possible, la these circumstances it looked as if there would 
not be any violent fluctuations in the value of gold in the future. The (lovern- 
tnent of India, without drifting futher, might have taken a definite 'decision. 
The Koyal ( 'ominissioii on Indian Currency might well have been appointed much 
earlier than it was actually done. Gold prices all over the world fluctuated 
within narrow limits only through 1924. The trade of India would have received 
considerable assistance if a Royal (.V)nuni.s.sion had been appointed about Auginst, 
1924, and had reported by April, 1925. The uncertainty over the future exchange 
value of the rupcHi that has bi'cn afflicting the Indian commercial world might 
have liecn avoided. The monsoons were favourable, and the Indian balance of 
trade through 1922-23 and 1923-24 was on the riglit side, outside demand for 
Indian commodities was imjiroving, and gold to the value of about 70 erores during 
those two years came into the country. All these were favourable conditions, 
which might have encouraged the Government of India to take steps for fixing the 
jiolicy for the future. The time is thus already rijic for taking in hand the 
stabilisation of the ru])ee. 

Iiilf'nial Price Stability and Stability of Foreiyn Exchange. 

7. Stability of internal prices has been recently set forth as an aim to be 
reai'heil. It is by itself an imjiortant eomsideration that helps forward business 
activity. While internal jirices arc stable more or le.ss normal conditions obtain, 
and steadiness of industrial and commercial ojicrations is promoted. Hut 
recimtiy it has lieen put forward as stunething to be maintained, as against the 
stability of the external value of the ruiiee. It is doubtful if that proposition 
can be maintained. We do not find in the literature liearing on Indian currency 
overwhelming emphasis on stability of internal pniTS till 1919. It was true that 
between 1873 and 1893 iherc was comparative stability of internal prices in India, 
w hereas gold prices w(Te falling in the rest of the w'orld. In cannot, however, 
be contended that such .steadiness of internal prices promoted in any sixjcial 
manner the j)ros|)erity of the jieople, while the fall of gold jirices in gold standard 
countries retarded the ])ro.speritv of tho.se countries. In questions relating to 
currency, which isalTected by multitudinous factors, plausible chains of reasoning 
may be forged by over-emj)hasisiug particular factors to the neglect of others, 
(.'arefiil reasoidng and trained judgment are nece.ssary before pitfalls could be 
avoided. Hetweeii 1873 and 1893 the physical volume of production in India 
cannot lx* said to have grown in any remarkable manner on account of stability 
of internal prices. That jicriod when gold prices were falling witnessed an 
outburst of productive activity in Eurojie and America that increased their 
relative economic strength as conqiareil with the rest of the worhl. The very fall 
of gold prices was partly due to the increased production of goods in Europe and 
America owing to the application of science to agriculture and industry. The 
stability of rupee prices in India was due very largely to the fact that the real cost 
of jiroducing agricultural and industrial commodities was falling in Europe and 
America concurrently with the fall in the price of silver. As agricultural com- 
modities went down in price on ai-count of the fall in the real co.st of production 
due to the virgin .soil of America having come under the plough and to scientific 
cultivation their gold prices fell. Their nqiee pric-es, however, did not fall, since 
the gold price of silver coiuurrently fell. The real cost of production of I’nanu- 
factured gomls also fell in Eurojie and America during the .same period, and tlieir 
gold firiees fell. 'I'he rupee prices, however, did not fall appreciably, since silver, 
th(* material out of which rupees w'ere (xiined, fell in its gold price simultaneously. 
Thus it will be found that the stability of rupee pri<^s in India between 1873 and 
1893 did not promote in any sfiecial manner the prosperity of the people of India. 
The fall of gold prices was not accompanied by a decrease of economic strength 
in the gold standard countries. That fall, as already pointed out, was itself 
partly due to conditions that indicate the economic strength of those exmntries. 
It was due to a large increase in the physical volume of production, a stationary 
gold prodiK'tion and the effective desire of many countries to adopt the gold 
standard. 'I’he foregoing considerations will help us to realise that the stability 
of rupee prices in India betw'een 1873 and 1893 is not any matter on which India 
should specially congratulate herself. It is not, however, intended to suggest that, 
c-omparing one generation with another, it is not harmful that the standard of 
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value sliuuld show great variations in purchasing jwwor. This is an evil, since 
contract^} and obligations that extend over a long period like t)9 years' lea.scs and 
Government long-term loans, lose their significance, and unmerited gains and 
losi^s result. What is urged is that slightly rising and falling pricc.s are not 
an inevitable concomitant of industrial stagnation. Another illustration may lx‘ 
drawn to bring home to iis the contention that has been here put forward. 
Between 1900 and 1914 prices were rising in India, and yet no period in Ihe 
history of India showed such economic progress as it was the good fortune of 
India to expericnee as the {period alxwe refei'red to. 'Phns prices teiul to rise 
and fallen siceount of various factors, some of them being tin; bountiful character 
of harvests, inventions, changes in fashion, and discovery of the precious metals. 

8. In 1919, when Indian prices reached a great height on account of inflation 
in the rest of the world, the Government of India had an an.xious lime of it. 'Phe 
exchange value of the rujMje had to l)e put up steadily from ‘\(l. to !.>>•. ;V., 
Is. 6d. and Is. %d. The Government of India was op|)rcsaed by the steady risci 
in the price of silver and the fears regar<ling the further rise in the price of the 
metal. Indian trade was quite pros|)crous then, and the Guvi'rninent of India 
Avas so impressed with the importance of exchange stability that their representa- 
tion to the Secretary of State laid great emphasis on a stable e.vchange value for 
the rupee. They were prcj)ared to face partial inconveitibility of the note in 
India with a view to securing stability of exchange. It was in those circumstances 
that Sir Lionel Abrahams pointed out that .stability, though very important, was 
not an essmitial condition of health for international trade, and that, in view of 
the height to which prices had already reached, the interest of stability of internal 
prices, as against a further rise' of prices, .should be a more imporlanl gov<*ruing 
consideration. For the first time we Ihul in Anglo-Indian currency disi‘ussi<ins 
that strong emphasis was laid by an authoritative oflicial of the India OHice on 
internal price stability as oppose<l to exchange slability. The point of view of 8ir 
Lionel Abrahams cannot be urge<l in .support of a policy in favour of maintaining 
internal stability as opposed to exchange stability at the present day. For wlieii 
he laid emphasis on internal price stalulity Sir Lionel had reganl to the then 
situation of prices in the country and the” effect of the jiropo.sals made by the 
Government of India. Tie expressed his o])inion that the Government of India 
Avas rash when it Avas prepared to reach exchange stability in the then disturlxvl 
condition of world exi-hanges even at the risk of making tlie note iuconvertilde in 
India. Already prices had gone uj) considerably in India, the indo.v number for 
August, 1919, being 204, compared with 100 for July, 1914. 'I’hc adoption (tf the 
proposals made by the Government of India might Iciid to prices I’ising further 
still, which Avould put industry and the administration to a very severe strain. 
When wetake into account the circum.stances in which Sir l.ionel .\brahams urged 
the importance of internal price .stability, it can be clearly seen that his argument 
cannot apply to the present situation in India regarding prices and exchange 
stability. The year 1919 .was a period of greater uncertainty regarding currency 
and exchange than the period since 1924. .America had not gone far in the 
accumulation of tlie huge stock of gold which has now become in one seu.se a 
burden to her. Inconvertibility of notes might have l)(>co?nc in 1919 a danger to 
political stability, which was being subjected to attack from a vigorous and 
sustained nationali.stic jwopaganda. Already the rise of prices in India involved 
the danger of political unrest in the cities and toAviis, and it Avas in such an 
atmosphere that Sir Lionel Abrahams spoke of the need for internal .stability of 
prices as against exchange stability. 'I'he G»>verninent of India took an equally 
strong line regarding the im|M)rtance of exchang«! stability, and .Mr. Gubbay, 
who gave evidence on behalf of the Government of India before the Babiuglon 
Smith Committee, spoke in no uncertain terms about the essential nature of 
exchange stability for Indian trade. Judging lietween the position taken u{) by 
Sir Lionel Abrahams and the Government of India, we are inclined to thnd< that, 
having regard to the then conditions. Sir Lionel Avas, on the whok*. right, and 
the Government of India, on the Avhole, wrong. This olxservation only signifies 
that in the prevalent condition of rujHAe jiruies world trade and uncertainty 
regarding the future value of silver the emphasis that the (lovernment oi India 
laid on exchange stability was overdone. The report of the Babiugton Smith 
Committee in favour of 2s. gold and the failure of the efforts made by the Govern- 
ment of India to maintain that rate, are now well-Avoru themes, and need not be 

dilated upon. 

9 So much for past history. I^t us now turn to consider at length the 
contrast between internal price stability and stability of foreigii exchange. 
Internal price stability even in normal times cannot be secured as effectively as 
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exchange stability. Tn normal times exchange rates move only within the export 
aiul import gold points. Any movement beyond these }H)ints is prevented by the 
exjwrt and import of gold. There are no such limits to the rise and fall of 
internal prices. The latter dej)end on various factors, like the total volume of 
trade, the amount of currency and credit, ami the spirit of conlidencc or depression 
that prevails in the business world. Exchange stability can therefore be attempted 
with greater success than internal price stability. It may, however, be asked 
whether there is any essential conflict netween the two. A close analysis may reveal 
compatibility of exchange stability with internal price stability. If it is found that 
we shonlfl saeriJice tlie one or the other the consequence of each on trade, industry, 
and general jn’osperity should l)e estimated. The very conception of price stability 
seems to involve that priies have been adjusted to costs of producti«)n and a 
certain condition of normality has been reached. It is impossible, however, to 
secure absolute stability of internal prices, nor is it desirable. General pri(!es 
cannot but g(» up and down as a result of various causes already indicated. 
Stability of general prices may be decejitive, for such stability is compatible with 
large changes in j)articular prices, and industry and commerce arc affected by the 
condition of particular prices, and not so much of general prices. The emphasis 
on price stability as oj)posed to exchange stability is noticed in the position taken 
iq) by T’rofes.sor Keynes in England and Sir Basil Blackett in India. In England, 
where a .strong trade union organisation stands in the way of wage adjustments to 
falling prices, a fall in prices dtie to a rise in exchange may affect ])roduction 
adversely by cutting dow'ii the margin of profit or by replacing profit by a loss 
Increasing unemployment may thus lx; brought about. The industries producing 
goods for exj)ort fill a very important pla(» in English economy, and such indus- 
tries will immediately feel the effect of a rise in exchange. If such a rise takes 
|)lace in a ])eriod of indust rial depre.ssion the con.sequences may be very harmful, 
r.ct us s(*o to what extent these considerations apply to India. Since about 70 }x;r 
cent, of the population de])(;nd on agriculture, and much of the j)roduction is for 
use and not for the market, price stability is not of outstanding importance. 
I'hc bulk of the national income is affected by monsoon conditions, and it g^s 
w'ithout ssiying that the supply of agricultural commodities will vary according to 
the amount and distribution of rainfall. Prices of such commodities cannot but 
vary from year to year. Thus variations in prices of such commodities is a factor 
with which the agriculturist and the trader always reckon. It is not denied that 
violent fluctuations in prices di.sturb trade, promote six?culation, and thus stand 
in the way of steady jirogress. It has lx;en, however, the cx|)erienco of modern 
times that slightly rising prices are most often associated with increased pro- 
diu;tion and trade. Gouliiiing ourselves to j)ost-war events, we find that the index 
number of the Bureau of Labour statistics in the United Stales of America went 
u|) from the low point of 138 in .lanuary, 1922, to 155 in July, 1922. This rapid 
rise of yirices was due iii the main to the growth in the ]>hysical volume *d* 
production since the middle of 1921, indicating a rate of industrial recovery 
without parallel in American businc.s.s. PriKliiction in America advanced 40 ])er 
cent., while firices w<*nt up 13 per cent, in 1922. The “ Federal l{c.serve Bulletin,” 
of April, 1923, connects the gradual recovery of British business towards the end 
of 1922, compared with that of American business recovery in the same year in 
the following words : — “ British prices, which had remained steady in the first 
half of 1922, while American prices advanced, started to rise towards the end 
of 1922, while ])rices in the United States of America remained stable, and have 
ri.sen more rapidly than American business during the last two or three months. 
The lag in British prices, compared to American, corresponds to the more gradual 
recovery of Briti.sh busines.s.” Thus we find rising prices accompanying increase<l 
production. The importance of internal price stability is therefore liable to 
exaggeration. 

10. Exchange stability, however, stands on a slightly different footing. It 
is true that foreign trade has flourished even while the exchange value of the riqice 
has undergone fluctuation, e.g., in the {leriod before 1893 and the period since 
1917. Since India is a producer in the main of foodstuffs and raw materials, 
and since she has to import manufactured goods essential for modern life, means 
will be found for exchanging surplus raw materials and foodstuffs for manu- 
factured goods. Only trade will have to pay a heavy price on account of absence 
of exchange stability. There is severe competition in international trade and 
wholesale! t raders engageel in the export and import trade of the country work on 
the basis of a narrow margin of profit on each unit of their turnover. Exchange 
fluctuations are likely to cut into the narrow margin of profit or bring about 
undeserved gains, "the uncertainty involved destroys a large amount of trade, 
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which otherwise will flourish, fclpeculutioii is promoted aud healthy activity in 
trade and commerce is cheeked. The commodities turned out by the organised 
industries of the country have to compete with imported good, ami exchange 
fiuctuations give ris« to unmerited gains and losses. 'I'hc continuity of iiulustrial 
oiierations is interfered with. As the exchange value of the rupee ri.scs Indian 
industries find that the prices of their output fall, while their co.sts of production 
do not tall as readily. If such a rise in exchange takes jilace in a jieriod of bcxun 
it results in a diminution of extravagant prolits. If it ilocs occur in a {leriod of 
depression disastrous consequences follow. Wage earners resent a cut in wages 
aud the employer iiuds that he cannot make normal prolits. K.xport and import 
of capital are resorted to with a view to take advantage of exchange movements 
according to the forecast made by s|XH.‘ulator.s. (.■onscquently, the position taken 
up by the various l^ominissiuns that investigated the question of cnrreiu’y ami 
exchange about the importance of e.xchange stability is quite .sonml. It does 
not, however, involve the position that a forcing of the pace is justitiable with a 
view to securing exihange stability. In India there has been recently exchange 
instability under a non -automatic .system. The ob.servations of the ilabiiigton- 
Smith Committee are still apposite in this connection. They say, “ Whatever the 
evils and inconveniences of instability may lie, they are increased if the movements 
of exchange are brought about not by automatic action of economic causes, but 
by administrative acts. The commercial c»)mmunity are prepared to deal .with 
tluctuations in exchange a.s well as with fluctuations in the other eh'mciitscntcrifig 
into a transaction, and to provide again.st any ri.sks that may arise; but thc'y feel 
that if oflicial action intervenes to interpret the play of natural forces, and to give 
effect to them an element of uncertainty is introduced which is beyond their 
reckoning. However complete the integrity, and however great the intelligence 
on which oflicial action is Wsed, an automatic system, which does not depend on 
such action for its operation, is greatly to be preferred. The r(‘sl(iration of the 
gold standard at the end of last April in ICngland shows that British authorities 
considered such restoration as of greater importance than any regard paitl to tlu‘ 
stability of index number of prices within the (‘ountry. The overwhelming 
weight of British commercial and banking authority was thrown on the side of 
the re.storation of the gold stamlard by reaching parity of gold with sterling at 
the old rate. 


1 1 . It does not matter whether the rupee, has a high exchange value or 3 , low 
one when iuice industry ami trade have adjusted themsidvcs completely to the 
high or low value. A high e.xchange value for the rupee, other things remaining 
the .same, means low ruptn) prices and a low value for the rup(*e high prietjs. 
Whether prunes are high or low, trade and industry will fumtion iu)rmally after 
necessary adjustments are made, and wages atid })rolils will teml to i-onform to 
the. contribution that labourers and employers respectively make to production. 
Interest rates will depend on the relation l)etween the supply of the loan fund and 
the demand for it. 'I’hc fact that the exchange value, of the rupee is high or low 
does not matter. A.s regards the influence of a high or low rupee on national 
linance, sinc.e land revenue in ryotwari areas is lixed for a term of 30 years, 
l)igh rupee means a greater real burden for the ryot. Interest on national ni|)C(! 
debt already contracted means a greater real burden for the State when a high 
rupee is establishe<l. Other taxes tend U> adjust thcmsidvcs t 4 » Jiigh or low rupee 
with comparative ea.se, though here also there is some economic friction. 


The salaries of Oqvernment oHicials may ho reorganised with reference 


to a high or low rupee, though there is a lag betwern the establislimmeiit of a low 
or high level of prices, and the readjustment of .salaries As regards the influence 
of home charge.s, a high rupee involves (he employment of a smaller nnml)er of 
rufxjes for their payment. But thongl) in terms of rnpetxs tlie home charges 
become less, their real burden for tlic country is not affected by the nijax; being 
cither high or low. The Government may be stiid to be favourably affected by a 
high rupee in the matter of the meeting of the home cliarges if the revenues (hat 
the Governintnent derives from the people in terms of rupot^s do not fall in amount 
proportionately to the rise in tlie .'exchange value ol the rupee. 

13. We shall then turn our attention to the effect of a rising or falling rupee. 


As the exchange value of the rupee increases the e.xjKjrter of Indian produce, other 
things remaining the same, gets a smaller numlter of rupees for his produce. 
The producer of commodities which are not exported, and which have not to 
compete with imported goods, is not affected adver.scly to the same extent as the 
producer of commodities that find their markets abroad, or that have to conq^ete 
with imported goods. For the prices of commodities that do not figure among 
the items of international trade will only be slowly affected by the rising rupee. 
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Tlic imported euminoditics will fall in rupee prices as a result of a rising rupee, 
and to the extent that the Indian producer, agricultural, and industrial consumes 
inipcjrted cuuunodities he gains from the fall in their prices. The producer of com- 
modities which do not enter into international trade, and whose market is local, is 
in a most I'avourablc condition if he consumes in the main imported goods. A 
jising riii)ee will bring down the prices of wheat earlier than rice, since the out- 
turn of wheat in India forms a small proportion of the total world output of 
wheat, for wliii-h rea.son the prices of wheat in India will closely conform to the 
world price of wheat. The })rice of pulses, jowar, ragi, chillies, and similar com- 
modities, which are i^onsumed in the main locally, will be affected very .slowly by 
a rising rupee. A falling rupee, on the other hand, will favour the producers of 
commodities, the bulk of which is sold abroad, while the producer of pulses and 
jowar will not find his jirodiicts rising in price corresponding to the fall in the 
exchange value of the ru x*e until after a considerable. lapse. of time. Industries 
in India produce commodities that have to bear the brunt of foreign competition. 
A rising rupee means lower prices for their output. Costs of production, 
espec-ially tlio wages of labour, local taxes, debenture interest, and railway rates, 
will not fall with the same rapidity, and the result is depression in industries. 
1 f the rise in the rupee occurs in a period of boom the soaring profits will be 
affected ; if it occurs in a period of industrial depression disaster may overtake the 
the industries. 

14. A rising rupee means that the revenues fixed in ru])ees collected by the 
State embody greater purchasing ywwer. Hut ad valorem, revenues, say, customs 
duties, will bring loss revenue in rupees as prices fall due to a rising rii[)ce. 
Income tax may be affected adversely if the rise in the rnpexs occurs in a period of 
industrial depression. The salaries paid by the State will mean greater pur- 
chasing power, and the State employees are htMicfited by a rising ruixse. Since a 
smaller number <»f rupees will buy a |Mmnd sterling, .sterling obligations could 
l)e discharged by a smaller number of rupees. Interest on rupt'e debt is a greater 
real burden. T.and revenue forms a much smaller proportion of the total 
revenues at present than in the period before the War, and the revenues from 
eiLstoms (bit ies and ineonie tax tend to adjust tlumiscdves, unlike the land revenue, 
to a rise and fall in the value of the rupee. Con8e(}uently, the benefieial or adverse 
ctfeet of a rising or falling rupee on national finanec during recent years, when 
<ust(»ins revenues and income tax together bring double the amount that land 
reveiiue lirings, is not so great as was the ('asc lieforc the War. On the whoh^, 
(ioveniment finance may he said to lie favourably affected by a ri.sing rupee, 
thoiigli the good elT(;et on national finari(« stands the risk of Inung exaggerated, 
and siillicient regard is not also paid to the consideration that what is gained by 
the State is only at the expcii.se of the taxpayer. Further, the gains and losses 
duo to such a rise arc distributed indiseriminately. 

If). The Rote at ivhich the Rupee shmild he stahUised. Thu rupee should 
he st.nhili.sed in terms of gold. The distinction between sterling and gold no longer 
holds good. Hold is international currency. It does not rcipiire much argument 
to prove that the rupee should be linked to gold. '^I'lie rate at which the rupee 
should he stabilised is a ticklish question. The various factors that have to be 
taki^n into account in determining that question arc- the future price of silver, 
the elTeet on trade and industry, the equities between debtor and creditor, the 
balance of trade, and the future value of gold. Taking first the price of silver, 
tJie rupee ought to Ihi fixed at such a rate that there is no probability of the 
intrinsic value of silver Incoming equal to the face value. The future value of 
silver is thus an important factor. Whereas commodities in general have 
increased in price by about .50 per cent., compared to 1913 and 1914, silver which 
stood at 28(/. |)er ouiiee in 1914 now stands at about 32(/. If silver were to stand 
at a price at the present day on a parity with the price of “ all commodities ” 
it must reacli 42(/. At 43(/. per ounce the intrinsic, value of silver becomes equal 
to the face value of l.v. Ad. This shows the danger that Is. Ad. rupee would be 
subject to if t he gold price of silver at the present day were to correspond with the 
gohl ]»rice of commodities in general compared to pre-War prices. Thus the rate 
for the ruiiee is closely bound up with the future of the gold price of silver. If 
OIK! bears in mind the freaks to whitrh the price of silver has been subject during 
the past decade it is difficult to make any positive assertion with respect to the 
fnture prii’c of silver. In these circummstanoes there is much to be saiii for fivin g 
such a rate for the rupee that there will be no danger of the rupee going into the 
melt ing pot. Secondly, the effect of the rate on agriculture and industry has to 1^ 
considered. The rate of Is. Ad. means that the Indian agriculturist will have 
Rs. 1.50 for his produce uow against Rs. 100 he got before the War if and 
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raw materials corresiJoml in their prii-e to the prii-e of “ all commodities.” Hut 
nothing is more striking than the fact that since 1921 the products of agriculture 
have lagged in price compared to manufactured commodities. The discrepaucy in 
prices between the products of agriculture and manufactures is not, however, 
('(dated to the rate ol the rupee, and consequently fj'om this iioint of view it is 
irrevelvant whether tlm rate is high or low. fciince the agriculturist is heavily 
indebted a high rupee increases his real indebtedness. Tn this connection, how- 
(jver, it must be remembered that the purchasing power of tlie rupee is niuch lower 
now than in 1914, and even if the rate is Is. 6(/. the real burden of the pre-War 
debt is lighter. 1 he burden represented by the land lax will he less if tlie rupee 
stands at l.s. 4<f. than it it does at l.f. (id. In the controversy that is carried on 
over the rate tor the rupee tlie remark is often made that the agrieidturist loses 
40 erores of rupees as a result of the rise from Is. 4(/. to l.v. ({(/. of the rupee. This 
statement cannot rec^eive scientilic support. It ciuinot be forgot tiMi that the rise 
in exchange will bring down general ])rmcs in the country, and consccjuciitly the 
agriculturist will gain on his purchases. To the extent, linwevi'r, his |)iirchasos 
are of commodities whicli are locally produced have only a hual market, and do 
iK)t suffer from tlie comjietition of im|)orted gotjds, he will not secure the heuclit 
ot a tall in price unless time is given for the adju.stmont of the prices of such 
commodities to the rise in exchange. 

IG. Industry has betm suffering from dejiression in India ever since 1921, 
and the nicent rise in exchange has undoubtedly added to the difficult ie.s. 'rimugh 
the main obstacle to the industrial revival is world impoverishment, the rise in 
exchange from l,s. 4(/. to l.s*, (W. has been a contributory cause to industrial 
depression. When the cost of production, including wages, have adiusted 
themselves to the new rate that is adopted normal conditions set in. 

17. Thirdly, the equities between the debtor and the creditor have to be 
taken into account. All pre-War debts contracted in gold reprc.smit less com- 
modities now since gold jiriccs have advanced about oO j)er cent. If the rupee is 
fixed at I.'*, id. the real burden of the pre-War ru|iee debts will decrease. l.v. Gd. 
rupee will mean also less real burden of })rc-War rupee debts. The rupee debts 
of the (government of India will lie more onerous with an increase in the e.xchange 
value of the rupee. The onerous nature of the burden will he obvious when it is 
realised that a largo amount of ru|)oe debt was accumulated in 1919, 1920, and 
1921, when ru})ee prices of commodities reached a high hwel. ff .sucli debts are 
to be repaid in terms of l.v. (k/. ru|K*e, the burden iH'comos onerous since l.v. (id. 
ru|)ee numns lower rup(?e prices of cojnmodities. The following tabic gives the 
appro.ximate addition to the rupee debt and the imh'x numlicr of priix*s for 
1917-18 to -1921 -22:- 

Df'bt ill <-ruivs fiidiw Numher 



of Rnjwes. 

July, lUh'i 

1917-18 

811 

147 

1918 19 

583 

180 

1919-20 

22 

198 

1920-21 

01 -8 

204 

1921-22 

39 

181 


18. Fourthly, the rate at which the rujicc is to he fixed depends on the. future 
value of gold. What the value of gold will lx; in the future is a dillicult question 
to decide. When the world gets to be again humming with productive activity, 
and when the volume of world trade advances, and when various other countries 
struggling with depreciated currencies revert to the gold standard, the value of 
gold, it may be contended, might rise. Hut such a conclu.sion d(X*s not inevitably 
follow. The economy of gold which has lx>en adopted under the pressure of war 
might persist, and gold actually in circulation might become a thing of the past. 
With the restoration of confidence in international relation credit may fill a nion; 
important n'ile, and the velocity of (drculation of currency may .show an increase. 
Joseph Kitchin, a world authority on gold production, is of opinion that the 
annual gold production from 1924 to 1927 will he 385 million dollars, and thence- 
forward up to 1930 it will decline to 370 millions. The amount available for 
monetary purposes will be not less than 150 million dollars per annum. I he 
Harvard Committee of EcHmomic Research, in its letter of 10th June. 1922, said : 
” If therefore, the general trend of commodity prices decline during the pre.sent 
decade this will be due to the financial imlicies pursued by the leading commercial 
countries, and not to shortage of gold.” Balancing various considerations, (uie 
may hold the view that the value of gold may be in the future about what it is 
now: 
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ID. Fifthly, the future course of the balance of trade is relevant. India has 
l)een enjoying a succession of favourable nionsooiis siui« 1921, and if an unfavour- 
able inonsoon overtakes India exchange might go down. This eventuality should 
not be lost sight of when a rate is fixed. 

20. There is tJiis general consideration with reference to the rate at which 
the ruj)ee is to fixed. India was said to have gone on to the gold standard, and 
it used to be pointed out in the past that there was no essential dilTerence between 
the power to import sovereigns and the right to have gold coined in a mint in 
India, li-. Ail. thus was the rate tliat ruled from 1899 to 1917. The rupee was 
said to lie a note printed on silver. India prospered under the rate of Lv. Ad. 
Though it may Ihj said that Is. Ad. need not be considered a fetish, there must 
be strong reasons before that rate is departed from. Especially if the Commission 
decides in favour of not minting fresh rui)ces in the future and of taking active 
stops to iiuircase the proportion of gold and notes in circulation !*•. Ad. may be 
adopted for the rupee. On the other hand, if the gold exchange standard, as it 
was working till 1917, were to function, there may be the danger of the rupee 
going into the melting pot when the price of silver rises to parity with general 
commodity prices, unless a rate higher than Is. Ad., say, Is. M., the operative 
rate at present is adopted. 

21. The rupee may be stabilised at l.v. Ad., or Is. (k/., or Is. M. What are 
Llie considerations to be taken into account before any of the.se rates or other 
rates are atlopted ? In favour of the l6*. 6</. rate it may lie urged that the rupee 
has been maintaining that rate for about a year. This argument is only of slight 
importaiK.'e, for, if the (lovernment of India had not bought sterling in advance 
of tlicir reqiiii^ments in October,*! 924, even l.y. 8rf. might have been reached and 
if the (jovernment of India were so minded they could have allowed the exchange 
rate to rise to U-. M. It should be clearly understood that the fixing of a 
stable rate for the rupee should not lie influenced by Factors that might lie of 
ephemeral duration, l.f. (></. rate was justified in the budget speech of 1925 by 
the rate of gold prices between October, 1923, and October, 1924. Between 1921 
and 1925 gold prices had been rising and falling. The policy of the Federal 
Reserve Board, the attituile towards the restoration of the gold standard in 
different countries, the rate of gold production in the world, the conditions of 
world harvests and the jMiliey of various central banks, play on the value of gold 
and bring about fluctuations in it from time to time. We can easily conceive of 
g(tld prict's falling from the level they reached in Octolier, 1924. As a matter of 
fact gold pric(\s have been falling since January, 1925. A stable rate for the 
ru])ee cannot be decided upon with reference to the short period fluctuations in 
the value of gold. If gold prices again begin to fall and if the succession of good 
monsoons sime 1921 is broken by monsoon failure it will be difficult to maintain 
the flJ. rate 'I’he main reason advanced in favour of l.v. iSd. rate is that that 
rale is compatible with the stability of internal rupee prices and that a lower 
rale will mean increased rupee prices. If it is considered equitable that a rupee 
should have as much purchasing power as it had before the war in 1914 there is 
a cast' For allowing the ruiiee exchange steadily to rise further than l.s'. 8^/. and 
Ihus bring down rupee prices in India to the level in July, 1914. On the other 
hand if considerations of equity can be met by a depreciation of the rupee corre- 
sponding to the depreciation of gold since 1914, l.«. Ad. gold is the rate at which 
the ruptH! is to lie stabilised. One controlling consideration with reference to the 
rati* of exchange is the general state of trade and prosperity in the country. The 
rise in the exchange value of the rupee from l5. Ad. go?d to !«. (Jrf. has lieen coeval 
with harm to the industries of the country. The cotton industry of Bombay, 
which is the pride of Indian enterprise has been hard hit among other things, 
by the rise in the exchange value of the rupee. The writer is well aware that the 
mill industry of Bombay is not carried on with as much efficiency as one should 
ilesire. Reserves were not built up in ])rosperous times on an adequate scale 
iind costs are not reduced by efficient management. Various manufacturing 
enterprises in the country which have to meet foreign competition have been 
hit hard by the rise in exchange. lAit us .see if any compensating advantage has 
been secured by the agricultural interest from the rise in exchange. Rupee prices 
of agricultural commodities are less than -what they would have been if exchange 
had not risen from Is. Ad. to Is. Gif. It is true that whereas the agriculturist gets 
less number of rupees for the produce which he sells, he has to give also a smaller 
number of rupees for the goods that he purchases. This point was stressed by the 
Finance Minister in his speech in January last. In this connection one point of 
importance is to be noted. The prices of commodities like cotton, wheat, oilseeds. 
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hides and skins and copra which constitute the bulk of the export trade of India 
must conform to world prices and auv rise in the exchange value of the rupee 
immediately affects rupee prices of these commodities adversely and the 
agriculturist, other things remaining the same, gets a smaller number of rupees. 
The goods on which he spends his money in the main are not imported goods, 
the rupee prices of which also fall corres|K)uding to the rise in the rupee exchange. 
The bulk of his expenditure is on goods and services whose markets arc compara- 
tively :^tricte(i The prices of other goods do not react till after a lapse of tinie 
to the influence of a rise in exchange. The prices do not fall in confornuty with 
the fall in the prices of commodities which have a world market. Thus it cannot 
be said that the producers of agricultural commodities that have a world market 
receive a full compensation, over a sliurt pcruKl, for the fall in the prices of the 
commodities that they produce. ' 

22. Tt has been urged that what the Indian is interested in is that his rupee 
should command the same commodities and services in the bazaar; ergo, steady 
' prices in India are of greater ac.count than stability in the exchange value of 
the* rupee. This contention requires investigation. The bulk of the population 
of India,, amounting to 70 per cent., depend on agriculture, and, more than any 
other factor, agricultural prosi)erity, and therefore general prosperity of the 
country, depends on the monsoon. 1 ne average villager is not so much concerned 
with steady rupee })rices as with high crop yields. In fact, the citizen in no 
Dart of the world is so much inured to fluctuations in prices as in India, where 
changes in the amount and distribution of rainfall are accompanied by changing 
prices of staple commodities. India is so unlike Kngland, where stability in 
prices and wages are of greater importance. In India a very large proportion 
of production is still production for use and not for the market. Even pro- 
duction for the market is subject to all sorts of freaks on the part of the monsoon, 
and consequently price stability is not a factor of jirimary importanie to the 
agriculturist. If you turn your attention to the manufacturer of commodities 
who fills a relatively less important placie in national cfonomy in India you will 
find that industrial progress of the country is also not helped by the .so-called 
stability of internal prices rather than the exchange value of the rujx;e. Most of 
the industries of the country, like cotton, iron and steel, cement and woollen goods, 
have to comjxite wdth foreign goods, and while the rujice prices of the eommcHlities 
which ate produced in the country feel in their rupee prices the full effect of a 
rise in the exchange, tlic costs of production of these industries do not show a 
corresponding fall. Espec/ially the (X)sts of production represented by wages, 
which constitute a largi; proportion of the costs, do not show a fall. The indus- 
trialist thms is handicapped in his work. A change in the exclnuige value of a 
slight extent may turn a gain into a loss. Tims industry is liandicaptHvl without 
any correstxmding advantage to the agriculturist. The great fall in the price of 
stock exchange securities is due, among other causes, to the rise in the exchange 
value of the rupee from l.s*. 4</. to !»•. (id. As a corrective to the overwhelming 
dependence of the jxipulation on agriculture industrial development of the 
country is a necessity of the first order. The industrial ,'Uid commendal dejilies- 
sion from 1921 onwards had already been subjecting the industries of the 
country to a severe strain. The cotton industry especially wiis suffering acutely 
from depression. The advantage which that industry would have derived if 
exchange had remained at Is. 4d. gold was lost as exchange was allowed to rise 
to Is. r>d. Difficulties, due to tviuscs beyond man’s control, have to be met as 
one best could. When the administration sets itself to influence the course of 
exchange by its policy a situation is created liable to considerable misunderstand- 
ing and vexation. It was pointed out that (he ri.se in sterling prices of com- 
modities between October, 1923, and October, 1924, would have led to a rise of 
rupee prices in India, and consequently the interests of price .stability in India 
required the rise in exchange to Ev. Gd. It is rather unfortunate that the Finance 
Minister in his last Budget speech depended on the rise of sterling prices to 
justify the rise in the exchange value of the rupee. Such a line of reasoning 
commits the Government of India to the pursuit of a policy according to which 
action should be taken by the Goveinment to bring about a fall in the exchange 
value' of the rupee if the sterling prices of commodities went down and rupee 
prices in India showed a fall. If we compare sterling prices of October, 1924, 
with those of August, 1925, we find that whereas the index number of whole- 
sale prices was 170-2 (Board of Trade) and 180-2 {Keonomut) in Octolier, 1924, 
in August, 1926, and the index number was 157 0 (Board of Trade) and 1051 
{Economist). Meanwhile, the index number of wholesale prices in India has 
fallen from 181 (October, 1924), to 160 (July. 1925). Thus, whereas the rupee 
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exchange Mras still strong at about If. (k/. sterling prices had fallen and rupee 
prices also had fallen. The arguments advanced by the finance Minister to 
.support the rise in exchange from If. 4d. to If. G</. should lead the Government 
of India to issue more currency, so that the internal rupee prices may be steady 
at about 180. What is urged here is that one cannot pin oneself to steadiness of 
rupee prices as aH'ordiug a guidance in the matter of manipulating the exchange 
rate. The iixiug of the value of the rupee must have refereu'ce to the operation 
of deeper and more underlying forces than the fluctuations from time to time in 
tlie sterling prices of commodities. From the way in which countries are revert- 
ing to the gold standard it looks as if the value of gold will not show any marked 
variation irom its present level one way or the other. In making the rate of 
rupee exchange depend on internal price stability one cannot but realise that 
there are not many authoritative bodies in India preparing index numbers on 
diiierent methods, the conclusions reached by one method serving as a check on 
that reached by a second method, as is the case in England and United States 
of America. 

23. Another guiding consideration is the state of industry in India. It 
cannot be too much emphasised that while the need for agricultural improvement 
should never be lost sight of, there is urj^nt need for strengthening the forces 
making for industrial progress in India. Among other causes the uncertainty 
surrounding the exciiange value of the rupee and the recent rise in it have 
tended to depress Indian industry. Industrial investment has received a 
deplorable set-back, and Government paper is the one resort of the investor. 
India at present needs in the economic sphere, more than any other thing, 
encouragement of industrial enterprise. Anything that damps the tendency 
to look with favour on industrial investment is not m the immediate or ultimate 
interests of India. When regard is hud to these considerations one cannot help 
feeling that the jmlicy that led to the rise in exchange from l.v. 4rf. to If. 6fi?. was 
not calculated to improve the prosiKJcts of industrial enterprise. If. 4<f. gold 
will mean in the circumstances at present increased rupee prices, which will 
serve to strengthen industrial enterprise. One feels that if exchange had not 
ri.sen from If. M. to If. (id. the millowners of llombay might not have been driven 
to the expedient of cutting down the wages. Nor can it be maintained that the 
policy of raising the extdiange value of the rupee has helped the agriculturists. 
We have already advanced reasons to show that that claim could not be main- 
tained. The Budget has been balanced with great difficulty in India, and it may 
be urged that in the circumstauws If. ({</. is a better rate in the interest of 
national linanccs than the If. 4^/. rate. Usually the value of a higher rate is 
exaggerated. It is true that there is a saving in rupees to the extent of about 
three crores in home charges. But with a If. 4d. rupee the income tax in rupees 
is bound to be larger and customs <luties as well. Kailway charges, which may 
have to be otherwist? reduced, need not be reduced if If. Irf. rate is adopted. 
Thus there are many compeusjitions in increa.se in revenues that have to be set 
against the increased number of rupees necessary to meet home charges. 
The governing consideration is the general interests of the country, and they 
seem to ])oiut more in favour of If. 4<f. than of If. 6rf. The impoijtance of 
If. 4/7. having been maintained between 1899 and 1917 is sought to be discounted 
by the plea that more than any other rate 2f. is the historic rate. But conditions 
in respect of the relative position of silver and gold for currency purposes have 
altered noticeably since the time when 2f. rate for the rupee was normal. 

(3) The Measures During Transition. 

24. When any rate is fixed immediate effect must be given to it. If it is 
spread over any length of time business will be affected by speculative factors, 
and health and normality will not be restored to trade and commerce. After 
all, trade has been adjusting itself as best it could to rise and fall in the 
exchange value of the rupee. The rate chosen cannot be far removed from the 
present rate. Practically the choice is between If. Orf. and If. 4d. If. '4d. gold 
was the rate that ruled about a year back. Trade has been accommodating itself 
to fluctuations in prices and exchange rate all these years since 1917. If 
uncertainty is removed, and any rate is fixed which could bo maintained, trade 
will welcome it, and no elaborate arrangements need be made with reference to 
any transition to a rate that differs from thd ruling rate. 

(4) Measures to he Adopted to Maintain the Rate Selected. 

25. The success with which the If. Ad. rate was maintained between 1899 
and 1917 furnishes the clue to the measures that have to be adopted hereafter. 
Only a greater effort should be made in the future to have a stronger backing 
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of gold in our paper currency reserve, and to sec that notes and gold only are put 
into circulation. Sterling may be purchased in India or Council bills may be 
sold in Kngland only to the extent of nutting the home charges. Trade most be 
allowed to find the means of financing itself without the Government selling 
Council bills to help trade. 

26. There may be the danger of the rupee going up in value above the rate 
selected or going down below it. If it threatens to rise above the rate currency 
must be added to, and if it is decided to stop the I'uriher minting of silver, gold 
coins must be added to the circulation or notes should be issued. It may be 
said that the population may ask for silver rin)e<?s, in which case there may arise 
the necessity for minting them. In view, however, of the great expansion of 
note circMilation during the recent war and of the habituation of the peoide to 
note currency, with well-directed and prudent propaganda on the part of the 
Government and in particular the leaders of public opinion, the necessity for 
the coinage of silver rui)ees may be dispensed with. 

27. There may 1)C the danger of the ru{)co rate falling. Such an event will 
occur only in times of adverse trade balance. The Government will have to use 
the gold standard reserve to meet the home charges, and may have to .sell reverse 
Council bills, and make payment out of the gold standard reserve. The transfer 
of the gold standard reserve to India, as a result of the sales of lleverso Councils, 
will involve the sale of Council bills or the purchase of sterling with a view to 
retransmit the reserve to Rnglainl. In course of time, as the projmrtion of the 
silver rupees in circulation falls, and as gold takes an increasingly important 
place in the circulation, in times of adverse trade gold may leave the country 
without a.ny necessity for the Government to sell nwerse Councils. Meanwhile, 
the spread of banking facilities and general enlightenment will help the country 
to dispense with the use of huge quantities of silver rupee currency. 


The Future of the Gold Eaxhwuge Standord. 

28. The character of the measures to bo adopted to maintain the rate fixed 
depends upon the changes in the system of currency that are going to be intro- 
duced. The gold exchange standard system functioned fairly well before the 
War. During the comparatively prosperous times before the War the dis- 
advantages of that system were not keenly felt. The evils inherent in the system 
under wliich token coins, consisting of silver rupees, constituted uidimited legal 
tender, were not adequately realised. The reason was, it was not felt to be 
within the region of pr.actiiial ]K)litics that silver would ever ris(! in price leading 
to the necessity of the rupee going into the melting point on li\ 4rf. being main- 
tained. The experience of the Great War has taught us that we should not 
link the fortunes of the currency system of this country to a dclinite quantity 
of silver (;ontaincd in a rupwi. It is true that elTective gold standards also broke 
down as a result of the shock of the War. Elsewhere it was the strain of the 


War on the energies of the combatants, and the large demands that were made 
on the resources of the countries that led to the depreciation of currencies and 
brought about trouble. In India, on the other hand, during the period ol 
expanding trade, when Indian products were sought after by the rest of the 
world at high prices, our i;urrency system at 1."?. 4f/. for the riqicc had to break 
down. This was due to the fact that though wo were supposed to be on a gold 
standard we could not get away from the dominating influence of 165 grains of 
fine silver in the rupee. If India had been on an efl'ectivc gold standard the 
shock of the War would have made gold disappear from circulation in India, 
and prices would have risen further than they actually did, the currency con- 
sisting of paper money ojdy. Whatever the immediate troubles might have been 
the normal parity would not have been lost sight oi, and the public mind wouUl 
not have been confused, and trade and commerce distracted by the wrangle for 
different rates for the rupee. The only problem before the country, l)efore 
normality and health were restored to the currency system would have Ijecn to 
make efforts to restore the gold parity, whatever it was. . 

29. The gold exchange standard, under which the circukitmg medium 
consists of silver token rupees and notes, which, as a matter oi 
redeemed in silver rupees only, is not satisfactory, especially in the light of the 
experience of the War and its aftermath. Indian currency has to experienw 
difficulties due not only to the value of gold, but also that of silver. Thm double 
uncertainty hampers trade and dislocates calculation and contracts. We must 
have a system which is subject only to any changes that may come over the valim 
of gold, even as the currency of Canada, the United States of America, England, 
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aud Japan is. The only way to bring about that state of affairs is to limit the 
minting of rupees in the future, and to work steadily aud persistently towards a 
condition under which gold will be given in exchange for rupees even for internal 
purposes. Further, the legal tender currency must therefore consist of gold coins 
and preferably paper money backed by gold. The Government and leaders of 
public opinion must use their powers of psychological suf^estion in favour of an 
extended luse of gold coins or notes. Silver rupees are bound to form, however, 
an important part of the circulation. Since the bulk of the transactions in 
India are on a very small scale, and since the wages are very low, the ru^iee will 
lill in India a larger place than any (corresponding coin will do in more advanced 
countries. But the sway of the silver rupee could be reduced even as the jute 
growers of Bengal have got accustomed recently to taking notes instead of rupees. 
We must look, therefore, to a rise in the standard of life, and to a development 
of banking facilities, to make the rupee play a steadily decreasing part in the 
circulation of the t*ouutry, aud l)ecome as early as possible a limited legal tender. 

(5). Principles Regarding Note issue. 

30. in the past the issue of currency notes by the Government of India 
has been productive of considerable benefit. 'I’he population was not accustomed 
to the use of notes, and in the circumstances confidence ,was established by the 
function of note issue being assigned to the Government. Another testimony to 
the success of Government management of the note issue is furnished by tlie 
large expansion in note circulation that marked the period since 1915. That in 
a period of uncertainty, engendered by the varying fortunes of a world War, the 
note issue sliould have expanded in the manner it did is a tribute to the mauage- 
iiumt of the is.sue, as well as the capacity to learn lessons in currency matters on 
the part of the people. 

31. 'I'here is much to be said in favour of the note issue being handed 
over to the Imperial Bank. The issue and withdrawal of notes will deiieud on 
the varying needs for currency. But in India much has been gained by the 
Government directly managing the note issue, and among a population not much 
advanced there is something to be said for the Government being directly 
associated with it. If notes are issued against hundis, endorsed by the Imperial 
Bank in busy seasons, elasticity of currency could be secured in an adequate 
measure. 'I'hus, the arguments in favour of transferring uoU', issue to the bank 
are not overwhelmingly strong, though there is something to be said for India 
coming into line with the rest of the world by transferring the issue and manage- 
ment of notes from Government officials to the ollicers of a central bank. Note 
issue is a sourex; of gain to the State to the extent of the excess of the interest on 
securities in the paper currency reserve over the cost of management in the paper 
currency department. The Government, while transferring note issue to the 
bank, must make arrangements for the bank, making an annual payment based on 
the amount of securities in the reserve again-st notes. While active efforts are 
being made to introduce an effeettive gold standard there is something to bo said in 
favour of the Government continuing to manage the note issue. 

32. We must avoid confusing the public mind by introducing the com- 
plexity of a gold iwte and silver note circulating side by side. Till an effective 
gold .standard begins to function, aud till the rupee is triiated as a mere token, 
with a limited legal tender, 50 per cont. of the reserve against notes shouW 
consist of gold and silver coins or bullion. Steadily the silver portion of the 
reserve must be replaced by gold. The fiduciary portion of the reserve .should 
consist in the main of Briti.sh ,sc(:uriti(?s and 10 or 12 crores of Indian secnritie.s. 
Facilities for the (nicashment of notes must be provided on a largo scale. Side by 
side with the expansion of the note issue steps must be taken to make provision 
for increa.sed banking facilities. 

(6). The Minting of Gold and Use of Gold as Currency. 

33. The sovereign and half-sovereign should be minted in India. There 
seems, however, to be a strong sentiment in favour of a gold mohur of the same 
weight aud fineness as the sovereign. It is, however, a disadvantage in view 
of the place of the sovereign in international commerce and exchange that the 
sovereign should be given up in favour of the mohur. It is true that gold in 
circulation is not as great an aid to exchange as gold in reserve. But the public 
cannot be expected to be educated to use better forms of currency unless we pass 
through a stage when gold forms an important part of the circulation. The 
obligation cannot be immediately undertaken to give gold for rupees. But as 
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soon as possible we must reach such a stage, and measures must begin to be 
adopted with that end in view. It is a pity that the interest on the gold standard 
reserve and paper currency reserve investments is lieing diverted to current 
revenues. As long as the national iinances do not reach equilibrium without 
interest on investments referred to being annexed to revenue the position is that 
a real deficit exists, and the country is not paying its way. The oountry’s Uudget 
must be balaucsed without a resort to those sums. The latter must be used for 
helping the country to go on an effective gold standard. The interest earned on 
the gold standard reserve investments an<I the paper currency reserve investments 
may be devoted to replace corresimnding amount of rupees in circulation by 
gold. In this manner slowly and steadily the unsatisfactory condition of the 
composition of the currency at present may be made to give place to a better 
state of affairs. The Goyernment and the leaders of the public will have to 
co-operate to achieve an improved currency systcun. Expansion of banking 
facilities, expansion of primary education, and establishment of communal 
concord in the country arc favourable conditions for the improvement of the 
currency system in the direction suggested. 

34. It is often said that the tendency to hoard gold on the part of Indians 
stands in the way of adoption of an effective gold standard. This plea has not 
much to recommend it. For one thing, the Indian can hoard gold, if he is so 
minded, only to the extent that he has a surplus of income over expenditure. 
The fact that an cffecjtive gold standard with a gold curremey has conic into 
existenire will not in any way add to his surplus means. Besides this the gold 
exchange standanl, as it was functioning before the War, did not prevent India 
from having as much gold as it wanted. As long as there is no embargo on the 
export of gohl from different countries India ('an always get whatever gold her 
citizens retpiire. The gold exchange standard, fur from preventing the tendency 
to hoard gold, may even stimulate the hoarding habit on account of the token 
rupee being uidimited legal tender, and the absence of provision of a legal right 
to convert nijn^s into gold. For some years we cannot expect to make the rupee 
a limited legal t#mder. 'I'be success which attends the efforts of the Government 
of India to replace rupees in oircAilatwm by gold and extension of the habit of 
using notes or gold currency to meet expanding currency ncHJds wdll decide the 
time when the rujiee will cease to be unlimited legal tender. Wlien such a 
condition is reached the notes will be redi'emed in g(dd. 

35. Both the Chamberlain Commission and the Babington-Smith Commit- 
tee gave much of their time to the problem of the cximposition, .size, location, and 
the employment of the gold standard reserve. In the present condition of Indian 
financ<.^ we shall do well to keep the goffl standard resi'rve in the form of British 
Treasury bills, and use the interest on the securities to replace silver in circiila- 
ti(jn by gold. Since our propo.sal is not to give gold immediately for rupees there 
is no need for keeping the gold standard reserve in gold. If our financial 
condition is much bett.er than it is, and if wo divide on imnu'diate convertibility 
of silver rupees info gold, there is a .strong case for keeping the gold stanclard 
reserve in gold and using it. Though our gold resources in the shape of securities 
in the gold standard reserve and the gold in the paper currencey reserve are large, 
and though a revaluation of gold and sterling securities in tlie paper currency 
reserve at the rate at which the rupee is to bo stabilised, whether 1.?. 4(f. or Is. 
brings us gain, it cannot be confidently asserted that we may without risk under- 
take immediately to give gold for ruyiees as a matter of right. The lesson of 
the erisis of 1907-08, which followed the diversion of a. portion of the profits on 
rupee coinage to railway capital expenditure should not be lost sight of. We 
have Been enjoying for' the last five years favourable monsoons. A monsoon 
failure on a large scale will subject to a severe tost our resources. In these 
ciiciimstances there is need for caution. As a first step we may content ourselves 
with stopping the minting of rupees and increasing the circulation of gold coins 
or paper ba(^ked by gold. As the composition of the currency improves consider 
ably in the direction of the circulation of gold coins or paper money hacked hy 

there will be a case for scrapping tlie gold standard reserve. The gold 
standard reserve is thus to be employed for the time being for meetup the 
home charges in adverse times, an equal amount of rupees being kept in I^dm, 
and meeting the payment of reverse Councils. The question of the sip of the 
gold standard reserve, exrent for the interest on seenrities. does not aris«, since 
under the scheme here put forward the coinage of silpr rupee \nll have to cease 
forthwith. Since the reserve is to consist of securities it may be located in 
I-ondon. 
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Statement submitted by the Hon. Sir Basil Blackett, K.C.B., K.C.S.I., 
showing variations in the figures of wages and cost of living of the Bombay 
cotton mill operatives. 


Wages. 

May 1914. 

May 1921. 

August 1923. 

Juno 1925 
(assumtid). 

August 1 
(aiaumoi 

Average monthly wages 
of all workpeople. 

G,3 

i 

Rs. ao-10-0 

(exclusive bonus) 
Rb. 32^10-0 
(iiicluBive bonus) 

Rb. .30-10-1 

1 

! 

Rb. .30-10-1 

Rb. 30 K 

Nominal wages index 
numbers 

i 1(X)* 

; 

187 (without bonus) 
199 (with bonus) 

1S7 

1 

187 

187 

Cost of living index 

KK) 1 

107 

1.34 

154 

152 

Real wages 

100 

■ 

180 

•July 1914. 

1G6 

108 

108 
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Statement of evidence submitted by Mr. C. J. Hamilton, M.A., Professor 
of Economics, Patna University. 

1. By way of preface I should like to express my opinion regarding the 
slaud][)oiut from which important economic })roblems in India should be 
approached by a Commission sucli as this. It is not unnatural, but yet unfortu- 
nate, that ccouomic questions in India should l)e fretjuently approached from a 
politiciil rather thau au economic point of view. Decisions are made or 
judgments formed not upon the real economic merits of the case, but according 
as the decisions or the judgments appt;ar to supjwrt political aspirations or 
appeal to the sense of national pride. Thus, to give examples, it is not 
uncommon to lind that an Indian audience will not listen to an argument tending 
to show that Indian poverty is largely due to ovcr-iwpulation because it is a 
political prepossession that Indian poverty is the outcome of British administra 
tiou and to admit anotlier cau.se would conflict with that article of jxflitical faith. 
Again, a Gold Excluinge Standard has been described by a certain American 
professor as suitable only for dependent States. It is therefore judged to bo 
incompatible with a proper Indiiin pride, and economic argument will often 
prove v.ain in face of such sentiment. 

2. The result of this state of things is that any one being asked for advice 
upon a practical economic problem has to choose bctwwn an answer that he 
believes to be economically sound and one that will be acceptable to Indian senti- 
ment. There is no doubt, for example, that a very large proportion of Indian 
opinion is in favour of what is so often called an automatic gold currency, 
although I feel convinced that the majority of reasons advanced in support of 
this opinion are fallacious. Is one to rewjnmiend a (xmrse of action because it 
is desirable that the Indian people should determine their own economic policy, 
or should one l)e true to the results of economic reasoning? I lielieve that the 
latter course is essentially preferable. 

3. This note is written away from all books and pajiers of reference and 
must be completed within a few hours. I must therefore content myself with 
an attempt to express very briefly my opinions upon certain of the points raised 
in the memorandum issued by the Commission. 

4. Is the tiine ripe for the stabilisation of the Rupee? This appears to 
depend on two main considerations : 

(a) Is the present currency system fraught with disadvantages that 
should be promptly removed ? 

(b) mil stabilisation itself involve difliculties or risks that will 
diminish with the lapse of time? 

6. Ignoring, for the moment, the larger issue of the form of curreney to be 
adopted and merely considering the question of stabilisation, it is my opinion 
that there are no immediate evils to be anticipated from leaving things as they 
are, provided that Government does not itself initiate changes from the prevail- 
ing exchange rate. It was said not long ago that India was starved of currency 
and that Bank Reserves were low while at the same time funds might have been 
brought from abroad except that the uncertainty of exchange movements involved 
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too great a risk. Insufficient elasticity lias been and is a defect of the Indian 
Currency system and an uncertain exchange rate emphasises the defect. But 
when the outcry was loudest against an artificial stringency there were some 
factors in the situation which made it undesirable to increase bank loan funds 
too easily. For some time exchange has been reasonably stable and there si«ms 
no immediate reason why it shouhl not continue stable under the same influences 
as now operate. 

6. There may bo an argument of a |)olitical character in favour of early 
stabilisation and a general settlement of the Currency question. If India is to 
be put in tlie course of a few years in a position to determine her owi institutions 
it would be best that a currency system, of a pormancut kind, should already be 
in existence, when the political change is made. 

7. A further argument may be advanced in favour of immcdiatii action. 
SupiKise a gold currency should lie adopted for India ami that in future gold 
prices should fall ainsiderably. India would then do well to purcha.se the gohl 
which a gold currency would imply as soon as |x>s.siblo. On the other hand 
immediate stabilisation will involve risks that are likely to diminish with lapse 
of time. The future course of gold prices and of sterling prices cannot bo fore- 
seen, while it is very ]x)ssible that present prices may have to be much modified. 
Any important change in .sterling prices would re.sult in immediate reactions 
in India.. The restriction of a, currency system in which the exchange rate can 
be varied without implying a breakdown of the system affords two safidy valves 
instead of one with which to imxlify Iho re.-u^tions. With the |>rogressive settle 
ment of the currency problems in other count ri('s and when England has become 
finally adju.sted to the Gold standard the course of world prioes will lie less 
variable and more obvious. From this stand|ioint the balaiuv of advantage is 
on the side of waiting. 

8. If the exchange rate is stabilised now it should undoubtedly bo at a rate 
to which market (jonditions are tending at the moment. I regard all arguments 
for a return to a rate of l.s’. 4^/. whether per salt am or per grosa., as demonstrably 
unsound. 


9. Should India retain a Gold Exchange Standard, with certain modifi- 
cations upon the Currency System of pre-war time or should a Gold Standard 
and Currency be substituted ? 

Having regard wliolly and solely to the economic advantage of India f 
lielieve the balance of a(lvant;ige i.s largely on the side of the Exchange 
Standard. I should like to make the following categorical statements 

{a) The advantages of a Gold Exchange Standard are entirely 
unconnected with the question whether a country is de|)ondent or 
independent. 

(&) It is quite indefensible to regard the loss incurred by the sale of 
Reverse Councils as a direct consecpience of the Exchange Standanls. 

(c) The fuitithcj^is drawn between a “ Managed (hirreney ” and an 
“ Automatic Currency ” is unsouml. Every currency is managed, 
although there are degrees of management. 

(d) iTidia is a debtor conntrv ami not a i reditor country in the sense 
involved in this controversy. The question of a normally favourable 
balance of trade is irrelevant. 

(e) Under an Excihange Standard India is not prevented from getting 

the gold she wants. . , , 

(j) The adoption of a Gold Standard Currency would lie costly, and 
would partly presume acquiescence on tlie part of tlu^ United StJites in 
parting with gold for a purpose that would cause a severe deprc.ssion in 
her silver industry and a depreciation of her own stocks of silver. 

10 Should the control of the note is.sue be transferred to the Tnpierial 

Bank?' ^ , 

I am in favour of .such transfer provided that there is a siifliciently 
centralised, control over the policy of the bank and adequate rcpre.sentation of 
the public interest. 
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statement submitted by Mr. Norman Murray, one of the Managing Governors 
Of the Imperial Bank of India, showing the Imperial Bank’s figures of 
Deposits and Advances divided under the heads “ European ” and 
“ Indian.” 

{See Question No. 9752 in oral evidence.) 


IMPERIAL BANK OF INDIA. 

Deposits and Advances as at the Last Week in March, 1925. 


Indian 

Deposits. 

Rs. 3522 lacs. 

Percentage 
of total. 

67 

European 

Rs. 1688 „ 

33 

Total ... 

Rs. 5210 ., 


Indian 

Advances. 

Rs. 4827 lacs. 

68 

European 

Rs. 2318 

32 

Total 

Rs. 7145 „ 



Banks.* 

Indian Banks. 

Other Banks. 

Deposits as on 27th March, 1925 

Rs. 185 lacs 

Rs. 576 lacs. 

Advances „ 

Rsi 306 „ 

Rs. 223 „ 

* These figiirefl are included in the 

totalH of “ Deposittt ” and “ Advancee 

i” in the preceding? 
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Letter Irom Mr. J. P, (Jennings, Barrister-at-Law, J.P., Acting Director, 
Labour Office, Bombay, to the Secretary, Royal Commission on Indian 
Currency and Finance, No. 4945, date the 19th November, 1925. 

liEFEKENCE c- -A gricvlturol Wages. 

1 have the honour to forward herewith 12 tables according to the list 
attached to this letter. 

2. I have been able to get the statistical matter for 192.') tubulated sooner 
than I expected and the tables sent herewith arc complete. The figures for 
aniculturai w^es, prior to 1925, were supplied by the Mamlatdars and 
Mahalakaris of all Talukas in the Bombay Presidency in I'aluka Ponii No. 
XVIII every month to the Director of Agriculture. In the year 1924, the 
Government of Bombay in the lieveiiuo Department, on the recommcmhition of 
the Labour (^oe, divided to enlarge the wages section of this form in order to 
procure additional information in eonucction witli the wages of women and 
ohildreu and wages in kind, and passed a resolution to the effect that all the 
monthly returns in the enlarged form should be forwarded by the Taluka offices, 
to the Director, Labour Office, with effect from the 1st January, 1925. Forms 
for almost all Talukas in all Districts of the Presidency were therefore available 
in my office for the months of January to October ot the current year. The 
fluctuation in the wages reported monthly is not very marked and most Talukas 
in the Presidency report almost similar wages for different classes of agricultural 
labourers for several mouths at a time. 1 am therefore of opinion tliat the 
inclusion of the data for the mouths of Novemljer and December is not likely to 
make any perceptible difference in the linal averages for the year 1925 and that 
the averages which I have compiled for the ten months January to Octolx^r may 
1)6 regarded as almost final for the year 1925. 

3. In the compilation of the figures for Sind, the weighted averages for 
urban areas have been ascertained from the daily averages of wages in the head- 
quarter talukas of five districts only instead of seven owing to the fsrnt that 1 
have not received any returns for the Talukas of Hyderabad and Sulikur. The 
averages for the rural areas have, however, been compiled from figures for all 
districts. The general toiideuw in all districts in Sind at present is for wages 
to increase and the averages for urban areas show, in (•omparison with 19:^, 
that wages have markedly risen. Owing to the considerable employment avail- 
able for skilled and unskilled labourers on the TJoyd Barrage it is almost piwitivc 
that wages in Sukkur and Hyderabad have increa.sed in the same ratio as in the 
remaining districts of Sind; and 1 am, therefore, of (ipinion that the averages 
compiled for five districts only may be regarded as fairly representative of the 
figures that would bo arrived at ii all the districts wore taken. I have asked 
the Collectors of Hyderabad and Sukkur to make immediate arrangenumts to 
send mo the missing returns and I sh.all re calculate the averages for Sind as 
soon as the reipiired information is received. Tn case there should Ix) any change 
in the figures the changes will be notified to you at once. 

4. The tables given in paragraphs 19 to 25 of the Lab()ur Offi<!e Iteport on 

Agricultural Wages arc based primarily on the statistics for the year 1922 in 
comparison with the years 1900 and 1913. But as you required the figures for 
the years 1923, 1924 and 1925 in the same form I have, instead of giving you 
separate tables for each year, combined the figures for all three years into one 
table for each class of lal)Our in urban areas and rural areas. I he two separate 
tables given in the different paragraphs of the Keport for Administrative 
Divisions and Economic Circles have also been combined together and six mam 
tables have been prepared showing the daily average wages in 1900, 191.1, • 

1924 and 1925, index numbers for 1923, 1924 and 1925 in comparison with 
wages in 1900 and 1913 and the equivalent weekly wage in sterling. 

6 I would recommend that for purposes of comparivson greater reliance 
should be placed on comparing wages for recent years ^ith the prewar year 
rather than with the base year 1900 The great famine of 1899-1902 mi st haw 
had a marked effect on agricultural wagra and the tendency of wages in 1900 
must have been somewhat on the low side as compared with wages during a 
nonnalW In this connection I would refer you to two articles published on 
page 60?^ the “ Labour Gazette ” for January, 1925 and on page 03.) of the 
^\abour Gazette ” for February, 1925, dealing with this question. In order to 
facilitate easy reference I am forwarding copies of these two issues of the 
Lcibow Gazette*^ 
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6. With regard to the question of equivalent weekly wages in sterling 
these equivalents have been arrived at by multiplying the daily average wages 
by 7 and converting the products into sterling at the rate of exchange of one 
shilling and fourpencc to the rupee. The question whether the daily average 
wages should be multiplied by six or seven was carefully considered in view of 
the fa,(!t that agricultural labourers in England work for six days in the week 
only. But as wages in India are reported for working mouth consisting of 30 
days it was thought that it would be better to take the earnings for a full week 
of 7 days rather than 6 days. Another important question in this (lonnection is 
that of absenteeism. The Indian agricultural labourer is notorious for knocking 
off from work for two, three or even four days in a week if ho has earned enough 
during the remainder of a wet*k or of a longer peritnl to keep body and soul 
together. This question is a very big one and no satisfactory conclusions can 
be arrived at unless complett> statistics are cfdlected in connection with this 
matter. A note dealing with Tyalxair and Wages in the Bombay Presidency 
during the year 1924-25 for the (lencral A.dmit)istration lle{x)rt lias been' pre- 
pared by tljis office, which gives rather interesting information on the present 
position of labour, ami which also dejils with the question of efficiency and 
absenteeism in agriculture. T am enclosing a copy of this note for your 
information. 

(Enclosure I.) 

Labour and Wages. 

('Phe note referred to at the end of Mr. Gennings’ letter above.) 

1. Taking the purchasing power of the ru|X'e as 16 annas in the pre-War 
year, its purch.asing pow'cr fell from 10 annas and five pies for the year 1923-24 to 
10 annas and two pies for the year 1924-25. This was due to the fact that during 
1924 the cost of living rose steadily by 11 points betw'een April and August, 
and remained at the same constant level from August to the end of the year. 
Expresse'l in terms of [lercentage the cost of living was 57 per cent, higher than 
that of July, 1914, during the year under review as compared with 54 per cent, 
in the jirevious year. The effect of the fall in the purchasing power of the rupee 
appears to have had its corresponding effect on wages throughout the Presidency, 
hecause w'ages of all clas.ses of labour rose by about 5 jicr cent, during 1924 25. 
The {Kisition of labour in the districts to day is much lx^ttcr than at any time 

WAGES AND COST OF LIVING. 

■ Oi5 Otto QI7 19113 t9;0 IQli t9a r9t5 >924 indcx N05 
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siuce the begiiining of the century. Prices reuched their peak in 1920, and, 
with the exception of a short upward tendency, as shown above, have fallen by 
over 20 points during the last live years. Wages, liowever, have shown a 
constant upward tendency during this i>criod, which suggests tJiat the material 
condition of labourers in this Presidency, as expressed in terms of real wages, 
has considerably improved. 

2. This view is iii harmony .with the opinions expressed by many collectors 
of districts. Keports from the northern division state tliat, taken altogether, 
the labouring classes are in a happy condition. Several collectors from the 
central division are ol opinion that the general ^)ositiun of the average labourer 
is good, and that there is an improvement in liis condition. Iteports from the 
southern division also slrow that the economic condition of labour was satisfactory 
throughout the year, whilst those from Sind state that the rates of wage's are 
very high in comparison with pro- War rates, and that they do not appear to be 
much affected by a rise or fall in prices. A most gratifying observation 
frequently made is to the effect that labour has improved its standard of living 
in many parts of the Presidency during recent years. On the other hand, there 
is no corresponding increase in efficiency. In the Kolaba district the Tata 
Electric Company had to import many labourers from outside owing to the fact 
that local labour was not sufficiently efficient. In this district high wages have 
neither conduced to increa.sed efficiency nor to the adoption of better conditions 
of living; and greater independence has only resulted in slowness and indifference 
to work. The tendency to spend surplus wages in drink is becoming more 
marked, and absenteeism is on the increase, for the reason that the average 
agricultural labourer is generally not inclined for continual work. 1 f he is able 
to sell his labour at a good price he knocks off from work for two or tlmee days 
in a week. This is one of the principal reasons given why the supply of lalKmr 
in several tracts is not sufficient to cope with the <lemaud. 

3. With the exception of the general migration of labour to the cities of 
llombay, Ahmedabad, and Sholapur, and, in the cotton season, to the two 
Khandesh districts, there was not much inter-district migration during the year 
in the Presidency projier. (kmtrary to the usual custom, very few (hilchi, Thari, 
and Marwari labourers migrated to Sind, the reason being that these people 
were able to eke out a satisfactory existence in their owm territories. Hut there 
was cionsiderable inter-district migration in Sind itself on account of the ready 
employment available on the various works in connection witlj the Lloyd Barrage. 

4. Agricultural Labour. -In the northern division agricultural labour 
continued to bo scarce and costly. In the Ahmedabad district there is a crying 
need for a more settled agricultural population on account of an increase in the 
areas for cultivation, although vast tracts of waste still remain to be converted 
into arable land. In Broach, with the exoejition of the Bahra tract of the Vagra 
Taluka, where the season was not entirely favourable, there was the same usual 
scarcity for field labourers. In the harvesting season cultivators had to pay as 
much as a rupee a day, witli food per head for the labour which they required. 
However, much of the agricultural work in this district is done by permanent 
servants, who are paid in cash, along with food and clothing. Their status is in 
many cases no letter than that of bondsmen, but their position is fairly secure. 
In the Thana district cultivators are endeavouring to maintain a hold on their 
employees by making advances of money for marriages, but in many cases the 
labourers leave their masters as soon as they are married, becaus^ they know 
that no action can be taken against them under the Workmen’s Breach of 
Contract Act or any other law except through the long and tedious procedure 
of the Civil Courts. The effect of the prevalence of high wages is resulting in 
a deterioration of agriculture because the burden ol scarce and dear labour falls 
almost entirely on the tenant farmer class. The bigger landlords are not affected, 
as they do not usually undertake cultivation or contribute anything to the 
working expenses or to the improvement of their laud. They simply lease their 
lands out at rents varying from three to six times the assessment, and the tenants 
have to bear all expenses of every kind. 

5. In the rural areas of the central division the average wages of agricul- 
tural labourers rose from six annas and three pies per head Fr,aay to seven 
annas and six pies or by 20 per cent. This was due to the generally favourable 
char a c t e r of the season in all districts with the exception of Kandesh, 
where no unusual demand for agricultural labour was in evidence. The agricul- 
tural labour outlook is, however, causing great anxiety to the ncher cultivators 
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in this district. Hitherto they were accustomed to a local supply of compara- 
tively docile, if not efhcient, Hhil Soldars. Nowadays, every Bhil hopes to set up 
as a free cultivator, and is becoming {Assessed of ideas of independence. The 
same occurs with the poor men of other castes who have hitherto worked as 
Saldars and servants. 

0. In the southern division the supply of labour was more than sufficient 
to meet the local demand on the coast; but above ghats it is becoming more and 
more difficult to obtain the labour required for agricultural operations, and 
cultivators and the owners of the spice gardens have to depend almost entirely 
on labour imported from the neighbouring districts of Dharwar and Bijapur and 
from Goa. The work of cutting and destroying prickly pear and of repairing 
the tanks provided sufficient work in the liharwar district for a considerable 
number of people during the oil season. In the Kanara district there was much 
agricultural luirest on account of the revolt against the special tenures on which 
labourers hold laud, to the insecurity of tenure of the tenants, and to a general 
revolt against, and a breaking away fnjin, old and established customs. Bijapur 
was favoured with a good season, and, as a result, the wages of field labour rose 
by nearly 20 per cent, in this district during the year under review. 

7. In Sind the wages of agricultural labourers in urban areas rose by nearly 
20 per cent, over the levels of the previous year, and in rural areas by 7 per cent. 
In the Hala division of the Hyderabad district labour was very scarce at the 
time of harvesting on account of a general outbreak of malaria. A considerable 
number of agricultural labourers took up employment at the w^orks of the Lloyd 
Barrage, but, speaking generally, there was a sufficient supply of labour avail- 
able for agricultural operations in the whole division. The following table 
gives the average daily wages of field labourers in the noighbourluKal of district 
headquarter towns (urban areas) and in more rural areas by divisions and eco- 
nomic circles, and for the Presidency, with and without Sind, for the years 1913, 
1923, aud 1924:— 


lUiiiY AvkhacU'J Wagks in 


DivisionK. 


IDia. 


“ I 

\m. I vm. 


Political Divirtions — 
Northern Division 
Oontral Divimon... 
Southern DiviHifni 

Kcononiic Cirolea — 
Gnjarat Circle 
Deccan Circle 
Koukan (.irclo ... 

PreHidency Proper ... 

Sind 

Whole PreHidency 


Urban Rural 
areas | areas. 



* 

■ — 1 




Rs. 

A. 

p. 

Ha. 

A. 

p. 

0 

4 

9 

0 

3 

9 

0 

5 

0 

0 

4 
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0 
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0 

0 

4 

1) 

0 

•1 

\] ' 

’ 0 

3 

9 

0 

4 

« 1 

1 

4 

0 

0 

D 

3 ! 

1 

! 0 

1 

4 

G 

0 

•1 

9 1 

0 

4 

0 

0 

7 

9 1 

0 

8 

0 

0 

1 

9 

0 

4 

3 


Urban 

Rural 


ureas. 


areas. 


Us 

. A. 

p. 

Rs. 

A. 

P. 

0 

11 

0 

0 

8 

3 

0 

9 

0 

0 

G 

3 

0 

8 

G , 

( 

0 

G 

3 

i 

0 

10 

3 ' 

0 

S 

i 

3 

0 

8 

3 

0 

G 

0 : 

0 

11 

3 ■ 

0 

9 

0 

0 

9 

t 

; 

0 

7 

0 ■ 


12 

6 ! 

0 14 

9 


9 

6 1 

0 

7 

3 ! 


Rural Rural 

areas. areas. 


Rs 

. A. 

1*. 

Rs. 

A. 

p. 

0 

9 

[) 

0 

8 

0 

0 

9 

0 

0 

7 

G 

0 

8 

;» 

0 

G 

0 

0 

9 


0 

8 

0 

0 

8 

r. 

0 

6 

G 

0 

11 

3 

0 

9 

3 

0 

9 

3 

0 

7 

3 

0 

14 

3 

0 J 

Lf) 

9 

0 

9 

3 

0 

7 

G 


8. Umkilled Labour . — Owing to extensive constructional work in almost 
all districts in the northern, central, and southern divisions the supply of casual 
labour in the Presidency proper wjis insufficient to meet the demand. The 
constructional work in connection with the Security Printing Press and the 
Central Jail at Nasik was responsible for the partial diverting of the usual labour 
supnly available in this district for employment in the railway workshops 
at Manmad, Nandgaoii, and Igatpuri ; and in the Poona district the construction 
of the Bhatgar Dam gave employment to a considerable number of unskilled 
labourers at good rates of wages. Bombay city and the Bombay suburban district 
attracted thousands of labourers from the Konkan and the Thana district, and 
all immigrants found ready employment on the various schemes in connection 
with the electrification of the G.I.P. and Uie B.B. and C.I. Railways, the dupli- 
cation of the Tansa mains, and the reclamation and development projects of the 
Bombay Municipality, the Improvement Trust, and the Development Department. 
The city and the port of Karachi were able to absorb all available manual labour, 
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and at timra the supply was an^ented by immigration from Cutch and other 
parts of Sind, The following table shows the daily average wages of unskilled 
labourers in district headquarter towns (urban areas) sind in certain taluka towns, 
one in each district (rural areas) in same manner as in the case of held 
labourers : — 


Daily Avkuaok Waors in 


1 

Divisions. 

■ 


1913. 


1 

1 


1923. 


1921. 


Urban 


Uaral 


Urban 


Rural 


llrbun 


Rural 



areas. 


areas. 


areas. 


areas. 


areas. 


areas. 



i 

1 Us. 

A. 

P. 

HS. 

A. 

P. 

Us. A. 

P. 

> 

• 

1*. 

Rs. A. 

P. 

! Us. A. 

i». 

Political Divisions — 

! 














Northern Division 

1 0 

5 

3 

0 

4 

3 

0 14 

0 

0 11 

3 

0 11 

3 

i 0 11 

0 

Central Division 

0 

r» 

9 

0 

4 

r> 

0 10 

3 

0 G 

G 

1 0 9 

9 

; 0 « 

0 

Southern Division 

0 

f) 

9 

0 

■1 

9 

0 10 

3 

0 7 

9 

j 0 10 

('> 

0 7 

6 

Economic Circles — 











i 




Gujarat Circle 

0 

f) 

3 

0 

4 

0 

0 13 

3 

0 11 

0 

i 0 13 

9 

0 11 

0 

Deccan Circle 

1 0 

T) 

9 

0 

1 

6 i 

0 10 

0 

0 G 

3 

1 0 9 

9 

0 7 

G 

Konkan Circle 

1 0 


3 

0 

f) 


i 

0 

0 10 

G 

1 0 13 

1 

0 

1 0 9 

9 

Presidency Proper 

! 0 

.*) 

9 

0 

4 

6 

! 0 11 

3 

0 8 

0 

0 11 


' 0 8 

9 

Sind 

! 0 

8 

0 

0 

7 

3 

! 0 l.'i 

9 

0 11 

9 

0 15 

G 

0 12 

0 

Whole Presidency 

i 0 

6 

3 

0 

5 

3 

! 0 12 

G 

0 9 

0 

0 1*2 

3 

1) 9 

6 

. . . 







1 
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9. Skilled Labour . — The wages of skilled labourers increased from 5 to 20 
per cent, in several districts in the Presidency over the levels of the previous 
year. This increase was mainly due to a big demand for different types of 
skilled artisans for employment in building work and for general wmstructional 
work in connection with various development schemes in reclamation, irrigation, 
and the making of dams. In the Dharwar district miisons and car{)entcrs were 
masters of the labour situation, and were able to dictate what terras they pleased. 
In West Khandeah skilled workers were not in as great demand outside the 
larger towns, as in the previous year, because the patils and gujars had little 
money to spend on building. I'he lire at Nandurbar caused a great demand for 
masons and carpenters, but the supply was not equal to the demand, and at times 
skilled artisans, in many phuies, were niiprocurable. A serious shortage of 
skilled labourers was als.» in evidence in the Poona district on account of the fact 
that the G-.T.P. Railway employed as much of this class of labour as was available 
in connection with the building of the new Poona station, and the reconstruction 
of the sidings and yards. The following table shows the daily average wages of 
skilled labourers in the same way as in the two preceding tables : — 


Daily Avuiiagk \Vaoe.s in 


DivisioTiH. • 


Political DivisioiiB— 
Northern Division 
Central Division ... 
Southern Division 

Economic Circles — 
Gujarat Circle ... 
Deccan Circle 
Konkan Circle ... 

Presidency Proper ... 

Sind 

Whole Presidency ... 



1913. 




1923. 




1924. 


Urban 


Rural 


Urban 


Rural 


Urban 

i 

Rural 


areas. 


areas. 


areas. 


areas. 


areas. 

! 

areas. 


RS. A. 

P. 

Rs, A. 

P. 

Rri. 

A. 

p. 

Us. A. 

P. 

R.S 

A. 

j 

IK A. 

P. 

0 13 

9 

0 11 

9 

2 

3 

6 

2 0 

3 

2 

2 

1 

2 0 

3 

0 13 

0 

0 10 

G 

1 

7 

0 

0 15 

3 

1 

9 

G ; 

J 0 

9 

0 10 

9 

0 9 

9 1 

1 

2 

0 

1 0 

0 

1 

3 

<■’ 1 

0 15 

i\ 

0 13 

G 

0 11 

9 

2 

0 

3 

2 0 

3 


1 

3 ; 

2 0 

3 

0 11 

9 

0 10 

0 

1 

4 

9 

0 11 

9 

1 

r> 

i 

0 I.*) 

3 

0 13 

9 

0 11 

3 

1 

12 

0 

1 9 

9 

1 

14 

G ; 

1 9 

G 

0 12 

G 

0 10 

9 

1 

9 

3 

1 .■> 

0 

1 

10 

6 ' 

1 .'> 

3 

1 4 

G 

1 2 

0 

2 

3 

9 

1 11 

0 

2 

8 

6 

1 13 

9 

0 13 

9 

0 11 

9 

1 11 

0 

1 G 

0 

1 

12 

9 i 

1 

1 6 

G 
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ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


(Enclosure II.) 

Agricultural Wages in the Bombay Presidency. 

lilST OF Tahlks. 

T\HLE 1. — Wagos oC Field liiibour — Urban aroaa— By Uivisinng and Efionomic Circles. 

Table 2. -- Wages of Field Labour— Rural areas — By Divisions and Economic Circles. 

Table 3. — Wages of Ordinary T abour — Urban areas —By Divisions and Economic (vircles. 

Table 4. — Wages of Ordinary Labour— Rural areas— By Divisions and Economic Circles. 

Table Tl — Wages of Skilled Labour— Urban areas— By Divisions and Economic Circles. 

Table 0. — Wages of Skillcil Labour— Rural areas— By Divisions and Economic (Circles. 

Table 7. — Suminary of changes in Field, Ordinary and Skilled Labour — Url)an areas— By 
Divisions and Economic Circles. 

Table 8.— Summary of changes in Field, Ordinary and Skilled Labour— Rural areas — l^y 
• Divisions and Economic Circles. 

Table IL — Cost of Living (Presidency) since lU()()and Pre-war (July IDJd) — (1) March 11HK)=1(H). 

Table K). — Cost of Living (Presidency) since P.>00 and Pre-war (July 1111 J)--- (2) July 1911 
(Pre-war month) =!()(). 

Table 1 1. — Real wages for Presidency including Sind — Urban areas. 

Table 1.2. — Real wages for Presidency including Sind — Rural areas. 
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Table No. 9. 

Cost of lii'liig {Presidencif) since 1900 and pre-war {July 1014). 

l.-March 1900=100. 


ArlicleB. 

Number. 

Marcli 

1900. 

.July 

1914. 

March 

1923. 

March 

1924. 

March 

1925. 

FoodfifmiiiB 

... G 

100 

lit 

1.55 

1.55 

166 

Other artid(‘8 of food 

11 

1(M> 

120 

193 

199 

198 

Totjil food articles 

17 

1(K) 

no 

167 

169 

177 

Fuel and lighting (kerosene) 

1 

i(H) 

1(K) 

171 

166 

172 

Clothing 

\\ 

UK.) 

135 

302 

311 

281 

General trerage 

21 

UK) 

117 

173 

176 

181 


Table No. 10. 


Cost of living {Presidency) since 1900 and pre-war {July 1914). 
2. — July 19M (pre-war month)=100. 


ArtichiS. 

Nnmbur. 

■ 

.Inly 

1914. 

March 

1923. 

March 

1924. 

^farch 

192r>. 

Foodgraiiia 

6 

100 

136 

136 

115 

Other articles of food 

11 

KM) 

161 

166 

165 

Total food articles 

1 17 

100 

144 

146 

152 

Fuel and lighting (kerostuio) 

1 

100 

172 

' 167 

172 

(Nothing 

3 

DM) 

224 

230 

208 

Oeiionil average 

21 

100 

149 

151 

1 

1.55 





Table No. 

11. 





Real icages for Vresiilency hiduding Siful- 

— Urban 

arras. 




Index Niimbkiis ok 

Nu.MINAb 

Index Numbers ok IIeai. 


Cost of 


Wa(jks. 



Waues. 


Y ears. 

I.iviiii' 

Index 








Nos. 

Viohl 

Ordinary 

Skilled 

Field 

Ordinary 

Skilled 



liahonr. 

liUbour. 

Labour. 

Lahonr. 

Labour. 

Labour. 




(1900=100) 




1914 

117 

167 

147 

133 

143 

126 

114 

1921 

195 

283 

271 

230 

145 

139 

118 

1922 

2(X) 

3(X) 

282 . 

249 

1.50 

111 

125 

1923 

173 

317 

294 

251 

183 

170 

145 

1921 

176 

308 

288 ; 

267 

175 

164 

152 

1925 

181 

3.50 

300 

277 

193 

166 

I5;i 


(1914=100) 


1921 

... 

167 

170 

184 ; 

174 

102 

no 

104 

1922 


172 

180 

192 1 

188 

105 

112 

109 

1923 


149 

190 

200 

189 

128 

134 

127 

1924 

• • ■ 

151 

185 

196 

202 

123 

130 

134 

1925 

... 

155 

210 

204 

209 

135 

132 

135 
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Tabu: No. 12. 

Heal tvages for Presidency inelndiny Sind - Hiiral are<ts. 



APPENDIX 50. 

Letter from the Secretary, Chamber of Commerce, Madras, to the Joint 
Secretaries to the Royal Commission on Indian Currency and Finance, 
dated 1st December, 1925. 

I am (lim'U'd submil tlio views of the (h)mmittee of tliis ('haml)ei' on the 
preliminary questionnaire. 

Q. 1. Is tl)o time ripe for a solution of ])rol)lems of Indian ('urreney 
and K.xehange by mea.sures for stabilisation of the riqK'e <»r otberwis<' ? 

Wliat is the comparative importance of stability in internal prices 
and in foreijjn exchanges? 

What are the effects of a rising and falling ru])ce ami )f a stability 
of high or low rupee on trade and industry includin agriculture on 
national finance ? 

1. — Tn view of the return of the I’nited Kingdom and some o the 
principal European Nations to a (hild Standard this t’hamber is o|)inioii 
that the time is rij)e for an attempt to lx* made to .stabilis«‘ the rupee. 

Stability in internal prices is of the utmost imixi>rtam‘e, but my Com- 
mittee cannot measure the comparative value of stability in internal prices 
as against stability in foreign exchanges. The one would appear to bi: 
largely dependent on the other as a stal)le exchange would teml, in a large 
measure, to contjul intenial price fluctuations. 

(i>. 2.- Tn relation to what standard and at what rale should the 
ru|Kie be stabilised, if at all ? 

When should any decision as to stabilisation take effect? 

.T . 2. fii the opinion of my Committee the standanl to be adopted 
should be the gold exchange standanl which was in force lx*fore the war*. 
My (AHnmittce are not preparerl to name a ra.tt\at which the ru|x*<* should 
bc’stabilisiHl as it considei*s that the rate most suitable to the needs of tin* 
country can only decided upon when idl evidence Ixaritig on the 
(uiestion brrs l)ei‘n submitttMf and considererl by the Memlx^l•s of tlie 

Commission. . i 

Any decision in favour of stabilisfition should take effect as early 

as possible. 

Q. 3.- Tf the rate selected differs materially from the present rate 

how should transition be achieyerf ? • •. ,r. 

A. 3. -My Committee consufer that the transition will acliieve itself 
without any serious disorganisation if the rate selected is one that 
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Goveriiment can fully maiutaiu. The ease or diiKculty in achieving the 
transition will de{x:n(l, in a great measure, on the degree of couiidence 
which the public held in Government’s {rawer to maintain the ado{>ted 
rate. 

4. — What measures should be adopted to maintain the rupee at 
the rate selected ? 

Should the Gold Exchange Standard system in force before the war 
be continued and with what modifications, if any? 

What should lx; the composition, size, location and employment of a 
Gold Standard lieserve? 

.4. 4.— My Committee {iresume that the rate to Ira fixed will depend 
on the measutes Government have at their disposal to maintain that rate. 
It is further assume*! that the Gobi Standard lleserve will be maintained 
and used to prevent heavy fluctuations in exchange and the com{X)sition 
and size of Uie lleserve will again depend, in a large measure, on the 
rate selected. 

My Committee are of o{)inion that the Gold Staiulard Reserve should 
be in easily realisable short dated s<;curities and Gold maintained in 
London. 

5. — Who shouhl hi; charged with the control of the note issue and 
on what principles should c’ontrol or management Ira transferre*! to the 
Ini{rarial Rank of India, and if so, what should bo the general terms of 
the transfer? 

What {)rovisions should be made as to the backing of the note issue ? 

What should Ira the facilities for the encashment of notes? 

What should be tbe {xdicy as t*) the issue of notes of small values ? 

A . i). My Committee are not pre{>ared to exi)ress an opinion on this 
item of the questionnaire. 

Q. (i. -What should be tlu; jralicy as to the minting of gold in India 
and the use of gtdd us currency ? 

Should the obligation Ira undertaken to give gold for ru{KH;s? 

,1. ().- My Crammittee would not advocate any departure at present 
fnaii the {)re-war arrangement in regard to the exchange of gold for 
rupees <utd arc not in favour of the minting of gold in India. 

Q. 7.--Ry what method should the remittance operations of the 
Government of India Ira conducted ? 

Should they be managed by the Tm})erial Rank? 

.,1. 7. — My Committee do not propose to express an opinion on this 
item of the questionnaire but presume that the remittance oirai'ations of 
tlie Government of India will continue to Ira cxmtrolled, as in the ])ast, by 
the Einance Member to Gov(;rnmc'nt. 

Q. 8. — Are any, and, if so, what measures desirable to secure greater 
elasticity in meeting seasonal demands for currirncy? 

Should any, and. if so, what conditions be prescribe;*! with rc;gar*l to 
the issue of curnmey against hundis? 

A. 8. - In the *ipini*>n of my (knnmittee the present facilities appear 
to Ira sulli*’ient but e*>nsiderati*m might be given to the widetiing *>f the. 
fiehl of securiti*;s iigainst which the issue of curreiu'y can be mu*lc to meet 
seasonal demamls. 

Q. 9. Shouhl any change be ma*lo in existing methods for the 
purchase of silver ? 

A . 9. — My Ckmimittcra see no reasoti t*> alter the existing meth<Mls for 
the {)urehfise of silver. 

I am 'further directed to stsite that the Madras (’hamlrar do not pr*)pose t<» 
tender oral evideni-e before the (./ommission through a representative witness ainl 
s*) far as can be ascertaine*! n*) Mcmlrar of the (Chamber desired t*; apjraar before 
the Commission in his indivi*hial capacity. 

Briefly stiite*! the views of the Chamber arc that stability in exchange is *)f 
vital im{rartancc to all agricultural, industrial an*l trading interests thr*>ughont 
the country and my Committee consider that no violence will be done to any 
particular interest whether the rate is fixed at l.v. 4*/., Ls*. 6d., or at any |raint 
Iratween these tw*) figures provi*lcd Government have it in their power to main- 
tain the Exchange value of the rupee at the level decided upon. 
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Letter from the Secretary, Burma Indian Chamber ol Commerce, Rangoon, to 
the Jomt Secretaries, Royal Commission on Indian Currency and Finance, 
No. G. L. 176-25, dated the 23rd December, 1925. 

I am direuted by the Coinniittoe of this ('hatnber to submit hereby tlieii* views 
on the Indian Currency and Exebaufje jmliey for the eoiisideration of tht; iioyal 
Commission. 

2. The terms of rOfercnee to the Commission arc : “ To examine and rojHirt 

on the fiidiaii Exchange and Currency system and practice; to ('onsider whether 
any modiiications are desirable in the interests of India; and to make recom- 
mendations.” 

3. It is gratifying that the terms of reference are kept as wide as could Ixi 
desired and arc not needlessly confined to an examination of :i particular sy.stem 
just as those to tJie Babington Smitfi (kmunittee were I'onfuied only to an 
examination of the Cold Exchange Standard. The Commission liave thus fieen 
left full discretion to recommend any measures which tfiey consider most desirable 
and suitable in the interestfi of Imfia. My (kmimittee attach s[)(*cial importance 
and significance to the words in the interests of India " included in the terms of 
referenixi becau.so they believe that rightly or wrongly there is an impri'ssion in 
the Indian publiit mind that intere.sts other than Indian liave been given undm; 
imiKirtancie in determining and pursuing the cnrri'iicy and Exchange jiolicy in 
this country up till now. 

A My Committee will now pr<K‘i*ed to deal with the various questions 
contained in your memorandum ; — 

Question 1.- -(«) Is the time ripe for the solution of ^iroblems of Indian 
(hirrency and Exchange by measurers for .stabilisation of the rupee or otherwise? 

(ft) What is the ixmiparative importance of stability in internal jiricrs ami 
in foreign exchanges? 

(c) What are the effeids of a rising and a falling rupee and of a stability of a 
high or low ru|K‘e on trade ami industry including agriculture and on national 
tinance? 

Answer : — {a) My (^nnmittee arc of opinion that time is not only ripe for 
an enquiry into the Indian (hirrency and Exchange (lolicy with a view to revi.se 
(he ill-conceived legislation of 1020, which altered the legal ratio of the rufx'e 
from 1.S*. Ad. b) 2.s‘. in aiH'ordance with the recommendation of the ma jority of the 
Babington Smith Committee but that such an enquiry has Ixvn delayed t(K» long. 
It will 1)0 rememliered that the most significant factor which influencecl the findings 
of the Babington Sniitb Committee was the unprecedentedly high price of silver, 
as a. result of which the Committee jiresumeil (bat the ]>rice of silver was likely 
to remain very high for a long time and that it would not in any case fall Inflow 
fl per ounce for many years to come. In order, therefore, to give the Ilupee a 
siifilciently high exchange value which would place the melting point of the 
llu])ee higher than that of the TI.S.A. silver dollar in relation to the price of 
silver, the Committee recommended the 2.s’. ratio, which they have tried in vain 
to justify in paragraph 43 of their Report. When, however, the ])rice of silver 
began to fall contrary to the predieti(«is of the majority of the Babington Smith 
(Committee, the rujice exchange ought to have been put down /x/ri passu with the 
same promptitude with which the rate was ])ut up when the price of silver began 
to rise in Re])tember. 1917. But this (he authorities would not do in s])ite of 
.strong representations aud protests of the Indian commercial community and the 
in-operative yet injurious 2s. ratio has been allowed to continue on the Statute 
Book with the result that the Indian Curremy .sy.stem has been deprived of the 
automatic working which was its chara.ct<M'istic feature liefore the w’ar. An 
enquiry into the Indian Currency ami Exchange System was put olT up tilj now 
on various prctoxCs, chief among which were the unst*ttled political conditions 
in EuroT)c, the state of ])ri«*s throughout the w'orld, the uncertainty as to the 
price in terms of gold, and the uncertainty as to the relation between the [)ri<*i‘ 
of one commodity and another. Under these conditions the authorities e<tn- 
sidered the stabilisation of exchange premature although Indian public 
opinion thought otherwi.se. But with the return of England, the Dominions and 
a number of European countries to the^ }?old standard my Uommittoe are ot 
opinion tha.t time is now more than ripe to put the Indian ( iirrency and 

Exchange System on a sound and stable basis. oii-v.--.. i 

(ft) While my Committee arc alive to the importance ot stability in internal 
prices as well aa m foreign exchanges, they are firmly of opinion that the main- 
tenance of the former by Currency manipulations is open to serious objections. 
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'J'he fact that the authorities here have so far attached greater importance to 
tJ.e stability of internal prices than to the stability of exchange had brought 
about grave dislocation of trade. The inaiiiteiiance of a stable price level in 
tlie i»untry irrespc(?tive of fluctuations in world prices as a national poliijy is 
to be greatly deprecated. Because such a ptflioy naturally results in exchange 
being moved up and down every few years just to maintain the country’s Index 
number constant. The goal should Ihj to sec that the prices of various commo- 
dities in the country are not maintained at a higher level than is justified by 
the prices of similar commodities in other countries. My Committee therefore 
believe tliut prices in India should generally follow the movement of world prices 
and in their opinion the licst means to secnirc this is to place Indian Currency 
on a genuine Gold Standard, 

(c) The (piestion being merely an academic, one, iny (Committee do not 
propose to discuss such effects. They may, however, be jiermitted to point out 
that whatever may he the implication of this question, they cannot agree that 
the consideration of such effects is under any circumstances a justification for 
tampering with the standaril of value of a country. They agree that the cost of 
Government remittances would be lightened by means of a high exchange but 
such an incidental and subsidiary advantage should be strictly subordinated to 
the more vital interests concerneil. The balaiudug of binlgets by such devices 
is economically unsound and my (Vimmittee would jirefcr direct taxation to such 
an indirect and impiirceptible burden on the taxpayer. 


(Question, 2. — {<() In relation to what standard and at what rate should the 
ruiiee be stabilised, if at all ? 

(6) When should any deidsion as to stabilisation take effect 

Ansu'er.- («) In dealing with this question, it is necessary to refer briefly 
to the system of currency in force before the war in this country. Hefore the 
war the currency system was based on what the (’harnlierlain Cominissioii 
described as the Gold Exchange Standard. According to them, it w'as, in fact, 
a gold standard supported by gold in reserve with internal circulation niaitdy 
of rupees and notes. In their opinion it was a jiart of the system that the 
rupee should not lie allowed to go over !*■. 4(/. and that it was not |K)ssible for 
the Government of India to manipulate the currency for their own ends. The 
experience has, however, proved that, while the Gold Exchange Standard Systmii 
functioned satisfactorily before the war. It utterly broke down during and after 
the war and also that it was capable of being manipulated by the authorities in 
cliargc of the system. My Committee, therefore, adtocale the rsttiblishmeut of ./ 
(lold Htnndard with <i gold currency which has lieen the goal of this country since 
1S93, when the Silver Standard was given up and Indian mints were closed to a 
free coinage of silver. Even the Eowler Committee of IHOH liH)ked forward to 
“ the effective establishment in fndia of a Gold Standard and (hirrenc.y ba.scd on 
the principles of free inflow and outflow' of Gold.” MoriMwer, the balance of 
trade being normally in favour of India, the introduction and maintenance of a 
gold standard, my Committee consider easy of achievement, and bog to suggest, 
tbc following measures to achieve this : — 

(1) The basis of the currency system of the wuntry sliould be declared to 

to lx; the Gold Standard. 

(2) The unit shoidd be defined as the Gold rupee containing 7'53344 grains 

of gold. The relation of the rupee to gold will then be Its. 15 to the 
British sovereign. 

(3) Sovereign or the Gold Mohiir of 1918 which was of the .same weight, 

fineness and dimensions as the former should lx; the standard gold 
coin and should be minted in India. 

(4) The coinage of fresh rupees should lie entirely discontinued, but the 

rupees in circulation at present should be allowed to continue as 
full legal tender jx!nding consideration of the question of 
demonetisation of the rujiee at a future date. 

(5) For the present, currency notes should 1x5 convertible either in gold 

or silver at the option of Government. 

(6) Answer to this question will be found in iny Committee’s reply to 
Question 3. 

Qw.Hion 3. — If the rate selected differs materially from the present rate, 
Jlow should transition be aerhieved? 


Answer . — 

5. My (kimmittec have advoeateil the establishment of the Gold Standard 
under which the rujiee is proposed to be the unit and to contain 7'53344 grains of 
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gold, i.e lis. 15 to a Sovereign, or l.s-. M. to a rupee. As this rale tIilVers 
materially irom the present rale my (’ominitUH! are of opinion that any doeisinit 
should not take effeet irom any given date. They suggest that (.Jovernment 
should declare its policy to be a retnru to lis. 15 to a Sovereign and tli(iy believe 
that the eneet oi such a declaration will be an immediate fall in exchange, 
(government should aniiouncxr, with every such fall, that they w<uihl give rupees 
in exchange lor gold at the then prevailing markin. rate. When the market 
rate reaches approximately l.v. ‘id., /.<•., Us. 15 to a Sovereign, the latter slinuld 
be made Statutory rate. 

Q- {fi) What measures should Ik; adopted to maintain the ruiicc at the 
rate selected ? 

(b) Should the (.lold lii.xchangc Standanl System in fori'c before the war 
lie continued and with what nKMlilieations. if any ? 

(c) What should Ix^ the com|)osition, size, lo«'alion and emplovment of a Hold 
Standard Reserve? 

A. -(tt) As for the measures, my (Committee beg to suggest that. (I) 
local currency should be made freely available against tender of gold at the rate, 
of Its. 15 to a Sovereign or Mohur. (2) Drawings by the Seerctarv of Stale by 
sale of Council Rills should bo abandomal. (3) Home remittances of (lovern- 
ment should be made exclusively by purchases in India. (+) Covernment should 
definitely abandon the policy of buying in exet'ss of their budgetted re(|nlremcnts. 
(5) The Side of liiw'ersc (Councils to ])revent exchange from falling below the 
gold e.xport {>oint. must be. given up and (15) tlui authorities should undertake to 
give gold for j)ur])oses of export at the mint par in sucli minimum (|uantitics as 
they may determine. 


The Cold Kxi'bange Standard should be dclinitely given up in favour of a 
genuine Cold Standard. 

(c). 

(5. Cold Standard Ueserve should be composcil entirely of gold coin and gold 
bullion or at least a major portion thereof ami the sterling .secui ities, w are 
now a part of the Ucsrrrve should be liquidated as early as possible and c rted 
into gold. 

7. My Commitlw furthei suggest that the gold portion of tlii; l';i|H*r 
Currency lle.sm’ve should consist as at present partly >•’ gold and partly of 
sterling securities, the* latter being held in l.ondon to facilitali transfer of 
(government account in times when the exchange }Hisition is weak. 

8. The Cold Standard Ue.s(»rve and the gold [Murtion tif the I’ajier (!urrencv 
iteserve should 1)0 amalgamated so as to form the gold backing to the note issm*. 
The lieserve thus constituteil InMiig primarily a. curreiuy reserve it should be 
IcH-ated entirely in India, excepting the sterling securities of the I’ajier Currency 
lieserve and the small amount of such securities which may form a. part (d (he 
Cold Standard Reserve. 

1). When the Cold Standard and the Paper Currency Reserves are amalg:i 
mated ami the gold jiortion of the I’ajH'i- Currency Rest'rve is revalued on a basis 
of lis. 15 to the Sovereign, the createil .securities in the Paper Currency Res(‘rvo 
will lie wiped out and thei’c will be a. .surplus in the Reserve in excess ot the note 
i.s.suc. This surplus .should In? utilised for the redemption (d‘ silver rupees that 
may be tendered for i-onver.sion into gohl. 

Q. 5. — (a) Who should lx; charged with the control r)f the note issue 
and on what indnciples? Should control or management Im‘ transferred to tin- 
Imyierial Rank of India, and if so, what shoidd be tiie general terms of tlie 
transfer ? 

(b) What provisions shoidd lie made as to the backing of the note i.ssue i 

(c) What should be the facilities for the eiicashirumt of noles ? 

(d) What .should ho the [lolicy as to the is.sue of notes of small values ? 

.1. ~(a) My Committee are of opinion that tlio time is now ripe for 
liaiiditig over tlie management of the note issue to the Imperial Rank ol India, 
which now enjoys tho txxsition of a ('eiitral Rank, under proper statutory 
restrictions and safeguarils. 

(6) A reply to this will lie found under my Committi'e’s reply to 
Question 4 (c). 

(c) My Committee have already stated in their reply to Q^iestion 2 (a) timt 
for the present notes should, bo convertible either in gold or silver at the option 
of Government. J''acilitics for the eneashmeiit of notes should he as adeipiate 
and extensive as possible. 
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(</) As far as rny Committee arc aware, there seems to be a general impres- 
sion that tlie discuntinuaiu'e of one rupee notes was a mistake. These notes had 
become very popular with the masses but on account of the high cost of printing 
the same, they were discontinued as a result of the recommendation of the 
lletrenchinent Committee. My Committee suggest that one rupee notes should be 
re-intr(xluced as they feel that it would not be difiicult for the authoritie.s to 
reduce the cost of printing the same. Tn case of their re-introduction, my (kjin 
mittee suggest that the requirements of the masses should be more closely studied 
and should l)e the principal factor in determining the new form such not^ should 
take. 

Q,. G. — What should be the policy as to the minting of gold in India and the 
use of gold as currency ? 

Should the obligation l)e undertaken to give gold for rui:)ees? — 

.1 . -As regards the minting of g(dd in India and the conversion of legal 
tender gold into legal tender silver and vka Term my Coimnitb'e snggi^st 
that the recommendations contained in paras. 07 and 08 of the Babiugton Smith 
(^nnmittec’s Report with necessary modifications should l)c given elTeot to. As 
for the use of gold currency, my Committee do not overlook the economic advan- 
tsigc of keeping gold in reserve again.st note is.sne. But looking to the ffu;t that 
the eonfidence of the public in currency matters has shaken during the past few 
years, my Committee think it necessary that gold currency should be put in 
circulation as freely as the resources wouhl permit. 

Q. 7. — By what method should the remittance operations of the Covernment 
of India lx; conducted? 

Should they be maiiaged by the Imperial Bank ? 

.1. — ^My Committee are of opinion that the remittance o])erations of the 
(rovernment of India should he entrusted to the Imperial Bank of India and the 
(jovernrnent should thn.s divest themselves of all this work which is really of a 
banking nature. 

In this connection, my (yommittcc may he permitted to say that sterlitig 
purchases are at present lx;ing made (tidy in Calcutta, Bombay and Karachi. 
ITnder this arra.ngement, Rangixm has to sell to Government in Calcutta, or 
Bombay and pay A per cent, to the fmrierial Bank to draw |)roce(;(ls. My Com- 
mittee therefore suggest that such jmrchasi's .should Ix’ made in Rangoon also. 

Q. 8. Arc; any, and if so. what moaisurcs desirable to scc'urc greater (dasticity 
in meeting seasonal demands for currency ? 

Should any, and if so, what (;onditions he pres(.Tlhcd with regard to the issue 
of currency against hundics ? 

.1.— -While my (kHiimittw (’onsid(;r the existing arrangcincnls for the 
i.s.su(; of seasonal currency satisfactory, they are of opinion that in order to make 
the amount of such currency more elastic, it is firefcrahle to fix the limit of sncli 
currency at a. certain percentage (say 10 per cent.) of the total amount of the 
note issue then in existence instead of fixing such limit at a specified figure. 

SiU’h currency should be made available in such a way as would prevent 
the Bank Rate unilcr normal conditions, from rising above 7 |x;r cent. 

Q. 9. — Should any chang(> lx* made in existing methods for the purchases 
of silver? 

A. As my Committee have; suggi'sted the discontinuance of any further 
coinage of silver, the (juestion (hx's not arise. Tn case, however. Government 
have to purchase; silver for subsidiary coinage in the distant future my Com- 
mittee would recommend that tenders should he invited in India in the currency 
of this country for delivery in India. 

T.astly, my Committee would earnestly request the Commission to consider 
Avhether Government .should not emxmrage Indian indigenous hanks by depositing 
a part of their balances with them with a view to develop banking habit among 
the people. My Committee are of opinion that approved indigenous banks satis 
fying certain sfK;cific requirements as to the amount of capital and reserve, should 
enjoy this privilege on condition that Government shall appoint a director of 
their own on the Board. If this is done, it will go a great way in inspiring 
public (onfidence in such banks, and developing imiigenous banking. 

In conclusion, T am directed to say that my Committee have said all they had 
to say, in this memorandum. They therefore do not desire to supplement this by 
giving oral evidence. 
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Stotement ol evidence submitted by the Karachi Chamber of Commerce. 

(tt) Is the time ripe for a solution of problems of Imlian Curreiuy 
I'Uid Exchange by measures for stabilisatiou of the rupee or otherwise ? 

(6) What is the comparative innKulance of stability in internal prievs uiul 
in foreign e.xchaiigcs ? 

(c) What are the effects of a rising and a falling rupee anil of a stability of 
a high or low rupee on trade and industry iinbiding agricnlture and mi national 
linance? 

(a) It would be better to wait and see the effects of a bad monsoon on 
e.xchange, but othcrwisii the lime is probably as ripe as it is ever likelv to Ixv 
The demand for a new Royal Ciirreiiey (atnimission arosi- in M)20 21 w'ben the 
variations of the Ruiwe Exchange were ernj iride indvrd. I'lie demand has 
persisted since Exchange steadied, chiefly from tliosi* who want a lower basic 
rate of Exiliange. (Jlovernment bad indicatial tbe price of gold falling to llrilisb 
mint parity, as a test of the suitable time for further consideration of India’s 
problem. 

(6) The relations between internal price levels in India and its poreign 
Itxchangc are so close that they cannot 1m; ciMisidcred apart. 

Erom tlie jxdnt of view of tbe mass of the po])ulation, internal price levels 
are the more important. 

(c) 'J’lie products of India fall roughly into two classes, firstly, those that arc 
directly and immediately affected by world price-levels, secondly, Ibosi; not. 
directly nor immediately so affected. 

Instances of the former would be cotton, wheat, rice .I'immI grains generally 
and oil-seeds. Instances of the latter would be iiieat, fish, eggs, milk, butter, 
ghee and rent. 

(k>tton-elot.h and clothing generally iii India would si'cin to (M’cupy an inter 
(iiediate position, not so (|uiekly alTccU'd as tbe first class, yet directly affected, but 
with a. “ lag ” either way, caused by s|H'eial conditions iii thesi; trades. 

A rising rnpoe tends to make the cost of India’s mo7io|M)ly jirodiicts higher 
to those countries wliicb absorb them, tlutc is a monopoly and goat .skiit.s nearly 
so to India. 

It may be said generally that tbe eiiltivator participates in the high prices 
obtained for raw products, so long as exports are not curtailed thereby, and 
benefits also by cbcajwr imports. 

The question of the owner cultivator, who must get more rupees for liis 
produce at a l.v. 4</. exchange, than at a I.*.’. iSd. oxeliangi; value of the rupoe, slionld 
not justify the Commission in deciding on the lower value, ])rimarily iHn'au.se jdl 
prices have Ijceoino ad jiistod to the higher value, and arbitrarily to rediu'c the riqM-o 
to a Is. \d. exchange value would create great hardship by increasing the cost of 
living by some 13 per cent (not to mention very great confusion). 

Scixmdly, lx‘eau.se this ela.ss of cultivator must benefit to some extent, if not 
to the full 13 y)er cent., by liaving to jiay loss for giKuls be purchases that have 
IxxMi imported; or, even iJf tbe articles Im; made in <^he country, by their Ixuiig 
rcduix'd in price to compete with similar imjMU'ted goods, even if the present 
policy of industrial protection is extended. 

Thirdly, .any great iniTiviso in yuiee levels resulting from a l.'«*. Ad. rnpei; 
would mean an increase in the cost of living, wliieh would hit the mass of the 
people hard. The extra share of the good things of life thereby allocacted to 
“ proprietors ” of all sorts, i.e., capital i.st.s, would be at the co.st of the ma.s.s(\s 
who have little or no c<apital. 

And the general discontent and unrest resulting, strikes, the hittorne.ss of 
suliordinatc oflicisils, with whom agriiajltiirists have .so much to do. and. above 
all, the increase in crime, whicli generally acconqianies “ hard lim<‘s ” everywhere, 
might easily, rather vmdd jirobably, so affect agrarian and other eapitali.stic 
interests, as to m.akc the position undesirable and life less yileasnrablc, than when 
prices were easier and the mass of people fairly ixnitcnted. 

The national finanea is also benefitted by railw.ay and engineering plant for 
development purposes being obtained at less cost, and Government remittances 
made at less cost to the taxpayer, and “ exchange ” af^r all is a result, the ratio 
expressed in rupee terms between the productivity of India. its reserves, 
against the combination of its internal needs and its external obligations. 
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In conclusion, it might be as well to repeat that in the course of his speech 
on the Mudgot Estimates for 1925-26 in the Assembly. Sir liasil lllackott made the 
lollowing remarks on artificial manipulations : — 


I say, therefore, that neither the producer, nor the consumer, nor 
the taxpayer, has anything to gain by legislative intervention to reduce the 
rate of exchange to l.s. gold from its present lev(d of l.v. 6(/. sterling, 
which for the moment is practically the same as In. 6d. gold. I would 
admit at once that a sudden fall in exchange from Jn. Orf. to Is. 4</. would 
put money into the pockets of individuals in Ilombay and elsewhere; it 
would also, no doubt for the moment, enable the Hombay cotton mills to 
charge higher prii;es for their ])roduce at the e.xpense of the consumer. But 
it would certainly not benefit the consumer, nor the wage earner, nor the 
producer generally, nor would the lienefit to the millowner be more than 
an ephemeral one. The truth is that rapid changes in the rate of exchange 
may for the moment help this or that section of the community, and that 
arbitrary intervention by the authorities, in order cither to raise or lower 
the rate, always needs very strong justification. But what the country as 
a whole wants is stability — stability fir.st and foremost in internal ])rices, 
and next in importance stability of exchange and after a certain interval 
it makes little difference, either to the exporter or to the importer, either 
to the producer or to the consumer, what the precise ratio may be at which 
exchange may stabili.se itself, proviilcd that it remains fi.xed at that ratio 
for a rea.sonable length of time. On tlie other baud, it is a considerable 
disadvantage to the taxpayer in a country which has large payments to 
make abroad if the rate of exchange is deliberately and artificially 
depressed. It means that, among ntbei’ things, the existing taxes and 
imposts provide a smaller amount of the external currency in which the 
external payments have to be made. In other words, more taxes have to 
1)0 im[M).sed, or the date of reduction of taxation has to he jiostponed. 
National causes connected with world movements of exchange and prices 
have rei-ently tended to rai.se the exchange value of the rupee: why .should 
the taxpayer be arbitrarily do])rived of this advantage which has come to 
him from natural (‘amscsl Is it not far letter to h't mitural causes 


continue to operate as the Government of India projiose. and leave the final 
decision of the ratio to be determined by the Currency ( ■ommittee, in the 
light of the further cxpi*ricnce which a few more months will give ns. 
when in addition to dealing with the wider questions which must come 
before them, the (’ommittee can finally fix the ratio at whatever figure may 
lie most truly in the interests, not of this or that section, not of the producer 
or the consumer, nor the taxpayer, considered in isolation, but in the best 
interests of India, as a whole? ” 


Full agreement is hold with the views of Sir Basil Blackett as above 
expressed. 

Q. 2. -In relation to what standard and at what rate .should the rupee be 
stabilised, if at all ? Wlnm .should any decision as to .stabili.sation take elTect ? 

A. — The present standard of rupee exchange is one reasonably and laboriously 
arrived at, expressing in ru[)(« terms the current ratio between Indian pro- 
ductivity, /Vi/.s res(*fves, against the combination of its internal needs and its 
external obligations. 

India's prodiictivitv basliecn increased by a si'riesof fairly good seasons and 
extended irrigation, and India’s consumption moderated by economics which the 
people and Government alike have practised jx^rforce since the commercial and 
financial disasters of 1920 21. 

llegarding the present standard of exchange as one reasonably, laboriously, 
and gradually arrived at by natural proce.sses, it is hard to see how the rise can 
lie curbed at this stage, if on the one hand good seasons prevail and the people 
continue to re.strict their ex|ienditure on imports, ca.shing only, gradually the 
credits arising from the real genuine balance of trade in India’s favour by bullion 
imports, unless Government continue their immediate policy of providing all the 
rupees the public want at l.s. BA T.T. 

Though it has been alleged that Government have deliberately manipulated 
the rise to this level by starving the curremy and so forcing the public to buy 
rupees with sterling at constantly rising rates. Government would have been even 
more liable to critici.sm, and to criticism better based, if they had pursued the 
alternative jiolicy of inflation. 
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Uoverumeut, in by uuderutu over -purchases oi' sterling at suitable 
stages have inollerated and restricted the rise in exchange, which wtjuld seemingly, 
without suiih over-purchases, have got out of hand, and played liavoe with internal 
prices, and caused lieavy trouble in tlie inevitable reaction, tlovernmcnt’s iM)lic.y 
has, so far as policy could do so, had an effect of steadying Indian pricc,s to the 
great benefit of the mass of the ])eople. 

It is obvious that this policy should be maintained, and that any new 
standardisation of rate should Ijc undertaken, if at all, only at or about the 
standard already existing. 

In no case should any violent di.slocation of existing rates, calculated to upset 
internal priees, to breed ini.strust and want of conlidence, and leading to damaging 
reactions, as in 11)20, be allowed consideration. 

Provided standardisation, if any, is thus handled and iiol, as in 1020, the 
exact moment of its adoption is of minor importance. 

3.- "if the rate selected differs materially from the iiresent rate how shonld 
transition be achieved! 

.1. — There can bo no means of making a traiisititm from the current rati^ of 
exchange to one widely different without (‘haos. 

Q. 4.-( a) What measures should l«', adopted to maintain the. rujH'e at the 
rate selected ? 

{b) Should the gold ('xchange standard .system in force liefoiv the War be 
continued, and with what modifications, if any ? 

(c) What slioiild be the composition, size, location, and employment of a 
gold standard reserve ? 

A . — The free sales of councils and reserve councils as rcipiirod, within the 
limits of l.s*. and l..'«'. bfiii/. to the full extent of the trade demand either way- 

Jf Government could proviile all the rupees recpiired at l.v. 'I'.T. as 

currency, out of such jmri'hases, after providing for its own reiiuirements for any 
two years ahead at least, it ouglit to build up the gold standard reserve to 
£10(),()()0,000 in Inndon. 

This course would involve the gradual extinction of Government securities 
in the Indian currency reserve, which are in effect merely I.O.U.'s in the till, and 
the substitution of sterling in I London. 

Against that resi'rve Government ought to Ih< under sfandiiKj offer to sell 
sterling at the minimum rate agreed. 

This is esswitially the gold standard system in force before the War, 
modified to meet current needs. 

The standing offer of sterling at all branches of the Imperial Hank, which 
ordinarily buy sterling (i.e., stdl rupees for Government) is of great, importance. 

Without such sterling offer, after the disasters of 1920, the public could never 
have real conlidence in any .scheme of stabilisation. It may regarded as the 
Indian equivalent of the Bank of England's standing offer of gold for export at 
the mint rate to .support sterling exchange. 

Q. 5. — {a) Who should be charged with the I'ontrol of the note is.sue. and on 
what principles! Should control or management be transferred to the Inqx'rial 
Bank of India, and, if so, what should lx? the general terms of the transfer? 

(ft) What provisions should lx? made as to the backing »d‘ the note issm* ? 

(c) What should be the facilities for the encashment of notes? 

\<t) What should lx.* the [xdicy as to the i.s.sue of notes of small valiic.s? 

A . — There seems a- general inclination towards handing over the managmnent 
of the note issue to the Imperial Bank of India. 

To this there (‘an be no reasonable objection on the necessary trained staff 
lx?ing transferred on eipiitable terms from the s(‘rvii!e of Government to that of 
the bank, providi;d always tin; bank acts solely as the agent of Government and 
Government itself retains the sole ros{K)n.sibility. 

There is a grave obj(?ction to the Imperial Bank ac'ting at all as the issuing 
authority, (?X(*ept as the mere agent of the Government. 

This objection is not one against the bank itsedf, but arisi's rather from tlie 
habit and outlook of the jieoples of India, especially outside the great ports. 

To the mass of the peoples of India the name of tlie Sirkar st ands for all that 
is powerful, reassuring, and permanent. 

The popularity of the currency note issue ha.s grown slowly, but .steadily, 
because the notes are Government notes. The name “bank ” means little or 
nothing in the country at large; where it means most it spells di.strust and 
suspicion and bitter memories of the bank failures of 1913, most of which were 
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indisputably due to faulty, even fraudulent management and dishonesty, while 
the exceptional cases of mere misfortune caused no less loss to depositors and 
shareholders. If currency notes ceased to be Government notes and became 
BANK NOTES their popularity would be destroyed, and the progress of the whole 
country towards saner financial practice set back for at least a gcneraticm. 

Oorroboration of this opinion should be sought not from town-bred financiers, 
nor from professional economists, but from district officers in touch with the 
views and common prcjmlices of the mas.scs concerned. 

Further, under the gold exchange standard system suggested in Answer 4 the 
responsibility for its maintenanc’e would depend on Government, while silver and 
notes would remain a managed token currency for internal use. The monopoly of 
the issue of such currency, being an integral part of the scheme, would necessarily 
remain with Government. 

The backing of the note issue should be in silver held in India, where it is 
required, to as large an extent as possible, allowing for the .sterling in London 
that has also to 1 m» lu'ld. There should lie no more hoc Governmimt scnnirities 
in India. 

It is plain that this currency reserve in London could only be drawn on 
against the surrender of curreiu’y in India at the minimum rate, .so that the 
balance would he .struck automatically. 

Sr) also would it be if in times of stress Government had to utilise any part of 
it tem[)orarily to buy silver for (*oinage h) issue at I.'*. Omo/. T-T. 

The current arrangements for cashing notes in silver semn quite satisfactory, 
especially as silver is less popular than it used to be. 

The question as to whether small currency should be stamped on silver or 
printed on ])a[K‘r is chiefly one of the co.st. Small notes are convenient and 
popular. 

Q.. () — {n) What should be the policy as to the minting of gold in India and the 
use of gold as currency ? 

(1)) Should the obligation be tindertaken to give gohl for ru|M'(‘S? 

.1. — 'I’herc is no more vexed question than that coiK'erning the minting and 
use of gold for currency in India. 

Some take a sentimental stand, and demand Indian gold currency as an 
outward and visible sign of India’s growing wealth and standing ainongst the 
nations of the earth. Others demand gold as the one means of turning the 
currency from a managed one, to an automatic one, and afTect to ludicve that an 
automatic gold currency would .stand impregnable against all vicis.sitndes and 
(ihanges, and would solve all problems. 

Some adv(K!ate gold as the sole means of reducing the. rui)ee from the current 
basis to lif. 4f/. These last are chiefly employers of labour, who, worsted by their 
workpeople after a long conflict in their efforts to reduce ru|)ee wages, now s(K'k 
to win a more subtle victory by reducing effectively the buying ])ower of the ru|)eos 
they f)ay out perforce. 

Among these last there are some who .suggest that the silver contents of the 
rupee .should also be reduced to 50 per cent., lest any rise in the price of silver 
should again menace their l.v. id. ideal. 

Tlie danger of such a cour.se hardly needs explaining. 

The rupee is the historic coin of India, and is clo.sely interwoven with the 
traditions of centuries. 

India is essentially a conservative country. 

A Government that deba.sed the rupee would forfeit the confidence of the mass 
of the people. 

Hut. indeed, these last may be held to acknowledge that the real objection to 
the use of gold as currency is the vast numlier of silver rupees in the hands of the 
|)eof)le, in circulation, in the banks and treasuries, and- in hoard. 

T'he last at least are incomputable. 

The addition of gold to the currency would obviously inflate the currency, 
raise the price-levels, and reduce the purchasing power of the rupee. Even if the 
gold, as hitherto, passed into hoard (and here it may be remarked that of the gohl 
mohurs minted by Government in 1918 none are extant, though thev were stamiH'd 
15 rupees, and as such would be still legal tender to Government“at least, while 
now their gold cotitent is worth only Ks. 13-4-6) it would lie largely in substitution 
for silver rupees already in hoard, so that the inflation of currency would l)c 
apiireciable. 
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Gresham’s law is as evident an economic fact as it always was. The rupee, 
with an intrinsic worth of 1*'. against a purchasing power of 33 to 50 ptn’ cent., 
higher, must always drive out of circulation any coinage of similar purchasing 
power, but of higher intrinsic value. 

Bimetallism cannot work. 


The automatic gold currency system, for all its supposed “ iinpregmihility,” 
broke thjwn practically in every ctiuntry in tlie world under the stress of the (Ireat 
War, except in the U.S.A., which profited by tlie War. Kveu in dapan, in spite 
of her War jmofits, the yen collapsed after the 1923 eartlupiakc. If India could 
afford the cost of replacing all rupees by gold the necessary amount of gold is not 
obtainable, and partial replacement is not practicable, owing to the action of 
Gresham’s law. Nor is it conceivable that the Government t)f India itself, the 
greatest of all employers, should link itself with private employers in a .subtle 
conspiracy to rcduc'e all effective wages. 


There should be no obligation on Government to give out g«)ld in change for 
rupees, but only sti'rling at the minimum rate as indicated in Answer 4. 

Q- 7 . — («) By what nu^thod should the remittance, operations of the Govern- 
ment of I ndia be conducted ? 

(b) Should the.y be managed by the Ijiijmrial Bank? 

/!. -(« and 6) The present methods of Government's buying .sterling remit- 
tances are working excellently. In between the suggested standardisation limits 
of 1,?. 51gr/. Government could, as at ]nesent, suit itsedf as to what remit- 

tances it made for its sterling requirements in London, as also, perhaps, for 
increasing and building up the gold standard re,servc in London, except that at 
the Maximum of l.v. (IxHirf., it issue all the rupees requirc'd by the ))ublic. 

Good management would lie reejuired, but there is no rea.son to doubt the 
ability of Government to continue its prewent good management. 


Q. 8. (a) Are any, and if .so what, measures desirable to secure giratcr 

elasticity in meeting seasonal demands for currency? 

(b) Should any, ajid if .so what, conditions be prescrilx'd with reg:)rd to the 
issue of currency against hundies? 

A. {a and b) The presmit amended currency (Expansion arrangemenls are 
working satisfactorily for increasing the amount of currency during the export 
season, viz. : — 

(1) Loans to the Inn)erial Hank fi’oni the currency de{)artraent against 
hdand bills. 

(2) The issue of currency against sterling secairities under the Paper 
Currency Act. 

Both methods come under the heading of iiiflatim, and since practically all 
Treasury balances arc ikjw kept with the Im|)erial Bank, and their sum total is 
known, they {ipj^ear very small as against the heavy superstructure of credit in 
India. 


The Avorking of scheme No. 2 has resulted in Goverrunment getting heavily 
overbought in sterling on fi basis of l.s-. Gr/., which will Imj increased each successive 
good export sea.soiu, uiih'ss I he additional riirrcncy created thereby iii the busy 
seasons comes back automatically in the .slack seasons by Government supporting 
exchange down to the suggested minimum of T.'l'. I.''-. 51 as money rales cast* 
and exchange falls. 

As regards scheme No. 1 no hundies save tlio.se as at jiresent put in by the 
Irnjierial Bank .should bo accepted. 

Q. 9. Should any change lie made in existing mctlmds for the piircha,se of 
silver ? 


A Yes; Government should be alloAved to puivhase it in the. eheapi'st market, 
which may at times lie Bombay itself. 
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APPENDIX 53. 

Letter from the Honorary Secretary, The Karachi Indian Merchants* 
Association, Karachi, to the Joint Secretaries to the Royal Commission on 
Indian Currency and Finance, dated the 16th December, 1925. 

J II accordance with the letter of the Assistant Commissioner in Sind, asking 
the Association to wmimunicate their views direct to you, .1 am directed by my 
Assoi-iation to state as follows 

I’liriiing to tlie terms of referonc'e shown in tlie accompaniment of the said 
resolution, it is .submitted that a« a matter of fact there was no well-thoiifjflit out 
.systcMii, and the ju’eseiit system (whii-h even according to (’hamberlain (’ommission, 
was), is what is known as gohl exchaiif^e standard system. This gold exchange 
sysUmi should bo given up and clTectivo (fold Standard .sy.stcm with a (fold 
(Currency iircirculation, be adopted; and that for the prospqrity ol the conntry, 
the sooner this system is aboli.shod, the better, for («) l)eing unscientific in con- 
ception and harmful in practice, it has resulted in economic inefTiciency ; (b) it is- 
.so very liable to manipulation and has facilitated currency manipulations result 
ing in' disastrous consequenci's, and (c) it is nearly thirty years since the Fowler 
('Ommittee recommended the adoption of gold standard with gold currency 
and that too decided to give up silver standard. But that thosii recommenda- 
tions were disregarded by the Government of India and the iinjustifiable policy 
of manipulating currency in their own interest and perhaps in the interests of 
London hankers who are against any gold coming into this country, and by 
whom the world’s central gold market is controlled, was continued. As a result 
thereof, the gold needed for India had to he tendered to London Bankers and 
enormous quantities of the token rupee were issued against the sterling tendered 
in T-oiuloii to the Secretary of Stale in spite of repeated protests. Tn response 
to agitation for gold .standard, the (.k.)mmi.ssinn, known as Chamlx^rlain 
Gommission, was appointed, which, to the dismay of the country, upset 
the purjioses of the Fowler Committee’s recommendations and alleged that the 
gold standard had already been .secured without the gold currency. This attcoii])!, 
in fact, was responsible t'or several errors committed since then. 

Proposf^d modifications. — 'I’o avoid manipulation, as far as ix>ssib]e, the first 
and foremost modification projiosed by my As.so(dation is the adoption of gold 
standard with gold currency in circulation, so that the peojde of the country 
may know what their real standard is. To achieve this objei-t the mint .should 
be oi^n to coinage of gold and the sovereign, which is the gold moluir of 1918, Im' 
allowed to continue as the legal tender in India; and that in order that this gold 
standard may ho more effective, (?) no further ru|)ees should bo coined ; and (/7) 
any gold tendered by bankers for local currency coined into mohnrs and kept 
in Paper Gurrcncy iReservo for circulation. 

My Association are of opinion that the gold mohur should have a fixed ratio 
with the rupee, i.e., 1 ; 15, to avoid the past contracts made in terms of riqK'ps 
lulling vitiated. 

In view of a very large circulation of rupees and considering the earnings 
and disbursements of the masses in this country, my Association would suggest 
that the pre.sent ruyiee should be allowed to remain as unlimited legal tender for 
about 10 (ten) years. 

The next point on which my Association would like to lay .stres.s is that m. 
Currciuy should he is.sued in future against anything hut gohl. Sales of G-oiincii 
Bills should he restricted to the needs of the Secretary of State. 

In the opinion of the Association the control of currency and notes issue 
should be transferred to the Imperial Bank of India and the remittance should 
also he operated upon through the said bank and its duties in this regard should 
be clearly laid down by law and it should not be allowed to do any foreign 
exchange husine.ss in its own account. My Association would, however, nrge 
that the Finance Department should dive.st itself of all this work which is 
es.scntially of a banking nature, it merely fixing dates and amounts in the Budget 
Estimates for the year. In fact, under these conditions the Secretary of State 
will have no re.serve with him and any balance left over with him should he 
deqiositcd with t.he Imiierial Bank of India in London. In cases of emergency 
necessitating rendy funds over this balance, commitments could either be post- 
poned or fuifilletl f)y aid of short-time-borrowings. 

Touching ujioh the questions suggested in your Memoranda it is subnnth‘<l 
that in the opinion of my Associaten the time for currency reform is ripe these 
two years — nay even more ripe for reversion to gold standard in India than any 
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of the dominions, for many countries have now reverted to the gold standard, 
while India is the one country whose balance of trade has given it command of 
very large amounts of gold, lacks behind. 

As regards the stability in internal jn’ices and in foreign exchange, my 
Association’s view is that it can be best achieved by efl'ectivo gold stamlard as it 
immediately makes Indian exchange stable with other gold standard countries, 
so that the consumer in this country may not suffer in comparison with the con- 
sumer in other countries. 

Regarding the first que.stion, viz., effects of a rising and falling rupees, etc., 
my Association’s reply is that there is no (picstion of stabilising tla^ rupee. 'I'lie 
effects ol fixed appreciation and depreciation of a rupee, to say the least, ar<^ 
morally harmful to the welfare of the country. All my Assoi'iation desire is 
gold standard. 

As regards methods of transition from tlic existing, my .\s.soeiation would 
leave the matter to experts. 

As for the c».>nitx)sition, size, location ami employment of onr I’aper ('nrremy 
Reserve, my Association pro|io.se that (ft) it should' be eompo.scd very largely of 
gold toil! tlioiigli a |)ortion tiiereof may consist of securities ; liie' gi)l«| 'p.nvt 
remaining in India to be utilized to foster industrial cx[)ansion of this country, 
as far as necessary, while the sceiirilies in England. 

As for gold reserve, a jiart of it may be transferred to the T’nper (hirieney 
Reserve, with a view tt) fncilitute the cstahlishment of an elTective gold standard'. 
The interest accruing on paper currency to he regardeil as revemie earnings and 
the interest on gohl standard reserve should be added to tlu; revenue itself. 

As regards the question of seasonal demands for currency my Association 
would suggest that the total of .such lurroney to issued should lie 10 per cent, 
of the then existing note issue with due consideration of the hank rale. 

With regard to the remaining questions, the views of my Association have 
already been indicated in the earlier part of the Statement. 


ARRENDIX r>4. 

Statement of evidence submitted by Mr. S. N. Pochkhanawala, The Central 

Bank ol India, Limited, Bombay. 

England has returned to gold standard and has stabilized its eiirreucy, and 
the results of the past few months have .shown that the step taken was in the 
right direction. The Government should have taken the question of stahili/ation 
of the rupee long before, as most of the leading countries of the world have now 
reverted to the gold standard and there is no reason why India, should he left 
liehind. The heavy fluctuation in exchange rates in India, in the last few years 
has given a death-blow to some of the industries of the country and the Govern- 
ment inouipulatiou in exchange, oven to steady the rates, is hanlly desirable in the 
interest of the country. India is known to be an agricultural country, but since 
the war a great many industries have beeu started in which its own people have 
invested crores of rupees with the idea of increasing the wealth of the eountiy 
by industrial process and thus utilizing the raw produce for the greater Ixjnelit 
of the country. It is desirable that there should be some stability in internal 
prices and in foreign exchanges, as the recent fluctuations have not only a.ft’ecte<l 
adversely the trade conditions, hut, in some iTistauees, valuable and most proniis- 
iug industries have suffered considerably and it is high time that some solution 
is found for the stabilization of the ruiiee. The right solution, in my opinion, is 
to establish a real gold standard system with gold currency in circulation. 

■ The system of “ managed currency and e.xcliangc ” deprives the country of 
the advantages of natural and automatic adjustments which a eiirremy 
exchange based on a gold standard pure and simple has, viz., the inllow and the 
outflow of gold having its instantaneous effect on the level of internal prues ami 
thus bringing about the stabilization without the help ol any external lijree. 

As to the question of gold curreuev, the sovereigns or gold mohurs should be 
minted in India, as it is done in the Dominions. i i 

Provision should lie made for the coinage ot gold tendered by banks for local 
currency All further coinage of rupee should be entirely diseoiifiiiued and new 
coinage should bo confined to gold only. The present iu|>ec cur remoy should 
continue to be legal tender till such time as the gold standard works effectively. 
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In view of the hoardiug habits of the people it is natural that it should take 
sonic time before the gold standard and the gold currency are regularly and 
effectively established in the country, but there is no reason why a delinite policy 
should not be adopted by the Government on these lines. 

The control and management of note issue should be handed over to the 
Imperial Bank. The backing should lie in gold so far as ^lossible and the encash- 
ment fai-ilities of notes into gold or silver should be lett on the option of the 
Government, so as to protect the reserve of gold against any undue raid by the 
public. 

The rujiee exchange should not bo stabilized at a higher level than in the 
pre-war days, nor can the rupee exchange be fixed at a lower rate than the pre- 
war rates of the rupee exchange without affecting adversely the import and the 
export trade of the couutry as well as the national industries and the national 
finances. The liest way is to fix the rate of ruiiee exchange at the pre-war level of 
l.v. 4(/., and the rupee should be fixed in terms of gold at the pre-war rate, i.e., 
lls. 15 to the gold sovereign, jiending the adoption of a full-fledged gold 
standard, i.e., a. gold standard and a gold currency. 

The sale of Council Bills should be restricted to the actual needs of the 
Setiretary of State for the year. 

'I’o sticure greater elasticity in meeting seasonal demands for currency the 
Imperial Bank should encourage the rediscounting system among banks, and the 
following conditions be prescrilied with regard to the issue of currency against 
Inindies : — 

4 crores at 6 per cent. 

5 crores at 7 per cent. 

10 crores at 8 per cent. 

The amount shouhl be about 10 per cent, of Ihc existing note issue. 

As there will be no ntore coinage of rupee required, there will be no need to 
purchase any more silver for many years to come. 


APBENDIX 55 

Statement of evidence submitted by Sir DINSHAW E. WACHA, of Bombay. 

Q. 1. — Is the timo ripe for a solution of problems of Indian Currency and 
Exikange by means of measures of stabilisation of the Itupee or otherwise f 

A . — I believe the time is fairly ripe at present for a solution on riglit 
lines and on an enduring basis the tangled problems of Indian Curreiioy and 
Exchange which arc the subjects of u prolonged and animated controversy. It 
is gmi(!rally recognised that the Jiidian Exchange System, in vogue during the 
years immediately preceding the Great War, was in reality one of sterling ratlicr 
thau gold exchange standard. It is also admitted by business men of long 
experience that the Indian Currency System is not suiliciently automatic as it 
should be. It is owing, perliaps, to the (werpowering influence exerted by the 
India Office. It was greatly marked during that disturbed period when what is 
known as the sysU;m of “ iloverse Councils ” was most in evidence. The appoint- 
ment of the Currency (’ommission, therefore, is generally welcomed, as it is hupc<l 
that independent and exhaustive investigation, with an open mind, will lead 
to tile eventual establishment of a scheme which shall stabilise the Eupee on a 
sound basis and make the Currency itself perfectly automatic. 

Q. 1. («) — What is the comparative importance of stability in internal prices 
and foreign exclianges'f 

A - It is now generally recognised by the highest financial authorities of 
the West that international exchange greatly dciiends on the stability of world 
liricas. Stable world prices in their tuni influence internal prices. Tliese, in 
their turn, affect foreign exchanges. Thus, the three factors arc interdejiendent. 
They act and react oh each other. If world prices can be expected to remain 
comparatively stable, a stable exchange means stable internal prices. If not, 
India requires above all stable internal prices. 

Q- 1 • (^) — What are the effects of a rising or falling Rupee and of stability 
of high OT low Rupee on trade and industry including agriculture and national 
rinance ? 

A • — The effect of a rise or fall of the Rupee is, in my opinion, temporary 
only. Prices naturally adjust themselves sooner or later unless greatly disturlx'H 
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by abuormid or unseen factors, or by the action of ' ' corners ” which are unnatural 
and mischievous, iiut in the interval, that is, within the intervening period 
when adjustment is proceeding in its natural course, some must gain and some 
must lose. At one time the importer may be a gamer; at another time the 
exporter; and vice versa. That is inevitable. Moreover, it should be remem- 
bered that in this age of rehned trade and industrial organisation and surer 
system of conserving national iinance, there is the advice, technically known as 
“ hedging ” whereby the risks attendant on a rise or a fall are miuiiniscd to no 
inconsiderable extent. The effects, however, for the time being are, it may be 
repeated, temporary. They are in no way everlasting. Otherwise, trades and 
industries, agricultuie and national iinance, would be paralysed to an appalling 
and intolerable degree. But there never has been a pevmauent paralysis, which, 
therefore, is conclusive proof of the fallacy of those who talk of the evils contin- 
gent on a high or low exchange. 

Q. 2. — In relation to what standard and at what rate should the liupee be 
stabilised, if at all ? 

d. -The Itupee, if it is to be stabilised at all, could be liest stabilised with 
a gold standard, with or without a gold currency in India. The world’s trade 
is now mostly carried out on a gold basis. Gold prices are (juoted everywhere 
save in the East. India’s foreign trade is for years past almost wholly inter- 
national. Under the circumstances it is wisdom to place the Jtupee, stage by 
stage, with caution and circumspection, on a gold basis. In my opinion a gold 
currency (unless bimetallism once more holds sway as it did for well nigh 400 
years) may perhaps be not at all essential. As the people of India, always 
conservative and a great deal suspicious of the " Sarkar’s ” monetary policy, get 
themselves better educated and fairly well accustomed, it imiy be taken J‘or 
granted that they will clearly perceive the inutility and waste of metallic 
currency for all practical intents and purposes, and altogether dispense with it- 
It would be prudence on the part of the Government of India to bear this ideal 
steadily in mind. My countrymen should be tsuight in an intelligent ami practical 
manner to rely more and more on ^»Iotes the i;irculatioii of which should be 
steadily increased in proportion to the wants of the growing populatioJi junl 
trade, great care and caution being taken that no intlation follows such expansion 
so as to debase the currency and contract the purchasing powc)‘ of the jjeople. 
The trend in the ICurope of to-day, under modern llnancial reconstruction swuns to 
be toward that goal, though of course it will take some time ^et to arrive at it. 
The stabilisation of the silver Uu|)cc will never be assnied so long as it remains 
unlimited legal tender. The ideal to be aimed at should be inconvertible notes on 
the lines laid down at Genoa, namely, at their gold i)ai’, by a system that makes 
them absolutely convertible into foreign currencies in countries having a gold 
standard and a subsidiary coinage which is iiol unlimited legal tender. 

Q. 3. — If the rate selected materially differs from the [)resent, how should 
transition be m;hieved ? 

A . — Fluctuations in the itupee during the transition stage will no doubt 
occur. But these can be achieved, though <lillicult and costly, liy the resources 
of the Government which, I believe, are now greatly improved, thanks to the 
I'fforts of the Financial Department and its talented Chief during the last 3 years. 
'The difficulties can be surmounted and the Itubimn sjilely cros.scd. What Ls 
wanted are reasonable ari'angemcnts which can be <ievised between the Bank ol 
England, the Federal Bank of New York and the Imperial Bank of India 
whereby the excess demand of gold which may arise in the transition periwl can 
be met. Indeed, such an arrangement Avould lead to a general .‘ipprec.iation ot 
gold all the world over and afford larger facilities to sound and subsUintial banks. 

Q. 4,-— What measure should be adopted t*> maintain the Uupee at the rate 

realised ? 

4.— India should be given the opportunity to obtain gohl at will iii exchange 
for its currency, and the liupee will automatically stabilitH*. itseli. People will 
themselves see the practical wisdom of giving up the waslelul habit of using Gold 
Currency and of hoarding it, 

Q, 4. (o)_What should be the composition, size, location and employment 
of a Gold Standard Reserve ? 

A The Gold Standard Reserve should Ixi maintained as it was so well 

maintained between 1008 (after th<^ New Y()rk crisis of 1907) and 1914. For 
the first few, years it should have a backing of gold ciirroncy up to a certaui well- 
defined limit Later on, as people get more and more educated and .aceu.stomcd 

8 8 3 


66R90 



ROYAL COMMISSION ON INDIAN CURRRNCY AND FINANCE I 


to tile uso of iououvertibli} notes for iuluucl purposes, the backing may bo altogether 
disoontinued. Care should be taken that all the evils arising from a debased 
currency now si» well known arc avoided. The location should be largely in 
India, and partly in J..ondon. 1 am not in favour of the jiolicy which would 
dictate the entire Iwation in India. A few years’ practical experience of the 
whole-hog policy would soon lead to its reversal. I am lirmly of opinion that a 
partial hxiatiou in England, say, 40 per cent, as a maximum, in a fluid state, will 
L»e of the utmost value in times of certain emergencies or of a monetary iirisis, 
having regard to the close linancial relations of the State with England. London 
and New i'ork ai’e the only markets of the world for gold, and gold at any time 
lain be best converted into money which India will and must want, say what 
they will, till the beneficent British conuei^tion endures. This emergency can 
never bo so successfully, so speedily and so economically met by the whole-sale 
location of the reserve in India, specially in times of a crisis leading to panic 
and sudden dislocation of the monetary system. It is a thoughtless cry that 
urges (jovernmeut to have the whole amount of gold in the (fold Standard lleserve 
in India. Its employment, of course, should be for no other purpose than to 
sup[K)rt exchange. 

Q. 5.— Who shoidd be charged with the control of the Note Issue and on 
what principle should liontrol or management be transferred to the Imperial 
Bank; and, if so, what would be the general terms of the transfer? 

/I. -The issue of Motes should be controlled by the Imperial Bank of 
India in consiiltatiou with the Finance Department of the (government of India. 
In fact, it is most advisiible to follow closely, so far as Indian ixmditions |)ermit, 
the arrangement at present in operation at the British Treasury with the Bauk 
of England. But the principle on which notes slnmld lie issued and withdrawn, 
as well as their control, must rest with the Imixsrial Bank. The terms of the 
transfer can bo resolved upon by a Special (/ouimittw; to be ap|X)inted for the 
purpose, siiy, of the Finance Member, the chief authority presiding over the 
Imperial Bank, the Controller of (hirrency and a representative of Eurojican 
commerce and one of Indian, Iwtli ipialilied and enjoying “ public, confidence.” 

Q. 5. («) — What provisions should be made as to the backing of the note 
i.ssue ? 

A . — The backing of the note issue should be as at pT‘e.sent- -a certain |)ercent 
age of gold, silver, and (Jovernment securities. 

0. (6) What should be the facilities for the encashment of notes ? 

d . - -Facilities for the encashment of notes by the Imperial Bank at its 
Head Ollkx), branche.s, and at district treasuries, where the Bank may have no 
branches, should be insisted upon, so that no cry may be raised, as in some foianer 
years, of scarcity of cx)ins, specially for domestii; wants of the humblest clnsscs. 
But the obligation to give gold for Uiipees should be left entirely to the discretion 
of the Bank {j».‘eording to time ami circumstances. What, however, should be 
guarded against is the creation of ” corner ” by confederacies or syndicates of 
bullion dealers, speculators and stockjobbers. 

Q. 5. (c) — What should be the iiolicy as to tlie issue of notes of small 
values ? 

^l.y-The same policy as is pursued at presimt but more liberal in view 
of getting peo})le steadily accustianed to inconvertibility of notes. Five and 
len Rupee notes should be extensively circulated, but with due caution against 
inflation which may uiitortunately lead to debasement and a serious contrac- 
tion of iHipular purcluusing jxiwer. It is also advisable to resume the issue 
of One Rupee notes of a better size, better design and more endurable paper. 
Such notes should be broadcasted and their encashment fully ensured and facili- 
tated at every branch of the Bank and small district treasuries, say, up to Five 
rupees in silver. I venture to observe that it was a mistake to have withdrawn 
the rupee notes from circulation just when they were coming into more and 
more jiopular favour and in greater demand. T fliffer from the reasons assigned 
by the Currency Controller and the European Chambers, notably of Bengal. 
Even assuming that it costs more to print a Rupee note than to onin a Rupee, I 
would risk without hesitation the additional expense which can be rei^ped 
out of the profits made in silver purchases. 

Q. 6. — What should be the policy as to the minting of gold in India and the 
use of gold money? 

/4.— To many it has been a matter of regret that the Government, after 
opening for a few months a branch of the Royal Mint, should have suddenly closed 
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it. It is true that coins of the nominal value of ov(!r 3 crore i'U[)cc were striu'k 
aiul that these came Iwick to the Treasury. At tlie same time uo active efforts 
were made to effectively 8iip})ort the Gold Standard by an active {fold fiirrcmy. 
I pass over the deplorable consequences which arose from the plethora of some 70 
crores in gold' which aecuniwlated, the sale of “ Rewerso Councils ” and oth<’r 
stopgap^ measur&s of a. character far from wise. It is to he hoped that theiH! 
never will (xriir a repetition of that collossjil hlmider. 

Q. 6. {a ) — Should the ohligfition ho undertaken lo' give gold for Rupees'? 

.4.— < Discretionary power otdy shouhl he given to exchange Kupees for gold 
under special circumstances. 

Q- 7 - — By what methods should the remittance operations of the Government 
of India be wnducted, and should they he managed hy the Imperial Bank? 

i4.— The remittance o|K?ratious should he entirely left to he conducted by the 
Imperial Bank under i)ro]^er safeguards so as not to llisturh the smooth course of 
exchange to the jmejudice of India. 

<2- 8. — Are any, and if so, what measures are desirable to sta-ure greater 
elasticity in granting demands of currency ? 

A . — ^Existing measures in n])eration are fairly elastic. The Tm]X'rial Bank, 
however, may be em]:x)wered to extend still more the discounting of first class 
Mercantile Bills to a larger extent if imperatively ncx'ded for a time. Or the 
Government may from time to tinu; raise the limit by an <‘X(‘cntivc onler in cas<‘ 
of severe monetary stringenejf. 

Q. 8. (a) - Should any, and if so, what conditions In’! prescribed with reganl 
to the issue of currency against hundis? 

A . — The issue of currency notes against hundis during the busy season, 
if demanded, should be permitted. But the Bank should s('c it ci’i'ates no in 
tiation and that it safe-guards itself so far as to suffer no loss. Hundis are 
iu)wa.days growing very risky documents. Sometimes they create havoc in 
the market. Endorsements mu.st be limite<l to 2 or 3 endorsees. The endorsees 
must themselves be absolutely solvent parties. Hundi transactions arc prolific of 
evils and bona fide monetary business is greatly cripjrled at tirne.s, spi'cially 
when “kiteflying” by all and sundry is immensely on the increase. Hundi 
brokers are generally of no fiduciary character and they abscond when a mone- 
tary crisis occurs. The Bank should engage guarantee brokt‘rs who will de|iosit 
substantial security with the Bank, for, say, not less than a lakh of nqiecs. 
The security should be forfeited if the Bank incur loss on account of them. 

Q. 9.— Shoidd any ehange he made in existing methods for the jrurchases 
of silver? 

A . — There is but one safe an'd certain method of purchase of silver. The 
Mint Masters at Bombay and Calcutta, should he empt)wered to buy silver as 
needed from time to time under the directions of the Controller ol (hirrency. 
'fhere should he no monopoly of a broker. 

CoNCLuniNO Remarks. 

In conclusion, I may he jiermitted to ohsei've that what India wants is a 
Currency which should he a great imiirovement on the j)rcsent .system, say at 
1/6 gold. India is absolutely uiqirotecteil against the effects of a rise in the 
value of silver above 48d. gold. Therefore, it would he wi.se to take away the 
present legal tender character of the Rujxhv The Im])erial Bank should Ix^ 
so reconstituted as a State Bank, hut certainly not as oirned hy the State, as to 
lie able to definitely control the discount and monetary policy of the country. 
This would bo greatly simplified by making notes convertible into gold in India. 
Lastly, it is most advisable in the financial interests of India that the le.ss thcr(^ 
is of the unnecessary interference of the India Office in these matters the better 
it will be for the .smooth working of the Currency System that nmy be recom- 
mended by the Commission. 
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APPENDIX 56. 

Statement of evidence submitted by Mr. Harkissendas Shatter, Managing 
Partner of Sir Sarupchand Hukumchand, Et., Sir Saiupchand 
Hukumchand and Co. and Messrs. Johurmull Oumbheermull, Calcutta. 

T, Harkissi'iidas lihatter, ain the Mai\agiug Partner of — 

1. Sir Saru 2 fc/i.and Jfiikiwtchaiid, Kt., of 30-2, Clive Street, who have Ikhsii 
trading in dillerent parts of India for over 70 years as importers of (Jotton and 
Woollen pieoeg(M)ds and Sugar, and in .lute. Hemp, Coal and Linseed. 

2. Sir Saru2>cha>ui Jlukuvichand & (Jo., Momying /I Hukuinehaud 

.lute Mills Ltd. and owners -llukumehand Electrie Steel Works, of 30, Clive 
Street, who have been trading in different parts of India for over 10 years in. 
.lute, .lute Cootls and Steel CuvStings. 

3. Messrs. .John rum II (Juvibheerimdl of 30-2, Clive Strct?t, wdio have lietm 
trading in dilTeient parts of India for over 70 years iis large imjiorters of 
Galvanised Corrugate<l Iron Sheets and Ridgings, Brass Sheets and Ingots, 
Copper Sheets and Ingots, Spelters and in Cotton and (’otton and W<Ktllon piece- 
goods, Lin.seed, Rice, .lute .and Hemp. 

4. We do b.i liking business in addition to the business named above, and 
we eome in close eontaet with the cultivators of Bengal and of the otluT Provinces 
in India, where we liavc liranehes. Wc also happen in the course of our business 
to have linaneijil dealings ivitli the cultivators and we have had <>])portunitic.s of 
studying their needs and their conditions as affecting the position of the 
cultivators from year to year. 

S). The result of our experience of the past years is that whenever e.xehangi'. 
is put higher llie cultivator’s prosperity goes ilown and his buying [lower is 
smdously affected. During the War period and till 1921 the increase in [iriee 
of raw materials iu India, was so abnormal that the alxivo-named phenonuma 
was not very clearly perceived, hut now that filings have returned to the normal 
and the world [irices of raw materials ex])orted by India are about the normal 
we have no doubt in our minds that the increase in’ exchange docs affect and will 
for a long time continue to affect adversely the cultivator of India. Whilst the 
cultivator is expected to pay the same amount of rupees with exclmugc at I.'''. (W/. 
as was fixed when exchange was at Is. 4d. and whilst he has to [lay the same 
amount of nijiccs again to his lender the proverbial 8owcar, the appreciated 
rupee undoubtedly affects the balance of saving of the cultivator. It is our 
confirmed conviction that any exchange fixed higher than l.«. 4d. will be to the 
enormous loss of the cultivator of India. 

6. The rupee is a token coin worth only 10 annas in its bullion value. The 
confidence of the [xiople of India in the rupee is therefore naturally diminished. 
The sixiner the rupee is made a restricted legal tender the lietter for both tin' 
credit of the Government and for the genuine interests of the [leople of India 
Now when gold is freely available we consider it the boundeu duty of the Govern- 
ment of India in fairness to the [MM)[>le of India to adopt the Gold Standard and 
to make available to the people of India a suitable gold coin. 

7. We understand that the Fowler Committee of 1898 recommended this, 
but for some reason of State or ot,her the Government of India delayed carrying 
into execution the very sensible recommemlation of the Fowler Committee. Wc 
also are aware of the notable Minute of Dissent of Sir .lames Begbie, cx-Secretary 
and Treasurer of the Bank of Bombay on the Chamberlain ('ommissioii Beport. 
which Minute will always stand to tbe credit of Sir .lames Bcgbie as being the 
result of his mature cxjierience of Indian conditions and of his great sense of 
fairness to the people of India. We cannot sufficiently admire the courage of 
conviction of Sir .Tames Begbie in recording this Minute of Dissent. 

8. Our community is known as the Marwari community and we claim that 
for the major part of India Members of our community are bankers to the masses 
of India. We therefore feel that representatives of our community have a 
special claim to submit the result of their experience for the information and 
guidance of this Royal Commission. We feel grateful to His Majesty the King 
hlmperor for h.iving appointed a Royal Commission to enquire into this question 
of Currency of India, which wc hope will arrive at a decision which will be 
benefiei.al to India .and do justice to her. 

9. There is a general impression created primarily in England and lately 
in some parts of India in the upper circles that India Is a sink for the gold of 
the world. How incorrect and misleading this impression is will be amply proved 
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by the flares given by the Bengal Chamber of Commerce in their evidence before 
the Babington Smith Committee. {Vide Volume of the Minutes of Evidence.) 
We need only say that India has not yet received her full quota of the share in 
the world’s production of gold, and if the people of India have not used the gold 
hitherto in the correct manner in which it is being used in the West, it is our 
conviction that such defect is due to two reasons : — 

(1) owing to the comparatively poor standard of education of the 
masses of India, and 

(2) and the more important, because^ of the very defective ami faulty 
currency policy of the (lovernment of India till now withholding from 
the people a gold coin and compelling the i^eople to use as indimittHl legal 
tender a token coin the bullion value of which is |ths of its face value. 

We need hardly sidd that no people^ in the world, can trust such a currency 
and as long as the Government per.si.st in this policy of tlicirs, they are forcing 
the people of India, against their own will, to ])nt t») uneconomic usi' the precious 
metiils to which they are entitled. We will therefore again implore the rom 
mission to come to a correct decision ami allow no stories of the nature indicated 
by us in the first paragra])!! to come in the way of a correct decision. 

10. We hear occasionally of the isolate<l stories of a. few silver rujiees and 
a few bars of gold being found with some people. 'J'his is the inevitahlc result 
of want of education and at times to the stvial customs of the Hindu society 
and wo feel that the latter instead of being ad justed to the latest ideas of the 
West are being strengthened in their hold on the people hy the faulty enrremy 
policy of the Government and w'e feel that the responsibility for hoarding as it 
is called must be laid .at the doors of the Government of India. 

Wo therefore summarise our requirements as under : 

{(C) Gold .standard and gold currency for India without any dcljiy. 

(6) Exchange to be stabilised at l.v. \d. to the rupee. 

(c) The Government of India and the Assembly here to be left un- 
disturbed from outside in deciding ui)on the financiai policy best suited to 
India.. 


A I ‘r KM 1) IX 57. 

Statement of evidence submitted by Mr. P. B. Junnarkar, Head of the 
Department of Commerce, Dacca University, Dacca. 

1. The time is certaiuly not ripe for the stabilisation of the rupee if this 
means stabilisation at the level of !&•. Od. (gold). But the time for the forimdation 
of a definite monetary poli(;y is long past. When the eonelusious of the m.-ijority 
report of the Smith Committee were di.s])roved hy later devel(»pmciils, the tmly 
jirocedure was to take more seriously the minority report of the only member of 
the Committee whom events proved to be in the right. Had this been done, the 
present difficulty would not have arisen. 

2. Stability in external prices is more iiuportaiit than stahility in c.xclmnge. 
I'his can be achieved only hy linking a currency definitely to a standard. While 
gold may not be an ideally ])erfect standard of value, there is no practical 
alternative to it by which its use as a monetary standard could l)c dispensetl 
with, unless silver is utilised as a last resort. 

Stability of exchange is besides a meaningless quest. The rate of exchange 
of one currency in terms of another would reflect changes in the purchasing 
power of both. Fluctuations in exchange rates in so far iis they ari.se from 
conditions prevailing in other countries w'ould be lM*yond Indian control. 

Fluctuations in the value of the unit of currency in terms of commodities 
and services, where the term “ flnetu.ation ” must lic held to include ji con- 
tinuous rise or a continuous fall also, are undesirable in the intore.sts of trade,- - 
esi)ecially the internal trade which is more important than the foreign,— and 
industry including agriculture. The evidence of indcx-nnmhors so far as it goes 
indicates that the" rupee has been ri.sing since 1920, in terms of commodities, in 
spite of apparently contradictory exchange movements. The rise, however, 
should be regarded as artificial in so far as it is dno to a “ relative contraction ” 
of the currency in rcg.ard to the expanding needs of commerce. The distress of 
important Indian industries may be referreil to this process of “ deflation.” 
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While a falling price-level is in the interest of consumers, it has to be 
realised that a consumer is also a producer. It serves little purpose to tell an 
agriculturist that he has to pay less for the commodities he buys, if the price of 
his produce falls simultaneously, es|jccially as he has to pay the same amount 
in taxes from the reduced price realised for his produce. This has only the effect 
of increasing the burden of taxation on the key industry of India. 

The only cheapness that matters in the ‘interests of a consumer is that 
brought about by abundant supplies from increased production, and mt what 
is brought almut by an artificial contro.! of the money supply, which is besides 
injurious to production. 

A “ real ” rist? in the value of the monetary unit would be reflected in a fall 
in the cost of production as well as the prices of commodities. Goods and 
services should be affected ecpially by a change in the value of the monelary unit. 
The evidence as regards the movement of wages and salaries is clearly against 
such a conclusion. 

The rise of the rupee in terms of goods is artificial in so far as it has resulted 
from an artificial limitation of currency, and temporary in so far as it does 
not appear to have affected services. It is urgent in the interests of the. country 
that this “ deflation ” must cease, and a provision be made for an automatic 
increase in currency in accordance with the needs of commerce and industry. 

This rcver.sal of the policy of “ deflation ” should not be interpreted to 
mean “ inflation.” Not every addition to currency is inflation. A state of 
“ inflation ” (lommcnces only at the jwint where currency is forced on trade 
beyond actual requirements. A sound monetary policy also postulates an 
ex()ansion of currency provided this expansion is in response to the legitimate 
needs of commerce. 


3. In so far as this artificial process of " deflation ” is responsible for the 
rise of the rujiee in terms of goods, it is also responsible to that extent for the ri.se 
of the luiiee in terms of gold. Probability would indicate that the rise in terms 
of gold has been further exaggerated on account of special circumstances 
afl'ccting gold. 


It will be recalled that tenifwrary causes which made sterling cheap brought 
about a rise iu the sterling value of the rupee in the latter half of the year 1921 
a rise which reached the height of !.<?. h\d. in September, 1921— though such a 
rise was not warranted by trade conditions. It will be further noted that the 
rate of exchange found its natural level after a period of about 10 months, 
though the official policy stood aloof from a commitment direct or implied. 

A possibility cannot similarly be put altogether out of account, that causes 
equally temporary, might have made gold chcaj) thus bringing about a rise in the 
g(.ld value of the rupee. In June, 1924, the rupee was only l.s. 3(f. (gold). It 
Avas in August, 1924, that a precipitate rise began carrying it to Is. Ad. in a 
month and to l.«. 6rf. at the end of the year. 


Ihe world movement of prices in terms of gold has still to declare itself 
Jt will be singularly unwise to base a permanent policy, taking the present Avorld 
conditions regarding the relation of gold to commodities as normal for all times. 
It will be a niKstake to disc'ount authoritative opinion in F.uropi' about the 
probable appreciation of gold in the future.* ^ 


market^‘‘''A ndlicwTf in the exchange 

marKet. a policy of conscious currency and credit restriction mifoima it. 

Denmark and Norway had its inevitable reaction on the exLnll value of their 

respective currencies, providing for the development of aSdSlo volumd 

of bull speculation and lea, ding to the distress of the industry and' trade A 

general desire, in favour of a return to the pre-War gold panty has nrobabk 
reconciled these countries to such a policy ^ ^ ^ ® probably 


* It would be useful to enquire of Ihoso wliii favour l i i • 

by the Indian and the world price-level, on the slrcn-ah warr.inted 

l.urchaBing power parity, -whether the pr.-sm.t world pievlns'nrriaf '"“fS 
pnco levcl is natural as a resuH, of a nat ural monel ary noKev --., n 1 ^*1.’ "“.r present Indian 

their position if their conclesions are falsified by a chaime in ’thei^ e 

can only ho indicated by a statblo equilihrimn resiiltinR from nomareo'oHT' ^ "‘aW® «xc*mngo 
internal or world prico«i. ^ nomial conditions prevailing in the 

A host of theorists were ready to nrove tfir* 

in making their recommendations. ^Biit where are those reeSron^t-® ^ « the right 

theorists f recommendations and where are now these 
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In India, the element of the bullish sentimeutt would appear to derive 
implied sanction from the official policy and this combined with the process of 
deflation has carried the rupee beyond its pre-War gold parity. 

What, however, is veiy important to note is that India stands absolutely 
alone in its currency unit commanding a premium- ami this, t(H>, of l‘ii per cent. 

over its pre-War gold parity. Other nations imancially and commercially 
stronger than India have been content to attain, or maintain their pre-War gold 
parity. India will he very unwise to adopt a dilTerent }X)licv, csjiecially at'h*r 
her e.xpcrienoe of what followed from the recommendations of the Smith 
Committee. 


4. A declaration of the jiolicy of adhering to the pre-War gold jiarity need 
not mean an artificial interference with the market involving the “ slie 2 )hcrdiiig ” 
back of the rupee from the present level of l.s-. 6^7. to the level of Is. M. ^'lle only 
immediate step is to remove (viiy artificial interference that may e.\i.st at present 
and provide natural conditions to enable the rupee to find its natural level. 

In spite of the remedial measures adopted by the Government, the I'unda- 
nicntal situation remains unaltered that at present there is nothing in the nature 
of an automatic systtnn whereby the country can obtain enrremey when required. 
Nor dws the cash balance with which the Imperial Bank coinTnenced the. pri'sent 
exporting season suggest an iniprovomcut iiyion the position of the pn'ceding yours 
as the following comparison will bring out. 

The Cash Balance of the Imiierial Bank in the last week of Oi.t(ik*r 

J..ak}is of ItnjHX's. 
33.4(5 
3(1.34 

24,n() 

In the able memorandum (July, 1924) submitted by the iVunmittco of the 
Ikmgal Chamber of (commerce, two methods were mentioned by which provision 
lor the expansion of currency was possible, one Ixiing the i.ssiie of what may Ik* 
termed ml hoc Treasury Bills. An expansion of currency by means of tliesi; w«)nl(l 
involve what is commonly known as inflation in llio worst meaning of the term ainl 
the ('ommittee therefore did not recommend it. The other method was by the 
deposit of gold or sterling securities in the Paper Currency Ueserve. 

A singular objection, however, was raisesd by the Covernmont of India to the 
latter method. “Your Committee suggest that this .should be done hv (he 


1922- 23 

1923- 24 

1924- 25 

1925- 2(5 


t ApiiH fnnii .*1 purely bullish scnliment (here is such ;i thing; as a p.sM 
exehaiig'e luovi luonts. M’lie Financial Correspondent, nf the ^ Capital thus CKnninented 
1925) : -- 


birtor ill 

(14th May 


Ihe.rc are shrewtl analysts who deduce from present conditiuns that. Ihi^ oxchangje. banks 
are overbought, — an assumption as diiliciilt to establish as it might be to rebut, inasmuch 
as a defiuito judgment upon so interesting a possibility would not only rctpiire a very precise 
definition of terms, but a closer di.ssectioii of bank operations than detiudietl observers can 
liopo to obtain. A companson of bank calculations at the beginning of the jiresent year 
as against tlie actual course of trade, would certainly afford interesting reading, but partially 
on that account, it is not likely to be forthcoming. Trade inovcMiitMils and prosperls- in 
tlieiiiselves ditficult to estimate — are further complicated, especially in so abnormal a period 
as is now operative, hy mental processes at the same time so obscure in their trend, and 
so important i?i their effects, as to make what may be cJiIled the * psychological factor,' in 
e.\change operations, often the decisive clement in the situation. To take a concrete, though 
small, example. Hills jiariuloxically arc generally moat plentiful when rates show a tendency 
to rise. The reason is fairly c'lear. As long as rates are stable, or have a tendimcy to drop, 
bills are held back in the hope of better terms. Immediately a rise reveals this hope to ho 
vain, there is a rush to effect transju'tion.s before rates show a further worsening. And the 
same alteration of hopes and fears is visible continuously throughout the whole range of 
exchange operations. A general apprehension that a partieular siiuatioii in, .say, exchange?, 
is likely to develop will often produce so strong a reaction as to give exrrliange when llio 
time comes, (piite a different direction." 

We iiifiy tissiime that th(? Hritish C-hancellor is eoiinting v(*rv'^ }iea\'ilv on this 
psychological factor in relation, for instance, to the re-estalilishment of the pound. Much of 
the present strength of sterling undoubtedly derives from long-nourished expectations of 
State action, and had this not been forthcoming, it is fairly certain there would ]la^e been a 
prompt reaction. Coiifideiice would have disappeared, and sterling would have slumped. 
Actually confidence has been further strengthened, and sterling continues to improve. One 
may calculate similarly that were the Government of India over its convict ion that exeliange 
would stabilise at 1(?. V/., Ihoro would, probably, he at once a movement iu that direction. 
'What may happen,’ heeoines, in such circumstanees, almost as important, as Svhat has 
happened.’ There is a constant effort to discount (he future.” 

For this reason, I am obliged to call the irnpHeationa of some pronouncenicnts and nets of the 
Finance Member and the Government of India as unfortunate, in view of an unprejudiced 
examination of the currency situation by this Commission. 
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purchase of sterling at the market rate then ruling and the issue of currency 
against sterling so purchased. If literally interpreted and carried to its logical 
conclusion, this formula would have the result of driving the sterling value of the 
rupee continually downwards,” the inference thus being that in the view of the 
(iovernraent the sterling value of the rupee must be maintained though the needs 
of the txnintry in the way of currency might go unsatisfied. 

This reveals a monetary |K>licy, fundamentally unsound. The paramount 
consideration in issues of currency — in the words of the (Committee — should be 
that the supply must be adequate to the requirements of the country. 

The interests of a coniitiy cannot be sacrificed to a high exchange 

Tn so far as the present level of exchange is in pursuit of this policy, it is 
artificial and, T submit, in the interests of India, this jKilicy should be revers(!d. 
It may mean that the rate of exchange may sag in consequence. Hut it is desir- 
able that the rate of exchange should find its natural level, whatever this might he, 

I am aware, a fall in exchange may mean difficulty in the budget for the 
Finance Depai-tment. Hut it is unsound finance to rely upon the benefit — always 
precarious— ^f an artificial rise in exchange. The Hetrenchment Commitlw 
which advised the (jovernment of India had .suggested other remedies for attain- 
ing equilibrium lietwcon the revenue and expenditure. The nonnal means of 
balancing the budget is a reduction of expenditure. 

Hut for the expectations of high exchange, which it would be impossible to 
deprecate in too strong terms, the alarming growth in the sterling expenditure 
since the war would have lieen impossible. This growth wius regarded as being 
so serious that tlic Associated Chambers, which met in December, 1923, passed 
a. resolution, ” that in view of the onerous nature of the external compared with 
the internal debt, this Association requests the Government of India to restrict 
its external borrowing as far as possible.” Tn this coinnoction, attention may be 
drawn to the cautions and conservative policy in finance which obtained before 
the war. 

The only .sane monetary policy at present is that while adequate provision 
should lie made for the expansion of currency in accordance with the legitimate 
requirements of the country, exchange should be allowed to find its natural level. 
The only modification that T would suggest in the pro])osal of the ('Jotninittee of 
the Bengal (ffiarnlicr is tliat currency should Ixi issued against the deposit of gold, 
both in India and in London, at the actual gold import point at the market rate. 
This will have the very desirable result of attracting gold into the curreiKw 
reserve from the large imports which have been a feature for the last three years. 
With a strengthened gold reserve, India will be in a stronger position tn effect a 
transition to the full gold standard at the appropriate moment this might lie a 
year hence and at the most two years. With the further re.sourees of the Gold 
Standard Reserve, India possibly may not have to ask for assistance in the shape 
of gold from the gold standard countries for effecting this transition. Again 
there is that other “ secret ” reserve in the Paper Currency Reserve where gold 
and other securities have been valued at the rate of Rs. 10. 

5. The note issue should he transferred to the Imperial Hank of India. As 
to the terms of the transfer, the memorandum submitted by Mr. Keyuos and 
published as an annexe to the Chamberlain Report may lie taken as the basis for 
discussion. 

It should be possible t^) arrange for the encashment of notes at all the branches 
of the Hank. This may mean in the beginning some sacrifice on the part of the 
Bank. Hut the Hank has been earning a very high dividend for a number of 
years and can afford to make the sacrifice in the general interests of the country. 
Possibly the increased income on account of the enlarged scope of the Hank may 
render such sacrifice unnecessary. 

However, even if it is necessary, the sacrifice is worth while. It will bring 
convertibility near the door of the agriculturist and may materially affect the 
up-country circulation which at present is probably predominantly metallic. It 
will provide a real line of advance for attacking the hoarding habit. A bank- 
note 18 the forerunner of the banking habit. 

On account of the wear and tear to which it is subjected in small retail 
transactions, a paper-note has to be renewed often. The cost of this renewal 
would make it questionable whether a small paper-note is really a cheap circulat- 
ing medium. For small retail transactions, a metal coin has a distinct superiority 
over a paper substitute. 

6. Mints should be open for the coinage of gold. The choice of the gold 
coin should be made after careful consideration of the denominations of the 
existing paper currency which will be ultimately convertible into gold. 
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Tlie puiiit to be borne in mind is that Its. 10 and lis. 100 notes are very 
popular. If these notes are made convertible into gold, there ean be no doubt 
that their jmpularity will be iuercased (x>nsiderably. The most suitable unit, 
therefore, would l)e the gold equivalent of lis. 10. 

With the elTeetive establishment of a gold standard, the legal tcmlt'r limit 
sliould be lis. 50 for the silver rupee. With this limit, it should not be convertible 
into gold. 

The 5-rupee notes should remain as at present with the Controller of Cur- 
rency, being convertible into silver rupees, the rupee reserve for the purpoSl.^ being 
under the Controller of Currency. These will Ix' the rupee certilicates that 1 
have suggested. 

7. liemittance operations should lie entrusted to the Bank. 

8. The attempt to introduce elasticity into the currency supply by the dcvii-e 
(if issuing notes against inland trade bills may be said to have sucrciUMl and a 
cautious advance (leveloping this useful measure will bo advisable. 

Hundis, bearing an emlorscunent by a bank, may be accc])ted as the basis for 
such issue. 

It is well known that the periodical monetary .stringency is due to the demands 
of the inland trade, especially with refcrern'c to the movement of crops. But 
unfortunately on account of the fact that bills are not the usual instruments by 
means of wliicb this trade is linanced, it lias not been po.ssible to arrange the 
supply of currency to mw^t the need for it exactlj" where it arisi's. 

Jmdia, however, is not alone in this respect. In South Africa, for instance, 
recently the seojie of operations of the lleservc Bank a])pears to have Ix'Ci:: 
widened, an aim of the Bank being to jiopularise the bill of excliangc; as an 
instrument of credit in the domestic trade in preference to the o])en account 
system, the other important ohject being to provide South Africa Avitli an 
organised Money Market. 

Fortunately in India, Hunf/is as instruments of credit, arc familiar in 
indigeiums banking circles, though their popularity would appear to lie on the 
wane. I'nh'ss hanks in India establish a point of contact with old hanking 
methods, the real banking advance desired liy all must Iw hindert'd. fliiiit/is-, after 
all, are familiar to the Indian mind and banks should show more adaptability 
by adopting these instruments themselves in the form in which they are familiar. 
An Iiuliaii peasant or sow'car may not understand a clunpie or a hill, hut he dors 
understand a Hundi. 

An energetic camjiaign to popularise hilhs and Himdu will be of great value, 
hut the campaign mn.st he led by the Tmjierial Bank. 

There is another direction in which advance is possible and the ])ossil)iliti(‘s 
of such advance may be exjdorod though an iminodiate decision may not be feasible. 
1 take it, the Imperial Bank will be a Bjink of T.s.sue. If this is so. it would be 
useful to enquire whether cash credit ai’coniits cannot he utilis(‘d as thci basi.s for 
issue of additional currency, as appeal’s to liavc been the Scotch Banking iiraclici* 
witli beneficial results to agricullure and industry. This might remove llu' 
difficulty of the paucity of hills for the purfX),s(‘ of is-sue of ( urremy. .\ rrry 
cautious advance may lie made, the agency of the ( o-o])erative (Vi'dit Societies, 
or co-operative banks being utilised for the purpose. 1'he I'ducalive value of such 
a measure, how'over small, for fostering the hanking habit, may he very gri*at. 

{). If India decides for a gold standard, this (piesfion will not lx* urgent. 
The l>est rule is to buy silver iii the most convenient market wlielher India or 
Kondon. 


APPENDIX 58. 

Statement of evidence submitted by Mr. J. McK. Forrester, of Ure and 
Company, Exchange, Finance, Stock and Share Brokers, Rangoon. 

We must recognise (hat Burma is primarily an eximrting (.uiiitry. tlu re 
fore a low exchange will suit Burma as it will also suit the exporters of Bombay 
and Calcutta. Therefore, any rate decided upon by the Commission must also 

We must also recognise (1) that pre-war hgiiros as a basis of fixation carry 
very little weight owing to the tremendous development of India in the last 
15 years. (2) that post-war figures are no better to go on owing to the cohissal 
world speculation indulged in after the df IfraUou o peacij, the result of which 
is still felt in all the markets in the world. (3) that the world in general has not 
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yet sudieiciitly settled down to enable a definite opinion to be formed as rej'ards 
the trend of fiidian trade during the next 10 years, (4) that as the result of 
the premature (in my opinion) return to the gold standard trade and trade 
conditions have not improved in England, (5) India during the past five years 
has iiad on the average good monsoons. Consequently the balance of trade has 
been immensely in favour of India and oxebauge has risen from Ls-. Ul. to its 
present level. Supposing a series of bad monsoons what would happen to 
exchange and ln)w far would Government be prepared to support it at the rate 
whieli they may fix, (0) that as the result of trade conditions exchange has risen 
to its present level and might have gone higher but for Government’s inter- 
ference, (7) if Government have decided to fix exchange (although I think it 
jiremature to do so and later on will make an alternative suggestion) 1 consider 
that it .should be fixed at or about the present level of exchange, for the following 
reas<ms : — 

After making allowance for a number of bad monsoons it seems fairly 
obvious that the balance of trade will remain in favour of India for many years 
to come becaii.se of the large agricultural areas in fndia which have been made 
independent of the monsoon by irrigation, and because of the policy of protection 
embarked on in India which must continue and will undoubtedly lead to a 
restriction in the amount of foreign imports, and the investment of foreign 
tapital in Indian industries. 

Therefori' while we may rely on a steady demand for India’s products and 
raw material it cannot be assumed that there will be the same increase in foreign 
imports more particularly in view of the national movement in favour of home 
industries. 

Under these conditions any material drop in exchange is unlikely and as 
prices for Indian products have adjusted themselves to the present level of 
ext'bangc and [iriccs for imported goods have also adjusted Ihcmselvos to the 
same level, T think that if (ixchange must be fixed, although in my opinion the 
time has not yet arrived to <lo ,so, it should Ix^ fixed at I.'-. fSd. 

In stating so, 1 fully recognise the ncj^essity in the interests of trade of a 
steady exchange. [ think that no definite decision should be arrived at for one 
year pending a farther settlement in the world’s trade political and economic 
conditions. In the meantime, as an experiment and in order to steady exchange. 
Government should be aulhori.sed to extend its ojierations to forward i^oinmit- 
ments and should ofxiidy announce its intention to buy at T.T. I.s. 6,;-//. ready 
and fortvard as far as three months ahead. 

As regards whether we should have a gold standard or a gold exchange 
standard T incline towards the latter as liciiig less expensive find probably more 
elastic. 

I am not in favour of a gold standard Ixicause 

1. The cost of introdiu'ing a gold standard would be very heavy. 

2. Of the difficulty of ensuring a snlficient and permanent supply »)f 
gold for idl India’s possible requirements in the future. 

3. Of the lo.ss to Government by selling silver currency and replacing 
it with gold. 

4. Of the loss to the millions of poor people in India whose capital 
is hoarded in silver, by the depreciation in the white metal and the con- 
sequent decrease in its purchasing power. 

5. The loss to merchants in China and trading with China would be 
enormous in the event of any collapse in the silver market brought on by 
heavy Indian sale.s. 


Should the Commission deciile on a gold .standard I think that silver should 
only f)c sold in .small amounts syiread over a considerable period, say five years 
Gold for the initial stages might be provided out of the proeWs of a gold loan 
which could lie floated in the IT.S.A. for that purpn.se. 

^ In the event of a gold standard being adopted T suggested the eonuiositiou 
* , the reserves as follows ; — ' 

1. Invested portion should be limited to 30 per cent of gross 

circulation. ^ 

2. The investments should consist of half Government of India 
securities and half sterling seenrities. 

3. When the Pa ^r Currency Reserve is reconstituted the invested 
portion should consist of Government of India securities in order that 
sterling securities may be liquidated into gold. 
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4. Seasonal currency might be issued tu the extent of 10 per cent, of 
the note circulation against inland or foreign bills of exchange with a 
usance of uo more than three mouths. The balance of the note issue 
should be backed by gold. 

In the event of a gold exchange standard beiug adopted 1 suggest that 
instead of the old obsolete method of issuing Councils in London, buying or 
selling of sterling in India by tlie Govcriiincnt should bo .wlopted, for the ri!as»»ii,s 
that by far the greater part of India’s trade emanates from India, rates ol 
exchange arc fixed in ludia, and a reversal to the old method of issuing Councils 
in London would not be in keeping with India’s present day requirements. 

As the scope of enquiry covers local currency questions and as it is suggested 
that the Imperial Bank should take over the Paper Currency Department I am 
in favour of the Imperial Bank taking over the luaiiagenuuit of the currency 
if in addition to their present responsibilities they are in a position to do so and 
to run the Currency llepartiiient on up-to-date lines. 

I am not in a position to give an opinion regarding the probable import and 
consumption of the precious metals during the next few years. I think that 
consumption of late has increased because of uncertainty of exchange (both gold 
and silver having become popular gambling counters in India), increase in 
India’s wealth and the old idea that the sovereign is still worth Bs.15 and can 
be purchased for Us. 13.10.0 or thereabouts. 

I am of the opinion that all purchases and sides of bullion should be made 
through brokers in India. 

As regards Burma’s particular requirements as previously stated Burma is 
primarily a large exporting country but being a [irovince of India any alteration 
in India’s currency must apply to Burma. 

I’here are, however, one or two iinpt>rtant |M)ints to be considered from 
Burma’s point of view. 

I consider that Burma as a great ship|)ing centre sliould be in the same 
position as Calcutta, Bombay, or Karachi in obtaining funds from Government. 
I’resuniably when the rupee is stabilised, and if a gold exchange standard is 
adopted, Government will cither oft'er ('ouiieils in London or buy sterling in India 
when and as required. As previously stated I am against a return to the old 
t!ouncil “ once a week ” system as being out of date. 

All sterling purchases or sales should l)e made in India and Burma in the 
open market to aj)proved banks or merchants for amounts of not less than 
,C50,000. At present Government purchase sterling from time to time in 
Calcutta, Bombay and Karachi only, but Bangoon has to apply to India for 
funds and has to pay the Imperial Bank A per cent, for transferring these funds 
to Ilangoon. It stands to reason, therefore, that llangoon exporters cannot 
obtain the same price for their bills as Indian exporters obtain in India. 

I suggest that Gov»^rnment should buy in Rangoon as in India. This might 
ontail a certain lo.ss of revenue to the Imperial Bank who, however, in my opinion 
would be amply compensated for any such loss by the atnount of free money which 
they hold on account of banks and Government on whiili they pay no interest. 
If the old Council .system is revived, Rangoon during the bu.sy .s(!ason will have 
to apply to I.ondon for allotment, may in due course after .scweral days receive 
payment in India, and will then have the funds transferred to Rangoon at a cost 
of A per cent. 

Surely, apart from the loss in exchange, the delay involved makes many 
financial oi)erations impossible. The same reasoning applies to local borrowing 
If the hanks during the busy .season are unable to at once obtain funds for 
immediate financial purposes and have, to {)ay iV. per cent, to obtain same from 
India it stands to reason that the elasticity of our local money market will be 
alTected. 

I think the abolition of the Re.l note a mistake, both from the point of view 
of trade and also because a paper (mrrency is less expensive than a metallic 
currency. 

T think that notes of all denominations should be of a standard size. 
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Statement of evidence submitted by Mr. C. B. Chitnis, B. Com. (Lond.), B.A., 

B.Sc. (Bom.), of Delhi. 

A. 

1 have the houour to submit the following views of mine on the subject of 
Indian Currency and E.vchange for the consideration of the lioyal Commission 
recently a,ppointed fur I he purpose. 1 am giving same in the form of a draft 
.scheme with few preliminary remarks and necessary explanation. The scheme 
given here for the reform of (,'iirreiuy in India, however, is in its broad outlines 
only; the details will have to be neetjssarily adjusted on the consideration of facts 
whicJi I cannot possibly have fully before me and especially in the light of the 
imiuen.se material that will Ijo brought before the Commission by the various 
dilleront interests affected. 

The lertns of reference to the ('ommission arc sullieiently wide and general 
in sco])e so as to allow of a satisfactory solution of the Indian problem, and even 
of quite raduial changes in the currency system, if it be so uecessjiry. I am pro- 
|xjsing for a gold standard foi* India, or rather for that kind of a modified gold 
standard which at presimt exists in England, and which seems to l)e popular also 
in other parts of the world. 1 am not one of those who arc thrilled by the touch 
of gold or who feel a iiecnliar pleasure in handling gold coins; neither do I believe 
that gold is a perfect standard of value. There seems to lie some measure of 
luicerlainty atlaithed to the future value of gold; but I think this sliould not worry 
us, especially as a large and important ^lart of the world has (or ha.s now returned 
to), a gold standard in one form or another. It is not so much the absolute change 
in the value of gold, or a rise or fall in the general level of prii'cs all over the 
world at once, but a relative change in the value of gold (as between two countries 
or with reference to a particular t:ountry), i.e., a rise or fall in the general level 
of prices in one country relative to that in .some other country, that is trouble.some 
and that is a matter of anxiety to the trade and industry of a country and as such 
to the (iovernment of the country concerned. The other alternative worth con- 
iidering is the acceptance by us of some such scheme of “ managed currency ” as 
Ah’. Keynes w(»uld [jroposi!, but I have my scu’ions doubts as to the practicability 
of any such scheme, eswcially in a country like India. However, I agree with 
.Mr. Keynes and strongly emphasise the importance of tlic stability of the internal 
price-level. Internal price-level is a complex thing; and monetary factor is only 
one of the several factors operating. It, however, being an important factor 
involved, I think, the Government, the financial authorities here, ^ould be com- 
paratively freci, within certain limits, free to pursue a currency ijolicy of their own 
best .suiteil to the needs of the country and calculated to promote the best interests 
of the community at large, ft is the authorities here that will be faced with all 
.sorts of complex administrative problems, and problems of taxation in order to 
be able to meet the internal expenditure here, as well as the e.xpenditure abroad. 
The ditficulties are enhanced owing to the absence of a Central Banking Inslitu 
tion following a consistent and appropriate credit policy such as will be instru 
menial in producing the desired effect on the price-level, production, savings ami 
accumulation of (capital, eU?. The Internal price-level is a thing deserving the 
chwest attention from and utmost («re of the Government and of the Central 
Banking imstitution. Under the pre-war system, de.scril)ed as the Gold-exchange 
standard sy.slem, the currency policy or pri ('e-policy pursucMl for internal purposes 
hero was liound to come into eoullict with the exGiange policy pursued for puriKwes 
abroad, the stability in the internal price-level having ))een sacrificed to the 
stability in the exchanges. In my opinion the pre-war system was definitely 
inllatioiiary in its ultimate effects, besides creating fluctuations in the internal 
price-level.* If there was a hc.avy “ balance of trade ” in favour of India, the 
(Irawhac'k was of jiroviding enough ruiiees without having undesirable effects on 
the price-level. The rise? in prices could not fail to htive bad effects on trade 
and industry in so far as the cost (if production was increased, but distress 
'•'ould be chiefly inflicted on fixed income and salaried cla.sscs, and also savings 
W(»ul(i be checked. Under the abnormal circumstances of the war rupees could 
ngt be provided in sufficient quantities, and the system broke down on that 
account. On the other hand, in case the balance turned against India, the ability 
of the Government to maintain the exchange rate stable was dependent on how 
large the gold resources at its disposal were. Bad years in succession would 
sufficiently strain the resources as to cause an ultimate breakdown of the system ; 
and recourse would be necessary to increased taxation at a very undesirable time. 
Itanust be carefully remembered that it is very necessary for India to export more 
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than she imports iu order to be able to meet the '' homo charges,’' etc., and thus 
liquidate her iudebteduess abroad — (if very heavy taxation is to be avoided). 
I'rom the discussion given above it would be seen incidentully that the general 
trend oi the result of the working of the pre war system was to benelit the export- 
ing interests at the expense of the community in general, and that although the 
external value of the rupee was stabilised at Is. 4r/. and maintained stable at 
that ratio, tlie internal value of the ru[)ee kept on iluctuating to a degree;, great 
or small, with all the consequences of such lluctuations to that extent. 

Now it is not quite necessary to have gold coins actually iu circulation in 
order that we may have a gold standard. (In my opinion, liowever, iu order to 
liavo an ellcctive gold standard people must be given the option of circulating 
gold coins if they so elect. They may choose to do st), or may make their payments 
by means of notes or cheques for reasons of amveuieuce or idr any oilier reasons; 
but they must have the full freedom to do what they like, convert ibility into gohl 
on demand, melting and export being allowed, ilut in India at any rate during 
the period of transition — and for over as 1 should very much like- -it could be 
arranged in the following way) ; 

The rupee should be stabilised at 1&‘. iid. (gold) for reasons stated below. 
There sliould be an imaginary ten-rupee gold coin, that is, a gold coin, if it were 
a real one, containing a weight of line gold worth at present ten silver rupees, the 
rupee being stabilised at Is. bf/. The gold coin would contain very nearly a weight 
of gold that could be bought in the market for a ten-rujiee note. There should be 
a fictitious half -gold-rupee coin on the same basis exactly; this would contain, if 
it were also a real coin, gold of the value of live silver rupees, or such a weight 
of line gold that could be bought for a hve-rupee note. Thus a ten -rupee note (or 
ten silver rupees) and a livc-rupeo note (or five silver rupees) would be equivalent 
to the new gold rupee and halt rupee respectively, the rupee being stabilised at the 
latio of l6‘. (id. (gold). 'Die rupee should be limited legal tender up to five rupees. 
.1 do not think, considering the average rates of wages paid, s(;ales of retail prices, 
the habits of the people, etc., this would cause any inconvenieiu^. The five -rupee, 
ten-rupee notes, and notes of higher denomiualiou .should l)e unlimited legal 
tender up to any amount. The rupee was never convertible into gohl on demand, 
except at the convenience of the (iovernment. it remains so under this s(‘heme 
also. The notes of five, ton ruiMJCS, etc., should be theoretically convertible into 
gold, practically not, except after the period of transition and when thought 
desirable and («uvenient or practicable by the Government after the accumulation 
of sullicicnt gohl reserves to enable it to introduce gold currency iu circulation 
actually. Even then use of gohl could lie economised iu this way : if a five-rupee 
note is presented, it could be paid out in five-silver-rupee coins or in one half-gold- 
rupeo coin; similarly a note of ten rupees could be pahl out in one g»dd rupee 
com, or in one half-gold- rujiee coin and five-silver -rupee coins. Thus silver rupetw 
could l)e pushed baeik into circulation and maintained there steady. I think, con- 
sidering the average income of the majority of the iwople, the standard of living, 
etc., the silver rupee will remain as popular as before; the nei;essity or desire for 
small diange will be there always, any giold coins being of much U)o high a de- 
nomination for many practical purposes. ITie gold wjins or airrespondiug notes 
will have a limited circulation, the circulation dejieuding upon and increasing with 
the wealth, standard of comfort, etc., of the people- (allowance being made for 
change' in habits, such as more frequent or constant use of cheques). As lx;tween 
notes and gold coins how far prefcreiux; will be shown by the people for one or the 
other is a practical problem to be comsidered when the decision to introduce gold 
currency actually in circulation and to end the ))oriod of transition is to Im; taken, 
aud no such decision should be taken unless sufTicient gold reserves are actvumulated 
(and imless trial experiments are made previously such as tho.se that are made 
when introducing a new coinage with a view to test how far these would lie taken 
up by the public and absorbed into circulation). Sovereigns and half-.sovereigns 
should cease to be unlimited legal Umder and should be taken out of the Indian 
currency system altogether, since the issue of these could mit possihly lie fully 
controlled by the authorities here. vV sound currency system should not cimtain 
in it any constituent, the issues of which cannot be completely controlled or regu- 
lated by the authorities responsible for the working of the system as a whole. 
With rupee as unlimited legal tender sovereigns will never circulate in India on 
the basis of a fixed price for the simple reason that, if more gold could be 
oWined for the price in rupees fi.xed tor a sovereign than is contained in the 
sovereign, sovereigns will be returned to the Treasury ultimately; if less gold 
could be obtained, sovereigns will be demanded in exchange for rupee.s, and it ■will 
he impossible for the -Treasury to meet the demand. Thus the Treasury will be 
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at times Hooded with gold, and at other times diaiued ot' all its gold. The unit 
oi' account uudur thiij scheme remains unchanged; it is the silver rupee as before 
(not exactly the present silver rupee, but tUe same stabilised at !&'. (id. and 
maintained fur ail purposes, external and internal, at exactly one-tenth value of 
the new gold rupee by the proper limitation of the quantity, etc.). The rupee will 
remain a token coin (except under one circumstance when the price of silver rises 
suiliciently high so as to make the bullion value of the rupee equal to or greater 
than its nonunal exchange value); and although it will now be relegated to the 
{xjsitiou of a true subsidiary coin (being also made limited legal tender), it will 
still remain a principal coin in circulation and be as popular as before for reasons 
stated above. liu|)ce notes and 2^-rupce notes that may be still in circulation 
should be made also limited legal tender up to live rupeea The quantities of the 
several constituent elements in the system should be so adjusted between them- 
selves and regulated from time to time that over — or imder — valuation of any 
partieular constituent will nut be possible or will not exist at any time. Internal 
parity must be carefully maintained; necessary steps should always be taken as 
now for the preservation of the same. 

Export and import of gold should be freely allowed. Hold should be made 
available for export fur trade purposes in bars of 400 ounces each as is the case 
in England at present. This could be undertaken us soon as suiiicient gold 
teserves exist here, and at an earlier date than may be possible in case of the 
decision in introduce gold currency in circulation. To accumulate the necessary 
gold reserves as a lirst step all the gold resources at Uie disposal of the Govern- 
ment of India should be mobilised. In the gold standard reserve located in 
England there are forty million pounds sterling worth of securities. Perhaps 
these could be deposited with the Federal lieserve Board of America, and some 
of their sui'plus gold of the corresponding value approximately could be sliipped 
to India. These securities should be retired annually by arrangement or accord^ 
itig to an agreement entered into between the United States Government, the 
British Government, and the Indian Government. It may be possible to arrange 
the necessary details as between the three (Jovernments concerned to the satis- 
faction of all the parties. The profits on rupee-coinage should be also utilised 
for the pur[)ose of increasing the gold reserve and strengthening it. 1 have said 
above that the notes siiould be convertible into gold on demand as much as they 
are at presiMit in I'lngland. It may be fiossible later on to make them really con- 
vertible into gold on demand, esptxaally if a decision to introduce gold into 
circulation is taken, whenever it may be done in future if at all. 

The Imperial Bank of India should be converted into a true Central Bank 
and should be brought under stricter and complete Government (public) control. 
It should act as a Central lli^serve authority, and power to issue notes should be 
given to it. ((.’onstitutitm of the Bank may bt; required to be changed.) There 
sdiould be a fixed liduciary issue, the limit to which being dictated by past ex- 
perience. Every note in excess of this should be fully backed by gold or in part 
liy silver (oiily to the extent to which rupees could be pushed into circulation as 
stated above). The silver iM)rtion should not bo increasiid too much, i.e., to the 
maxi mum limit possible as above; ainl nothing should be done to endanger the 
gold value of the rupee when once stabilised at l.s-. 6</.; there is a limit to the 
absorption of silver rupees into circulation. The notes should be a first c.hargo 
on a ll the assets of the Bank, while remaining a diarge on the revenues of India as 
now. TTie nature of the notes need not be changed; only they may be counter- 
.sigiied by the bank. The governniont in any country remains ultimately liable on 
the nole-is.sue; however, as far as po.ssible the resjx)nsibility should be pinned down 
on the actual note-issuing authority, whatever may be the liability of the Govern- 
ment in the last resort. bTasticity in the note-issue may be secured by giving per- 
mission to the bank to issue a certain numlier of notes (maximum limit to be fixed) 
against 1st class trade bills or bills of exchange. (Present limit is of 5 crores)- 
Further eraorgonoy issue may be made poasible by allowing the bank to issue notes 
by paying a tax of 5 or 6 per cent, (graded further up if necessary) to the 
Government on its uncovered excess issue- Of course, it will 1^ necessary to 
carefully reconsider the position of the bank as regards the reserve requirements 
against total liabilities, the cash reserves against demand liabilities, etc., and 
in view of the circumstance that the power to issue notes may be transferred to 
the bank, the management of the hank should he brought unrfer stringent public 
control. The Exchange-banks, the Indian Joint-stock banks, etc., should be 
^tllowed facilities of rediscounting with the Imperial Bank of India certain 
classes of approved paper; and also arrangements should be made for effective 
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Li'aiisl’ei’ of fmuls us between t.)»e three Head Olliees of the liank and as belweeii 
diiforeiit eeutres in times of striu^eney. 'I'he bank should bo required to j^ive 
tlie necessary rediseount faeilitics, and it sliould bo ])laeod in sncli a i)ositioii in 
other ways tliat it will be able to follow a eonsistent and appropriati* tiisoonnt 
rate policy and that its disoount rate will be elTeotivo in the money market, fii 
times of striu}^enoy the money market should bo placed in a. [josilion of eonl'nic'ia i* 
t hat the assured support when noeessary will be j^iven to it Iw tlie bank, so as to 
avoid any nnnceessjiry crises or violent disturbances in the money market. Of 
course, when such rediscount facilities are nnulo available, the position oi' nil 
those banks in respect of adeipiate reserve requirements aj^ainst deniaml 
liabilities, proportion of cash balances usually held to liabilities, etc., should 
be carefully considered. 

Now as regards the rate of exchange between England ami Imli.i, this will be 
determined in the same way as betweeti any two gobl standard loiintries by the 
conditions of trade, etc., the lluotnations l)eing corrected by the nei-essarv gold 
movements to and fro between the two connti‘io.s. Now these gold movements 
could bo minimised in the following way: India has to make certain payments 
abroad, meet the “ home charges ” every year. etc. It must la* carefidly 
remembered in this connection that it is the linancial authorities here that have 
to find the money ultimately whether to meet thi* home charges abroad or the 
internal expenditure of the (Jovernmeiit hen*. 'I’hc Secretary of State should, 
therefore, hold in England in advance ca.sh balances enough to meet the i iirrcnt 
year's expenditure (which could be est iin.-iled), allowing for an ample margin; 
and while he is doing so the cash balances should be replenished iti ;id\:ince to 
meet the next year's expenditure; and this could be done in two ways: (i) the 
Government .should purchase sterling in India, oi- rather instruct the bank to 
purchase sterling on its behalf (ii) the Government here should send calde 
instructions to the Secretary of State to s(‘ll drafts ((’oiincil Mills) deniand 
drafts or telegraphic transfers on India at the ])articular times .stated and to 
the extent of the particular amounts .stated. 'I'hese transactions couhl be i-on 
veniently carried out through the bank; and ]>ast experience (as well as the 
monetary and general situation of the moment) will be able tt) indicate the most 
favourable times to do so. So long as the Secretary of Slate is kept in funds iu 
advance, it <h)es not matter exactly what times of the current year the cash 
balances to be I’equired for the ex|)enses of the next year an* rcplenish(*d ; and in 
thi.s way it would In* possible to minimi.se the gold movements. Siniilarlv 
purcha.se of silver in the Tiondon market for purposes of coin;ige of rupees and 
small change in India, purchase of .stores in England recpiired for Governnii'ut 
purjKxses in India and payment for all thesi*, if [)ossible. should lx* .so ad justc<l 
during the course of the whole year that uimec(*s.sary gold movements could-be 
avoided. I ' Jinecessa ry gtiveniuieulal interference iu the matter of cxclnimn* 
should ho avoided, advice of the haidc should be taken froiu linn.* Id lime (all 
tmniey tran.sactiou.s being earrie<l out (hrougli its agency) its eotivenii'iice .-is 
well as the eoiiv(‘uieiiee of the Government should he consulted, so that, iu brief, 
the exchange will he left as free as possible and to the free play of .-ill Ibe .si*veral 
different forces acting. I thirds the exchange i-ate will l•(*maiu st.ihle ( ii the 
whole within certain limits within the gold |»oinls in ease iinrestrit led ex[)orl 
ami imjrort of gold is freely alhrwed. 

'riie point at which the iripee should he stabilised is a eontio\i*rsial t|ii(*slion. 
I have proposed to .stabilise it at I.*.-. (5f/. (gold); (ht* riipi'c has heeii sl.ible l•oulld 
alxHit l.s. (if/, for quite .sonu! time jrast. To change the ratio to Is. 4f/. or to anv 
other ratio woidd mean that tin* .settled e\p(*etati()ri.s and airtieipatious of the 
people would he n|iset and the economic life of tin* community disfuihcd to that 
exti*nt. To h)wer the ratio down to l.s. 'it/, no doiilrt will hr* hi*neficial (o tin* 
export trade; but f doubt as trr how far it Avill irally he a stimulus to imhistry 
and agrieulture. What I am afi’airl of is a little nurre iidlatioii .ami Iht* con.-eijuent 
rise of prices. The salaried and fixerl income elassr's will sulVer on this aeeonnl. 
savings will be cheeked, or will be smaller. The expenditiiiv of the Govermnent 
may in(*rnase, and higher or inereaserl taxation may he neeessarv. The o(*st of 
production in ease of niannfaetnre eray increase in .so far as thr* pricr's of raw 
materials used, of im])ortcd machiiieiy. etc., may imfcasc. In the easr* of 
agriculture the ri.se in })rices for its produce may he regaided as a stimulus iu 
some way, but it may be doubted how far the benefit will go ft> the mtual 
cultivator himself in the shape of risen prices, and how far any such benefit 
accruing from increased prices will not he pocketed by the middleman, lusule 
a community there, are always groups whose interests are conflicting among 
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;ililiuii-!i i'loatlly tiic interests of the coinmuuity us u whole may not 
so (in ideil. A iKilaiice has to be sought for; and whatever policy is 
.i(ln[»U'(l il ih luii pii.iiolilc to please all the sections erf the coniiiumity at one and 

I Ilf I'-nlif illiiv'. 

it will lie i-tcii ri'iiii wiiat I have staled above that under this scheme no 
ievointioiiarv ili;n;g(.s .>r alterations arc to take place in the coinage, currency 
liotcs. cic. iiiiiuiiigii liie basis ot the currency system as a whole will lx; changed. 
!l will i.ic a i : iu‘ g 'iil CM hangc standard system lor all purposes, internal and 
( •(.•'aal;, o! .'OiLiiard sU'icm without gold currency in circulation. It 

i ,,!il!l iu'ciihic. il coil idi'i. d dcsiiiible, :i gold standard system w ith gold coins 
acnmlly in •. iiciihiiiiai. Il is hoped, however, that prices (internal) will remain 
loo.c siabic uiiilcr lac wuiking of the new system as proposed here than was 
|tos.silii(' under I iic old. 

B. 

it K. aiwii)s (iilliculL to answer Ji ipiestiun like this; for a tolerably good case 
loiiio be maOc out eiLliei a ay, lor or jigainst. Ultimately it becomes more or less 
a ijaei-uoii of the c.\prcssion of one s own personal opinion, liveryone is aware 
oi iiic c 111 urns Lances umicr which the mints were closed here to the unrestricted 
cuniagc oi silver in IbJ.i. ibc I'owler Committee ol ISUtt had to make its rccom- 
iiiciioiuious Under cuiniiUons which could not be then regarded as (juite stable; 
.Sill .-.cipK lui} ecrliun iidmiuisi nuive practices were developed and given eiloct to, 
;ii.ji.i inns llic gold a\cli;uigc stiindard .system was evolved ; the e.vteriial value 
Mi the iiipcc Mii.s iiliUliliilia d .stiihlc at l-s- h/., or at the ratio of lifteen rupees to 
I lie poiiim slcrhiig. I iic siidulily in the foreign e.xchanges hail no doubt certain 
goi.ii ifsLiiis; imi liu ic were limiLations also set in practice to the ability of the 
auiliniilics 111 iiauniatu liic cMlmiigc rates so stable. The Chamberhun I'oin- 
iiu.'...i;iii ul laid li inul iis terms of reference rather restricted in scope; so were 
jiuuU'. ail^ Ibc icriiis id' n fetence to the Habingtoii Smith (.’omniittee of lyill iJO. 
I'i.i- i, ii:-,is ill iliu 7 (iniiiiw iiig npiiii tJio American crisis of tliat year) brought to 
iiglii. iiic liniilal j'iii.^ in mie direction to the conditions under which the gojd- 
I'Aiiiaiigc slaiidanl .s\,stciii could lie worked successfully, while the abnormal 
i,i,\ ui.isi.nic. .d llie \iar showed the limitatioiis in the otJier direction. This 
iiiiei hi.?{ory will indicate that tlie prohlem of Indian Curreuey and Exchange 
IS sill) awaiting a satisfactory and final solution — linal in so far as there is a 
iMiality ivitii rigai'd to such maltcrs. 'I'iicro seems to lie an intense popular de- 
mand for Slab a solulioii of the problem. The unslable conditions following 
ii])on the (lica.i Woild War cannot he said to have wJiolly disa|)pcarcd ; Imwevcr. 
one counliy alter another has tried to solve its currency problems moj-e or less 
in a satimai lory way, and has achieved a certain measure of success. Especially 
;i;i iMiglaiid lias now returned to the gold standard in Ajiril last, there sixmis to 
he no ica.soii wli\ a solution of the problem in this eouiitrv should not be at 
icnipicd. Nolhiiig in my opinion is more unsettling to the trade and industry 
well a,-, to (he national liiiame of a coiiiitry or more harmful to its credit than 
till' niiccriaiiily ailai lii'd to or in regard to its currency and exchange matters. 

Wc raiinoi lake flic rupee out of the Indian currency system altogether, 
and liiiiik of siibslituling something else for it, whether there is any gold ctir- 
riMiry .n liially in i ircidal ion or not. A gold coin of a satisl'acloiy and not loo 
siii.dl a .-"i/c w ill lu' of iiuu li too high a denomination to be of use for many prac- 
lii al jiiirpo:,' .. ,1 iisiilcriiig tin? average income, standard of comforl, etc., of the 
majorilv of the people; besides, the necessity or desire for small ehange will 
b<' tliorc alway.s; and under the cirenmstanees of Inditi the rupee wdll tend to !«' 
not iiicrcli Ibc small ehaiigi*. hut the principal coin in circulation. Adoption 
• 'I a silver .slaiidaid i.- mil nf the <|iii'stion; similarly f consider a sch(;mo for 
■■ inanageil i iirreii' V “ .as imprm tirabli* in fndia. I do not also approve nf a 
silicme for an iii'oinc!' :ble rupee of which the issue may he lixi'd. If the rupee 
!.•( to be stabili ed in relation to gold, it could be stabilised for external purpixses 
only as undi'r the pre wai' gold ('xchange standard system, or it eould be so 
staiiili.si-d for all imrfio.sc.s external and internal, fn the latter ease Ji true 
g id exchange standard system I'ottld be evolved — in which the actual enrrenev 
in l in.nlai ion is something otlier than gold, i.p., silver or paper, or both, but it 
is dermilely related h gold at a certain ratio ■wdiich is maititained effective. 
This last could become a true gold standard system as soon as gold enrrenoy 
is iiitrodnced into circiilation. and convertibility into gold on demand is made 
Mr.acf i. .'iHv nossibh* : and it remains so oven when no gold is in actual eircnla- 
fton. while iieople eonliiine to }>ossess the choice of having so, and further 
possess the rights of convertibility, melting, export, etc. 
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Stability in internal prices does not mean that all pi'itvs remain i-tahli' ai 
all titnerf or rcniaiii the sjinie over a period of time. Of tin* individual 

ji’iees of commodities (and serviees) Keep on iliutuating witliin tciiain limits, 
)oth at a point of time and over a periotl of time, lliavever, tin' geneta 1 prire. 
level broadly or tlic value of money docs not lliutuatc violcnlly, lliat is, remains 
eomparatively stable ; and whatever rise or fall is tlieie itt Vasr id p;ii l it uhii- 
commodities, the monetary factor is as a nde least to M.ime. AV'lien pi in-s l i;.!' 
or fall, within a eommunity certain classes benefit at I lit* e\peiise nf olliers, wliilf 
others arc losing and r/.ve rrrsti ; and thus a certain mt'a.-mit* nf in jnrlii c is dtiiu*. 

Stability in Foreign FiXehanges is no doubt iM'iielieial to ibe ii icign tr.i-ie 
of a country and thus brings with it certain advantages at a re. •i!(. In m far 
as, however, such a stability is bought at the expense n'{ liii. Mmii' is in ibe in 
tcrnal j)rice-level. all the consequences of a Ibictnating interind priie le\i I iri t* 
Comparative Stability in the Foreign Kxcbaiiges. as wi'll is ii; lb ' ini' rna; prbe 
level, are not two incompatible things. However, f ibink rlabili'v in iiiiernd 
|)riees is the more important of the two, because in tbe long run llm aiiibly m a 
country toe.xj)ort and thus pay for its inqxirts nr ntberwisc liipiii'aie ber iinfrl'ied 
.'less abroad depends ultimately upon how best ber inlornal iniiddi.'ns .re ad 
justed, such as produetion, distribution, eonsumptinii. eti. ;’iiib a priie lew' 
must be maintained inside the country that it will be tn (lie iniere>l i f h lei- ee, --. 
to buy from that country. (There must be, therefore, frec'diini tn pnisiie i piii e 
policy, in other words, a eurreney iKiliey as rer|uired.) l! must in! In* nm!.*!- 
stood tliat the foreign exchanges are to Ih* left alvsolntelv p. (be'e elve.-; .in I are 
a matter of no care from the (lovernment of the country. Ibii 1 'l b ’ pmvid d 
the internal price level is well taken care of, the rnreign ex- ii. ii' i*.. wil! be a 
matter of less anxiety and will greatly take care of tliemselvi*';. n-.-iii ■•lii'r : ivcial 
attention only at special times. 

When prices rise (or the value of rupix* falls) all Ibnsc wbi'''e {iiii in \) Iik diim ■: 
arc fixed, (or d<» not increase in proportion to the increase in pi ic-* ) lose, v. bib’ 
the industrial, bu.siness eommunity gain from the ri,*-e in prices ! i dcr llm 
clas.ses that lose may lx* mentioned .salaried persons, govcrniHciit servanP-. vace 
earners in so far as their wages lag behind Ibe rise in prices. bi ldciM of fixed 
inti'rcst bearing securities, etc. Kx|)euditur(* of (.lovernmenf m.o’ inci'cisc, and 
higher taxation may be necessary. Savings are smaller m may be cliceked : 
aeenmulation of ea]iital suffers : investing classes lose as above : and all Ibese 
filings ultimalely have undesirable elTeels on. or aflVct advers. -ly i!i! ind.c.iiy 
trade, efe., es|)eeially Ibe further indu.strial developnieiil, in-u cspilal v‘ii!nres. 
etc., and in ilie long run the eouulry's produelivify may be impaired (.d least 
temporarily). Tn so far as higher prices are obtained for the piddm-c oi’ agri 
culture, nr industry, it may be regarded as a sfimidiis. Imf one caimot e.slim.il.- 
Iiow' far flu* elTieieney will Ix' increast*d, or provision may be m ide by 'v.iv of 
reserves against bad times, or bow far the lot of xvagi* cunms incv be im 
proved (higher w.ages may be given to them ami ma inleiiaiu <* of m I'ligbc. 
standard of living, or at least of the present one, made possible ). or in case of 
agrieullure- bow far the cultivator or the peasant liimst*U‘ will licnefil ri-om tbe 
rise in ])riees ; it is doulitful bow far llu* lienr*fi| will icallv go to bim and li 'v.- 
far it will not be pocketed by llu* middleman. Tn so far .is ibe c.is' of piodnction 
is in(*reascd. mannfaelurers will go on eliarging liiglu*r pi icc;.- .is far as (|icy l aii; 
ultimately they will begin to complain of tin* iucii*asiiig foccign < ni net l| i' l) 
(Some businesses will no doubt be wiser and from a long tudiif of view will pursue 
■V policy of increasing tbe eirieieney and increasing tin* iTsmncs. etc., cb iiging 
of sU'adior prices to the mnsnmcr being thus made itossible.) The "nVci nf faUiii!*: 
prices, (or a ri.se in tbe value of rupee), will be opposile |o tb.il desi rib(*d ;ibovi'. 
What is nmlly disturbing to the trade, iiidnsirv finclnding agricnllnr!*), .is well 
as to the national finaTU*e. is the rising or falling rupee when one docs not F<now 
exactly Ikkw far it will rise or fall, and where and when such a rise* nr f.iU will 
sto]). TTenee T have emtdiasized the importance of a stable internal price level. 
Whether rupee is stabilised high or low, provided it lemains st-iblc fbciv, eco 
nomie and other eondifions will have s(x»n adjnsled (o il. M is 'vb(*ii ;■ cbaiure 
from high to low, (oi* low* to bigli), rupee is ilesired that (be consconcnces will 
have.to be considered. Tf. for instance, tbe rni>ee. wliieli is stable round idxmt 
Tv. 6t7. for some time past, is to bo made stable say at Is 4z/.. Ibe luv war ratio, 
what T am afraid of is a little more inflation and conserineiit risi* in price.s 
Exporters will gain, bnt importers will lose, and all the effects of rising prices 
will manifest themstdvos, until economie enndilions have adjusted tbcmsclv’s tn 
the new ratio. 

TI. Cold should be adopted as a standard of value in Tndia, and mne'' 
should bo stabilised in relation to that, T have proposed the ralio of l.s. Tv/, fgobl) 
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at which the rupee should be stabilised. Of course, under the working of the 
system 1 have proposed the rupee will be slightly lluctuating round about this 
ratio w'ithin certixin limits. The system proposed by mo slightly differs from 
the pre-war system, and therefore, the working of the system in all its details 
will take some time tO' begin until the necessary gold reserves are accumulated 
in India, eti\ In oilier respects the working of the system could liegin straight- 
away. 

III. The rate .selected by me for the stabilisation of the rupee dtxis not 
materially differ from the pi-esent one; .and therefore, there is hardly any transi- 
tion to lie achieved. However, under my scheme certain changes are imule in the 
.system in tone befort? the war involving a period of transition. 

IV. 1 have proposed in the statement already made for a Gold standard 
system for India, or rather for a true gold exchange standard system. The 
.system in force before the war has lieen sonKMlilied that, to start with any way, no 
big and visible changes are to take place ; but at the same time an early intro- 
duction of a gold standard, (with or without gold currency), has been made 
jiossible. As s*K>n as sullicient gold ro.sorves are accumulated, the system pro- 
ixiscd under my scheme lan straightaway become the kind of nuMlified gold 
standard as at jirescnt exists in England. It can further become a true gold 
standard with gold currency in circulation, — if considered so desirable, or con- 
venient. 1 have proposed for an imaginary gold coin worth ten silver rujx^s, 
and one worth live silver rupt'cs. The quantity of the silver rupees in circulation 
is to lx? .so adjusted as to make the rupi'c stable at l.s-. 6rf. when once stabilised at 
that rate. All the accepted rules ami practices should be carefully observed 
with a view to eftVctivcly maintain the internal parity as between the various 
comiX)nent parts of the currency system. The currency (and Exchange) policy, 
as well as the credit ]X)licv, should be so followed as not to lead to any ap|)reciation 
or depreciation of the rupee' in terms of gold. I have, therefore, pro|x^sed for a 
true Central Hank which will function in the desired way in close touch with and 
under strict control of the 'rrca.sury here, — so as to make the Rank ami the 
Financial authorities in India fully responsible for the working of the systeni. 
I'hc gold .standard resm-ve will merge into and become a part of the Central 
Reserve which is to be accumulated in India. 'I'he Bank will, of course, have to 
keep reasonable reserves against demand liabilities ; and there will also he the 
rc'serve against note-is.sue ( — backing for the notes issued -). The central res(>rve 
will consist in part only of silver (c(uned or uncoined), and the rest of it will he 
in gold. Part of this re.serve may be conveniently kept at the three Hc'ad oITices 
f)f the Rank ready for .shiyHiicnt abroa«l in case of necessity, and the rest may 
be kej)t at a convenient central place, from which it could l)c transferred to any 
part. (►! India in case of emergency. The central reserve will be thus wholly 
located in India. No part of this central re.serve is to be invested in securities; 
it must Ix! in gold, and in silver to a limited extent only. The fact should never 
Ix^ forgotten that it is a reserve and created for certain definite purposes only: 
and it must he available as .such any time if nHpiired. As to the size no definite 
limit should be decided on just at ihe moment. When the gold resources at the 
disposal of the Government are niobilis<'d in the shape of a re.sei’ve, and sufficient 
adclitions are made to it so as to form a respectable central reserve (say of £100 
million sterling), the decision should Ix' taken to have a gold standard in India 
like the one at prc.sent existing in England. Larger reserves will Iw necessary 
when gold is to be intnxluctxl into circulation, if at all. (Re discount facilities 
shmdd be given, and other facilities also to make the effective transfer of funds 
froni one centre to another according to ncces.sity. “ Open market operations ” 
policy, as in Amerii’a, may be followed — to make the discount-rate of the Rank 
otherwist' effectivi' ; -also funds may Ixi transferred in this way.) 

V. The Inijierial Rank of India.*if it is to become a true Central Rank at 
all, should be givi'U the power to issue notes. T have proposed for a fixed 
fiduciary issue ; and the rest of the notes should be fully backed by gold (and 
to a lii.iited extent only by silver). The arrangements should be thus automatic 

far as yiossible. Rut the Treasury here in the public interests should have 
the power of requiring the Rank not to issue notes against gold, although 
aecuniiilated in its va»i1ts. making it possible to effectively look up gold, thus 
avoiding unnece.ssar;\' increases in circulation and consetpieht rise in prices, etc. 
(The budget arrangements will not lx* upset a-ceidentally in this way). Of 

* Till' (•oiiBlitnlidii of tin* Pimk will liave to bo altered go tliat it may command the confidence 
of Ulo ]>e(^|ile and tho (Jovi-rnment. 
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course, the Bank and the Treasury will be in close touch with each other, and will 
know when such a policy is necessary and is to be I'olloweil, and when it is to 
end. The gold thus locked up should nut be made available as a reserve against 
the demand liabilities of the Bank, so that credit iullation by the liaiik will be 
effectively checked. (The Bank will have the alternative, as below, of paying 
the tax to the Cjovernnicnt to increase its note issue. Idtiiiiately it wilt liavi' to 
raise its discount rate ; and the Treasury can then decide how lar iinlnstry, 
trade, etc., would suffer, how tar it is in the public and general interests to 
continue to pursue the policy ui' locking up gold, and so on), iligid control should 
always be avoided. 

A limited number ol' noU\s may be issued against trade bills, bills of 
exchange, huiulis, t?Lc. —and further emergency issue may Ijc made iiossible by 
allowing the bank to i.ssuc notes on payment of a tax of 5 or t> per cent, on its 
uncovered exixiss is.sue. Details could be arranged as to the division of prolits 
between the Government and the Bank arising from the note issue tbns tran.s- 
ferred to the Bank. The bank should carry out certain services I’or tlu* Govern- 
ment free of charge, etc. Public deposits sliould continue to be kept with the 
Bank as now. The independent 'IVeasury system should be altogetlicr abolished, 
— tJie Bank lieing asked to open a small branch olhijc in their place, wherever 
these may be existing to date. The Bank should later on be reipiircd to make 
an advance of a reasonable sum or sums to the Government free of interest ; and 
this should be utilised by the Government for the establishment of agricultural 
banks, coojierative central banks, and industrial banks, thus greatly helping 
tt wards the agricultural and industrial development of India. (The advance 
should not be spent directly as such— but only through the agemy of the banks 
so establi.shed; the machiiierv thus set up should lie mainly fed on private 
support; — the Government only taking up the initiative and starling the inslitn 
tions and the public later on sn]>])orting them and taking full advaniage of the 
facilities so created). 

Linder my scheme the notes become inconvertible .so far as convei‘f ibility 
into .silver ru])ecs is (‘oncerned. (The rujice being a token coin, convertibility 
into rupees hardly nioan.s anything at all). But the fact of inconvertibility 
need not be made public until it may be jKwsible for the Government to inirodiu’e 
gold currency into circulation, and until convertibility into gold on demand 
could thus be uudertakoii. Kven then it will be absurd' for a bank to refuse to 
give silver riifiees for notes in case one wants the small change for j>aying wages, 
o’l for aiiy^ other purjiose ; besides five rupee notes will be coiucrlible into .silver 
or gold, and ten rupee notes partly into gold and partly into silver, as already 
explained. It W'ould be easier to attain the kind of gold standard as at pre.sent 
exists in Kngland ;aiid in that case the notes may remain convert ible as now - 
if that is any satisfaction to the uneducated public ;■ gold being made aviiilabh' 
for export, etc., in bars of 400 ounces or so. By limitation of (|nantity. etc., if 
the rupee is efl’ectively maintained stable at l.v. <W. (g^dd). — this fact would give 
niiieh eoulideuce, and wmuld make it ea.sy to introduce gold into circiilal ion later 
on if desired. 

The rupee and 2i rupee notes arc, I believe, being withdrawn from circu- 
bition. ff the public lakes lliem. there is no harm in having a limited niimhcr 
in circulation — (fully hacked hy silver — if not a part of (he fixed fitlm'iarv i.s.snc 
etc.): They are to he also limited legal tender as the rupee is. 

VI. if gold is to be minted in India at all, ten rujioe and five rupee gold 
coins should be minted, whenever decision to introduce gold currency is to he 
taken. I’crsinially I consider it iinneces.sary to have gold in circulation, pro- 
vided gold is made frivly available for e.xport in bars of 400 ounces or ,«n. (Con- 
vertibility of rupees into gold on demand dcjicnds upon wlietlier any guld coins 
are introdiu«d into circulation or not ; and it cannot be undcriakmi unless and 
until siiflicient gold reserves arc accumulated. 

VTT. All the remittance operations of the Governinent .sbonid be condncttMl 
through the agency of and be managed by the Bank. T havi' mentioned already, 
how sterling should be jmrebased in India, how drafts on India should be sold 
in England, — all transactions being managed by the Bank for the Government 
and under their strict instructions. Purchase of Government stf)rcs. etc . and 
payment for same, if possible, .shouhl also be so managed that the gold movements 
are minimised. 

VTIT. To meet the seasonal demands for Currency I have already said that 
a limited number of notes slionld he issued against bills of exeliangc- iuindis and 
other trade lulls, etc. The paper eligible for re-discount purposes should be the 
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kind of paper which can be also accepted for tlie issue of notes aj^ainst. Emer- 
gency issue of notes may lie made p«)ssihle by allowing the Hank to issue notes 
on payment of a tax of o or (5 per cent, (further gradetl upwards--if necessary) 
to the (jovernment on its uncovered e.xcc.ss issue ; it will be found convenient by 
l!ie Hank to accept as (ollatcral such paper as may be eligible for re-diswunt 
purposiis,- -while giving advances in the form of the notes so issued — (or rather 
notes may be re<]uired to be issued to meet the credit given in case any of the 
cheques drawn agaiti.st are actually cashed), ^he Hank should adopt a consis- 
tent and appropriate discount rate policy, pursue, if Jiocessary, a policy of “ open 
market operations,” or in any other way give facilities for the transfer of funds 
from one centre to another, or (tnc part of the lountry to another. This vvouhl 
enable the Hank to earn highest profits by employing or investing its funds into 
something yielding lx‘st returns ; the money market, the gc'iieral business, com 
tnercial, indu.strial community, as well as the public at targe, would also be 
Ixmelitc'd. Steadier rates would prevail, the bank would be lx's! able to nieet its 
responsibilities in various other dilutions — (encashment of notes, buying and 
selling, ex}x>rt and import of gold, etc.), and as the public’s confidence is in- 
creased banking habits, payments by cbeque.s, etc., would develop more rpiickly 
end with distinct advantages to all. 

TX. The purchase of silver should be carried out through the Hank, 
naturally under (lovernment instructions, the mifit being supplied with the 
nece.ssarv raAV material according to requirements. ;\dvautage of the purchase 
of silver in the London ;ind other foreign markets (.Amcric'a) should be taken for 
the purposes of minimising gold movements and stabilising the exchange rates 
(/.e.. effectively maintaining the value of rupee at l.s. (k/. (gold) when once for all 
stabilised at that point). 


APPENDIX (50. 

Statement of evidence submitted by the Honourable Mr. Phiroze C. Sethna of 

Bombay. 

With referenee to your memorandum 1 ilesire to olTer the. following 
observations : — 

The time is certainly ripe for solution of the problems of Indian Ibirrency 
and I'’xchange. In fairt it has bemi overdue. We badly need a gold standard and 
gold eurreiie.y. Stops should bo taken to gradually domonitise tbo Rupt'c so that 
say within 10 years at the longe.st we have a full fledged gold standard in o|H'ration 
with the Hiqxjo recognised as l(*gal tender for otdy a small anuuint. 

’I'lio legal ratio of the Jtupee and any gold coin wbieh may be adopted for 
use in this country will have to lx* fixe<l for internal [turposes. 1 would suggest 
that the new gold coin In? called the (odd .Moliur and it be of (be Same .si/e and 
liiume.ss as the .s(tvereigii and the rate of the Rupee be o;ne- fifteenth of snob (lold 
Mohur, wbioli will be the same ratio as formerly. 

Ponslant tluetuation in Exchange has certainly done nmeb damage t<i agri- 
cultural as well as industrial interests in the country and this slab* of affairs 
recpiires to be remedied as eardy as |M».s.sible. Fluctuations in price affoot track* 
condilion.s si*riously and retard the prngre.ss of industries .so ne.e.ssarv for India. 

In reply to the que.stion of the gedd exclmnge standard .svst<*m which was in 
force liefore the war he continued I would say that rndinn opinion is very strongly 
against the gold exchange standard. What we want is a g<dd staiidard and 
.nothing else. 

As to the gold standard reserve the country insists on its being maintained in 
gold and that suc^h reserve Ice kept entirely in this conni.ry ;ind not in I/cndon as 
at present. 

It ought not to be the business of the Fin.anee Department of the Government 
of India to be in charge of the note issue. This is within the ])roper province of a 
t entral Hank of i.ssno and in the abs(*ncc of such Central Hank I lielieve the 
Imperial Hank of India will be able to manage the note i.ssiie far better than tlie 
Government who e^rtsiinly should divest them.solves of this work. 

For the encashment of notes every possible facility should be given to tin* 
public. The fact that of late, notes of Its. 100 and under are cashed at anv centre 
has greatly popularised notes of those denominations. The same ought to lie 
done in regard to not(*.s of higher denominations. 
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Persoually 1 am sti’oiigly in I'avouf of once again intmluciiig one Kiipcc 
uotoii. 1 would not favour notes lor lis. :i-8-U and the next higlier denomination 
^iliould lie Kupees live. The one-UuiH!c note wliirh when lirst i.'^sued wa.s not 
much liked, subsequently beeaiiie quite popular. In other countries where there 
IS gold eiirri'iiey tlie unit such as Uie iJolhii’ or the Yen is in paper notes and the 
one-liupee note in India, will prove equally nstd'nl. 

With regard to the que.slion as to the policy of minting gold in India, the 
opinion in the country is .strongly in favour of a gold inint tor India ami the 
goUl being coiiu;d hen; i’oi' eiirreiiey. 

Uemittunce operations which are carried out at present by (iovernment should 
hereafter be carried out by the Imperial Hank of India and llovernmenl divest 
tlieiuselves of all operations of a banking nature. 

l\>r meeting sea.sonal demands for currency, tlovi'rnment should provide sulli- 
cieiit currency to prevent undue stringency which has been so marked during the 
last several busy si*a.son.s. 

If we have ii gold standard and a gold currency adopted thi-n it will not 
become necessary to make purcha.scs of silvi'r for a very long time because ctf the 
large amount of Uupees in circulation at the present miainmi. If later on silv»*r 
is required to be |)urchased, this should be done by public tenders, such tenders 
Vicing invited in India. 


A1*I*KN1)IX Ul. 

Statement of evidence submitted by Mr. S. C. Shahani, M.A., Principal, 
Dayaram Jethmal Sind College, and Zamindar, Jamrao, Sind. 

1. {(i) Is the time ripe lor a solution of problems of Indian (.'urrcncy 

and liXchange by measures for stabilisation of the rupee or otherwise t 

(0) W hat is the comparative importance of stability in internal prices and 
in foreign e.xchanges ( 

(c) What are the i-iVccls oi a rising and falling rupee and of a stability of 
jiigh or low rupee on trade and industry including agriculture and on national 
li nance { 

I. I'he /.iu/o is ripe ior a solution of the problems of Indian (.'urrcncy and 
Ji.xchange. NVe have waiicd si'vcn years since the armi.stice in a. .state ol sus- 
pcmied thought. Our currency and exchange problems ought to be carefully 
examined as soon as possible, ami a policy lor the future formulated. Other 
louiitries too are l onsiilcring their problems of Curremy ami Ivxchange. 

Troni the standpoint ol I he nation as a whole shibililij in inU‘inal iiricrs and 
in foreiijn euc/tunyes mv lioth equally desirable the former for internal and the 
latter for external trade. It is diliicult to say whether internal or external trade 
is more important. I'lio two are not imiependent, and in India cs|H'cially, whore 
neces.saries both ol life ami industry are the sta[>les of external trade, the con- 
nection Vietwceii the two trades is iairly close, .ludged, however, by the total 
volume and value, the number of t ran.sactioiis and the number of persons directly 
involved, internal and stability of internal prices should be regarded as more 
important. 

A rising rupee stimulates import, discourages industry, generally (agi icul 
tiire included) aJid makes (Iovernment fmaiue easy in respect id' (Jovernmeiifs 
foreign obligations. 

A falling rupee di.si-onrages imports, .stimulates export.s, .stimulates industry 
generally (agriculture inciudt'd) and makes (Jovernment linaiice diliicult in respect 
of (Jovornment’s foreign obligal ions. 

A high exchange would act generally as a drag on export trade and industry 
in geiK'ral, and would have a tendency to stimulat<‘ import trade until markets 
and [irices ad ju.st(*d thcmselvi's to tlie new conditions. It would make (iovernment 
linaiice easier in respect of its foreign obligations. A low exchange would tend 
to produci* op])o,sit(* elTecfs. 

Q. 2. Tn relation to what standard and at wdiat rate should the rupee be 
stabili.A'il, if tit all ? 

When .should any decision as to stabilisation take elTect ? 

Q 3 — If the rate selected dilTers materially from the firescmt rate, how 
should transition be achievi'd ? 

Q, 4.— -What measures should be adopted to maintain the riqjee at the rate 
I elected ? 
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Slioiild tiu! (j(d(l lixrliiiiigo Standnrd systiMii in I'oive Ixd'ore the wav lie coii- 
fiiiueil and with what nindiiu-ations, if any ? 

Wliat. sliouM 1)0 the (-oin|M>sitioti, size, location and oin|)lnymoiit oJ‘ a (.johl 
Standard Uesc:rve? 

2, y and 4. The (lold Exchange system should be almlished and a true (Jold 
Standard estaldished in its place. 

(«) Ite/tsons for the. nboUtion of the. (Sold h'M:eh.innjc system . — Far rroni secur- 
ing for t he (•onntry stability of internal prices, it has actually caust'd an iiiHation 
of jiriccs by tin; over-issue of currency. 'I’he over-issue is made jM)ssil)|e by the 
fact that the rupee is merely an inconvertible note printed on silver ami our 
[laper currency is ])ayable only in rupees. liupec circulation cannot be enn- 
ti acted by the jicople at their will, for ruptH's will neither lie melted, hoarded or 
cxporttal. 1’hat the parallelism lictwtHMi increasing prices and increasing circula- 
tion is fairly dost' is slu)wii by the following two tables compiled by Professor 
Keynes and Profe.ssor .Icvons, resjicctivcly. 

I Taken from Economic Journal, March, 1909.J 
Professor Keyne’s Article. 


Yeor. 

Iwieic of Kstimaled total of 
Prices, currency on l.f^ April. 

1 !M)3 

100 

100 

1904 

102 

no 

1905 

112 

115 

1906 

131 

127 

1907 

f40 

136 

Taken from 

PROFES.SOR JeVONS’ FcTCRE 

OK E.vciknck. 

Yeor. 

Inde.c of prict 

I's. Indew of eirculoliou 

1912 

100 

100 

1913 

104 

102 

1914 

107 

99 

1915 

111 

105 

1916 

134 

119 

1917 

143 

145 

1918 

164 

165 

1919 

201 

195 

1920 

205 

205 


(/;) (hir nirre/iey is niontnii'd hy the (io-veni/Hfut. —Ms, expansion and the 
contraction depends on the (jovcrnnient’s will and judgment. 'rh(*re being no 
automatic arrangement for elasticity we exiierience seasonal stringency and high 
bank rate. 

(c) The (lold l■'xchangc System has not given us even that stabilit y of internal 
cx«'hange for which it was especially «levised. Our exchange ro.se from Is 4d in 
19I I to 2s 4d in I9lt): in Kehrnary 1920 it touched its highest water mark at 
2s lid; then it began its downward course reaching the level of Is bd again 
in Decemlier 1920. These* violent fluctuations produced all those evils which the 
country had expcrii*nc<'d during the periml 1873-1893 and to esca[H* which the 
silver standard had bei'ii departed from in 1893. 

(/Pj The (lold Exchange sy.stem has not made u.s inde|M'ndeut of the .silver 
market. When in 1893 mints were closed to the free coinage of silver the objei't 
was to divorce, the rupee from silver. TTnder the Gold Exchange system, however, 
the rupee continues to follow silver. I'hat the divorce decree has not been 
elfecfive is shown by (he following table: 


.1 -pertiye /nice of 
Dote. silver 'per ounce. 

April 1919 ... 49rf 

May 1019 ... 51rf 

June and July 1919 ... 54// 

August 1919 ... 59rf 

September 1919 ... 62// 

October 1919 ... 64// 

November 1919 ... 70// 


Krehontje rote of the Jtujiee. 
ISd 

I 20// from 13th May. 

22// from 12th August. 

I 24// from 16th September. 
26// from 22nd November, 
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A verage price of 

silver per ounce . E.vchange rate of the rupee. 

8^^ [ Deioniljur. 

58^^ ‘iod. 

I2d 29rf. 

57rf 26rf. 

50fl? 21</. 

5()<i 22^<;. 

60 ^/ 2\ld. 

46^/ 18^rf. 

41// VJd. 

(Copied from Modern lleview, Jamiary 1921. p. 114.) 

The Government helplessly acquie-seed when the rupee ran after risinj' .silver 
in 1919; but when it followed falling silver in 1920 the G/nernmcnt made lieivn- 
lean hut vain efforts to fix it to 2 shillings gold and then tt> 2 shillings sterling, 
wasting 35 crores of Fiidia’s money in the attempt. 

(e) Under the prete.xt of supporting exchange the Secretary of State transfers 
India’s funds — not only of the gold standard reserve, but also of the i)a|)er 
currency rest^rve and General balances t(»T.ondon and plaies them at the disjxisal 
of the Ijondon money market. If India's funds remained in India a vast credit 
.structure could be built up which would stipport and develop the count rv's trade, 
industries and tagriculture. As it is India is starved and the l.ondon market 
is taught to lean for sup])ort on Tmlia’s funds which is bad for the T,ondiin market 
itself. Under the true Gold Standard the Secrotary woidd not bav/* to snp]Kirt 
Exchange and Indhi’s funds woubl remain itdand and fructify in various 
directions. 

(f) The fir.st e.ssenfial of a currency is that it .should he acceptable to the 
people. Now all elalx)rate .schemes like that of Keyne.s. Ei.sher and ollx’rs are 
not easy to understand and therefor/^ will not he acceptable to the ])tx)pkf: the more 
so because these schemes need to be worked by ex])erts who ar/* th/u-oughly 
conversant with principles of currency and how' few .such <‘X|)erts are there in 
any country. The ofllcial managers of currency are not e.xpcris; they commit 
mistiikes; people suspect Government of manipulating for its own ends ami 
bitterness arises. The danger is s|)ecially great in a conntrv like India whert* 
there is foreign rule and where people sunk in ignorance and poverty are ready 
to believe any wild rumours. Pc>oj)le like gold and if they are given that they 
will readily acc'ept it and the sy.steni being autoinatic in working Government 
will Ik' free from criticism and attack. 


Date. 

December 1919 
January 1920 
February 1920 
April 1920 
May 1920 
June 1920 
July 1920 
September 1920 
November 1920 
December 1920 


Tiik case ok a true Gol.l) Stand.\rd. 

A true gold standard requires that all values shall Ik? measured in terms 
of a standard coin made of gold, that there shall lie an opiMi mint for this 
standard coin, that all other media of exchange whether ma<le of metal (t/>ken 
coins) or of paper like paper currency or clicques shall l)e convertible into this 
sttmdard coin. A true gold standard in India would thus mean (1) a standard 
gold coin, (2) an open mint for gold. (3) paper currency convertible into gtdd, /./?., 
gold notes, and (4) the rupee a token coin of limited legal tender. Reasons for its 
adoption : — 

• (a) Its acceptaUlitg.—Veo\i\e here as elsewhere like gold and have faith in 

it; they therefore readily accept gohl and suspect all substitutes. Indian peo])le 
in particular having been deprived of gold under the gold-exchange system have 
^’come to attach a special value to it. 

(b) Its Automatic working.— The Government will l)e free from the respon- 
sibility of working and managing the system. There w’lll be no c 
popular suspicion and criticism. The system will be clastic. Expansion and 
rtintraption of currency will take place in response to requirements of trade. 

(c) Under it India’s funds wiU remain in India.— On their basis a strong 

credit structure can be raised to promote India’s prosperity in agriculture, in- 
dustry and trade. ■ C 

(dS Tt would give stable exchange with the principal trading (^ntnes of 
the ^Sld-f^heS^ h.ve a gold a&ndard. We shall be free from the .nfluenoe 

of the silver market. 


SUM 
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(e) It would .secure a relatice stability in y rices. Professor Keynes who 

advocaLes an arlilicially regulated standard writes in his Tract on Monetary 
licforin that “tlie metal gold might not possess all the tlieoretieal advantages of 
an artilieially regulated standard, hut it could not be tampered with and had 
proved reliable in practice.” Again in the same book he says — ‘‘ The consider- 
able .siucess with which gold maintained its stability of value in the changing 
world of the niiictocnth century was certainly remarkable. 1 have applauded 
in the lirst chapter. After the discoveries of Australia and (.’alirornia it began 
to depreciate dangerously, and betdre exploration of South Africa it liegan to 
ap])rcfiate dangerously. Vet in each case it righted itself and retained its 
reputation." I’rofes.sor Keynes, however, thinks that gold will not be able t(» 
maintain this reputation in the new conditioii.s of the 20th ceptury and therefore 
pleads for an artificially regulated .standard. While it is true that during recent 
ycar.s there have been large variations in the value of gold, yet on (he other hand 
imonvi-rtible paper currencu's have led to violent lluctuations in prices and all 
attempts a) a government regulated system have failed. Jt is t lerefore more 
orudent in practice to have a tried though impt'rfecL gold standan than to have 
one which has jnoveil a signal failure. .\n artilieially regulated sy.stmn e.n paper 
may sound perfect but like all perfect pa]>er schemes, e.o., Soidalism and N. ('.()., 
it ri‘((uircs perfect men with unlimited resources to work it in a ])erfeetly lalm 
and favourable atmosphere. Since such perleet conditions are diHienU to attain 
it is better to have ti Ic.ss perfect but more |*ntctic;d>le .scheme like the gold stamhird. 

'I’lie po.ssibilitv of i gold exchange system being perverted to suit some eorruyit 
piirpose. is very considerably grcjiter than the possibility of the simple gold 
Mandjird being so. |H*rver(ed.’’ ((hinnan.) 

(/) A gold lurrency in einuhition ;ind convertibility of all other mediji of 
exchange into gold would inspiix* coulidence and peoph* would he encouraged to 
liringout their hojtrds of gold for investment which would promote the industrial 
and (ommereiid prosperity of the country. 

(JOjectioii.s iiijaiiist a Uold (.'uneucy unswereU.- - 'l\w people in India do 
.!oi need gold tor currency purposrxs. Their transjictions being of small value, 
the rupee is better .suited lor their rcHpiiremeuts. 

ibis i.s true of the bulk of the jHiople who are small men engaged in small 
transactions. But this is no objection to gold currency. When in Akbar s time 
the rupee was a standard coin, bulk of the ix'ople were using Copper Dams because 
of the very low level of prices and wages that then exisUal. So also now. Cold 
may be the standard coin, but the |)eople in the villages may lontinue to use silver 
rupees for their purposes. The smallness of transactions is rather an argument 
for limiting the legal tender of the rupi^es and making them true tokens as required 
by I he gold standard. 

Residents of towns and cities, and grain agents and larger /amindars in the 
country will use gold coins freely as they did in the years just preceding the war. 
The large absor|)tion of sovereigns during the ]»eriod 15)10 — 15)14 led the Covern 
iiU'iit to institute special in({uiries about the exact use made of Die gold. The 
enquiries of 15)1 1 12. showed that " a very considerable portion id' the gold alcsorbed 
in the I’unjab was actually in circulation as currency, that in .some cases better 
rate.s and terms could be obtained when gold was tendered in payment of prtxluce 
than when silver was olTered, gohl thus being practically at a jiremium. * The 
penpli.' jin'feri’cd gold because it was less troublesome than silver money.’ The 
eiKpiiries made in the Cujranwalla district showed that all the grain agents paid 
the /.amindars chiefly in gold and that the zamindars paid their revenues in gold. 

■ 'I’lii' /amindar jirei'ers to have his qiriee for the grain in gold as lie can easily 
carry it, and easily e.xchange it, and if necessary, put it away. He shies at 
currency noti's of any value as they cannot be easily exchanged and to receive 
[layment in silver means cost of carriage and a greater risk of being roblied.’ 
Gold was in short, pnd'erred Iwause it is money of higher monetary utility than 
silver. 'I'he enquiries made in Bombay showeil that gold was not being hoarded 
or ine’ted to the .same extent as before, and that gold circulation was steadily 
'•icreasing. 'I'he eiKpiiries made in the United IVovinees, Madras and Burma 
sliowed similar results.” Enquiries were again made in 1913-14 and the general 
conclusion of the (himptroller of (Currency was that ” in large portions of India 
sovereign is now entering largely into ordinary transactions in cases in which 
they are of suffio5cnt size to make its use possible.” 

(b) Peojile in Indio would simyly hom'd gold coin.s. — There is no doubt that 
there is a certain amount of hoarding going on in India. In the absence of 
widespread banking people cannot but hoard their spare cash. But the extent 
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to which the hoarding takes place is often exaggerated. Tlic bulk of the people 
l^ing miserably poor and perpetually in ilebt, have nothing to hoard. Aleii 
of substance in the country, caj., Zumindurs may have to hoard their spare cash 
iji absence of good banking service at home, but this is not inconsistent witli 
their using gold as currency to the e.xteiit of their requircnuMits. 'I’lic e.xlract 
given above shows that gold was being increasingly u.sed as currency and was 
not disiippcaring into hoards “ like rain into the sea. ” When after the out 
break of the great war tlie .sovereign went out of circulation it was merely a 
ca.se illustrating the operation of (Jreshanrs law. The refusal of the (iovermnent 
to give wwereigns freely during the war merely intonsilied the hoarding habit, 
rhe habit is undoubtedly an evil, but it cannot Ik* cured by withholding gold from 
the pci»ple. ll I'an be cured only by giving them gold freely and rreating banking 
facilities, tlold as a rare thing is prized and hi<lden away. .Make it common 
as currency ami its charm will be les.seinMl. 

(c) Gold in irsurrt's is a better sitpimrl fur e lelinnije tfiiiii (jold in rirenhit i<m. 

True, but as it was pointed out by Sir d. Hegbie “ gohl in circulation was a 
l)etter protection for exchange than token ('oins. " .Vgain. I'anks would keep 
their reserves in gold only when gold became the currency of the country. 

(//) Gold enrreney teas “ uhnost eertnin in the loiuj run to iuHitute UfjiiinsI the 
use of notes." - tlold would cerlainly be [)referred to rupee notes, but under tlu* 
gold standard notes iH-ing freely convertible into gold this preference wouhl be 
very much weakened and in (he long run the greater convenience of the note was 
bound to tell. 

(e) Gold cniieneif n-iis a irustefid /«./ «/y.--The first essential of a currency 
was that it must commatid jx'ople’s confidence. A currency that commanded 
such eonlideiue wouhl irrtainly sim’v<' belter as currency than another which was 
legardcd with suspicion. Such a currency cannot be dc.s'cribed as a luxury. It is a 
noi-essity. ft is the gohl exchattge system which is viewed with sus|)icion ami 
works with friction that is really wasteful. In a single attempt to leach the 2 
shillings exchange the (iovernnient threw away do crores of .1 ndia's money. ( 'an 
there be a gre;Uer waste than this? The.st? Sii crores would have given India a 
!(old currency and a true gold standard. 

V. ,j. Who should be charged with the control of the note issue and on what 
jirinci])les should control or managi'inent be transferred to the fniperial Haidv of 
l.'idia, and if so, what sluudd be the general terms of the transfer ? 

What provisions .should be Tiiade as to the backing of the note issue ? 

What should be the facilities for the emashmeiit of the notes? 

What should lie the policy as to the issue ol notes of small values ? 

a. .\s staled above. Paper Currency should be put on a gold basis, i.e., made 
convertibh; into gold. The entire note-issue should be backed by a Paper Currency 
Reserve of e<pial value; but the notes sliall be deenie<l to have lieon issued on the 
• redit of the (jlovei'iimcnt of India as well as o>i tiu* .sc'ciirity of (ht‘ re.sc'rve as 
MOW. The exj)eriment of gold notes In'ing n<tw the reserve should Ik* held nutre 
liquid thuii at present. To per vent, should be metallic, mostly in gold: 2.) [km’ 
cent, in securities at their purchase price. 'I'he securities shall be partly <if the 
United Kingdom and |)artly of the (Iovernnient of India, (he former never ex 
i'wding the latter. 'I'he securities of (he United Kingdom shall In* such that 
the date of their maturity is not more than one year from the date of their 
purchase. Of the securitit's of (he (lovernment id’ India not more than R.s. 12 
crores shall be created securities. To relieve .seasonable stringmicy. in addition 
to these securities, the Paper Currency Re.serve may hold coiiimu'rcial jiajier, matiir 
ing witliin 1)0 days and endorsed by TmiM'rial Rank, of the maximum value of 
Rs. 12 crores- -agaiu.st which notes may be i.«sued to Imjierial Hank. 

Location <d’ the Re.serve. — 'I'he object of the I’afxw Currency Reserve being 
to support notes legal temh'r in India only, the whole of the reserve sliould be 
located in India. 

ChainlxM'hiin Commission’s reeommendation should be carried out. ’ ‘ We r(‘- 
comraend that the (Government should inerease, w'henover and wherever possihle, 
the nuililier of jilaei's at which the notes arc cncashable «d’ right as well as the 
extra legal facilities for encashment. We think it would be desirable to univer.s- 
alize at once the notes of Rs. 500.” Such small notes as Re. I should not lie issued. 
'Ihey afford no convenience to the public and are diffieult to pre.serve. 

Paper Currency should continue to lie controlled and inanageil by Govern- 
luent. Reasons : (1) People have greater confidence in Government than in 
Banks, (2) The experiment of gold notes is new. 
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Q. 6 . — Wbat should be the policy as to the miuting of gold in India and 
the use of gold as currency ? 

Should the obligation be undertaken to give gold for rupees? 

6. The obligation to give gold for rupees should be undertaken; and the 
policy as to the minting of gold in India and the use of gold as currency should 
be as follows : — 

(1) Tndian mints should be thrown open to the unrestricted coinage of 

gold. 

(2) Two special gold coins — equal to Rs. 20 and Hs. 10 respectively (a 

mohur and a two-inohur piece — Mohur =10 rupees) — be minted 
in India. These coins to be legal tender in India- No other 
gold coins to be legal tender. 

Special gold coins are recommended (and not Britisli sovereign 
and half-sovereign) with a view to avoid repetition of a conflict 
with the British Treasury and the Royal Mint at liOndon. 

(3) The Secretary of State should not intercept gold due to India by 

reason of the favourable trade balance. Tie should confine his 
sale of (Council Bills to the roalisiition of the Horne charges. The 
gold thus allowed tc) flow into India would feed the gold mints. 
Similarly in times of distress hoarded gold may be brought to the 
mint for* coinage. 

(4) The Gold Standard Rcsei've should be located in India and held in 

liquid gold. 

(5) Gold should be given for rupees in India. 

(6) As far as possible Government should discharge its obligations in 

India in gold- 

(7) The rupees should 1 k« declai’ed a limited legal tender up to a maximum 

of Rs. 50. 

(s) “ No fi'esh rupees shordd be coined until the proportion of gold in the 
currency was found to excetul the requirenrents of the public." 

(9) PajHT currency shouhl be put on a gold basis. Gold notes to be 

issued in plaix) of silver notes. 

(10) “ With the object of attaining the elTective establishment of a gold 

standai’d and currency as alMwe, the Goverrunent of India should 
husband its resources, exercise a itsoIuU' economy, and restrict the 
growth of its gold obligations abroad." 'Po) this end stores should 
I'le purchased in India and the services should be Indianised. 

7.- By what method slundd the remittance operations of the Govern 
merit of India lie conducte<l ? 

Should they be mauagc'd by the Tnqx*rial Bank? 

7. The r'emittance operations of the Government of India should be 
managed by the Irnjierial Bank. 

Q. S . — Are any, and, if sfi, what measures desirable to secure greater 
elasticity in meeting seasonal demands for currency? 

Should any, and, if so. w’hat conditions be prescribed with regard to the 
issue of currency against hundis? 

8. The existing policy of i.s.suing notes against commercial paper or 
hundies, of not more than 90 days’ maturity, endorsed by the Imperial Bank of 
India, of the total value of 12 crores of rupees, is desirable to secure greater 
elasticity in meeting .seasonal demands for Currency. 

Q.. 9. - Should any change be made in existing methods for the ])urchase of 
silver ? 

9. Some change should be made in existing methods for the purchase of 
silver. Ixjss of rupee coinage will have to he gone in for under the true gold 
standard. Therefore less of silver will have to be purchased. Silver should be 
purchased in small quantities from year to year to escape the clutches of the 
speculators. 

APPENDIX 62. 

Statement of evidence submitted by Mr. B. Das, M.L.A., of Cuttack. 

1 . Political India is emphatically of opinion that problems of stabilisation 
of Indian currency and exchange have too long been shelved by the dictates of 
Whitehall. The British policy has been to see London the centre of world’s 
Gold reserve. To allow India a free hand to shape its own policy in currency 
and exchange means ultimate transfer of India’s Gold reserve from London to 
India and cessation of exploitation of India’s helpless financial situation by 
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J|ritii}h linanciers and cabinet ministers. Indian commercial o}>iuiun lias held 
similar views which has been recorded in evidences of representatives of dilYcrent 
Indian Merchants' Chambers liefore various commissions dealing with currency 
problems in the past. The suspicion, that Whitehall wants strong control over 
the Indian Finance member and his policy of currency and that exchange is 
manipulated by dictation of Whitehall so that India gets the least advantage 
in her trade and commerce, is well grounded and has still to lie controvcrteil by 
the successive Finance members of the Government of India. The least that 
the present Royal Commission can do is to give freeilom of action to future 
Finance members of the Government of India who can shafie tlieir financial 
jxilicy for the good of India and the Indian taxpayers. 

2. The rupee can have one standard — the GoUl dicing 1/15 of 

the Sovereign. India desires Gold Standard in the interest of her commerce 
and industry, and not the lca^?t of all, in the interest of her national dignity. 
India needs no manipulation in this dire<*tion to suit the taste of financiers aiid 
merchants of England. 

3. The present mani])ulatcd rate ha.s been maintained at great inlds by 
secret manipulations the history of which are buried in the archives of the 
Finance Department of Government of India and the Secretary of State for 
India at Whitehall. Coiu'ensns opinion in India wants the rate of 1/15 of the 
Sovereign. In the transition .stage there are, Ixiund to be Unnporarv dishx’a- 
lions, but no crisis can lie worse than what India faced in 1920-21 when the then 
Finance member of the Government of India by stroke of pen bartered away 
India’s millions of reserves in Tyondon and justified his polii-y of high <‘xchange 
liy selling reversji council bills. India <‘an have no .sadder disaster. Gold 
Standanl can only jiermanently remove chances of recurrence of sneh disasters. 

4. .A.S T have already observe*!, in Gold Standard lies tlu' solution of the 
fndian currency muddle. I reiterate my observation in paragr.npli 1 that all 
Gold reserves shall remain in Indian Banks and Slate Banks in India. Too 
lo!ig has England traded on India’s Gobi reserve. The Secretary of State ivill 
have no further control on India’s Gold re.serve and the same .should immediately 
lie transferred to India. 

5. 1 liavc no objection to the transfer of the control of the Note to tlie 
Imiwrial Bank of India, pr(wi<ted that Bank fulfils all the obligations ami 
duties of a State Bank. 

The Imperial Bajik of India as at pre.st'nt constituted, though it has larg*; 
Indian shareholders, is entirely Euro|)ean controlled and Euroi|)ean manage*!, 
ft lias got too much r**pe from the State through the Imperial Bank *if Imlia 
Act, 1920, and in s])ite of gildi‘*l IxxUcs such as Gcntral Governing lloanl or 
L*X!al Advisory Ikxirds with Indian merchant magnates on the same, its control 
and management are in the hands of a f*nv interested — the vested interest of a 
tew Eur*)[iean einph>yees of the Bank. Interpellations on the [xnlicy and 
management of this Think are talsxie*! in the Legislative .Vssembly under rules 
.md clauses in the armoury of the Finan*‘e nn'inber. The }X‘ople of Imlia look 
with great suspicion on the doings of the management of the Imptirial Hank. Sim e 
its amalgamation, it has gone on creating new posts for bank clerks of Englaml 
and the numlier of European employees have alarmingly in* reasi'd. 

The system of recruitment in England for superi*)r services of the Bank *lo 
not allow equal «ip|»ortunity to Imlian young men to i-omjiete for them. Tbo. 
ring formed by Briti.sh ami European banks. f*)r not giving facilities ftir training 
to Indian grmhiatcs in banking, is an«ither *lrawbaek to Imlians. Even tb*‘ 
London branch of the Imjxjrial Bank d*»cs n*)t give pnqx'r fa* ilitv for training 
to Indian wramereial graduate.s. Such policy of racial *li.scriniination must lie 
done away with before the Imperial Bank enu lie made India’s State Bank. It 
sh*)uld have Imlian managing governors. It should train up Indian (Commercial 
graduates in England for superior servi*’es and by and bv, the invidious dis 
criminating policy in its services must be done away with. At. present then? 
are no Indians oirupying Staff Apfiointments in th*> Tmiiorial Bank of India. 
All these mu.st- go, an*! before the control of Note is given to the Imperial Bank, 
the Bank must function as a State Bank existing for the go*x? of the State iind 
the people of India. I take this libirnty to enclose copy of a bill I am anxious 
to see through in the Indian Legislative Assembly and the jiassing of which 
will bring the Imperial Bank nearer to a State Bank. The Bank handles without 
paying any interest the huge sum of 500 crores of ru])ees or more. (>n behalf of 
the State ‘ Before transfer of further power in shape of control of Notes and 
transfer of India’s Gold reserve, the people of India desire to see its policy 
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controlled by the Indian Legislature. In fact, the liaiik should be run as a State 
Department under the control of Indian Tjegislature. If necessary, the State 
may take stejis to nationalise the Hank at present market valuation. 

'I'he Secretary of State will not exercise any control over the Tmperial Hank 
of India when constituted as the State Bank. 'I’ho tlovernor-tileneral in Council 
v. itli the guidance of the Indian Tcgislature-shall shape its policy. 

Kverv facility should be given for the enca.shment of notes and notes of 
live rupiM's sliall lx- the lowest denomination. I am against use of one-ru|)ec 
m.tcs as the villagers are adversely affected by their easy destruction from water. 
I have known tragic instances where hard-earned incomes of floor villagers — at 
timi* it d<H*s not exceed a rupee or two, bci'oining valueless under water. Memlwrs 
of the (\immi.ssinn as constituted the Commission has no representative of the 
midille classes or the mas.sps on its body may not quickly gra.sf) this tragic 
situation but let not masses suffer because a few ficople in the cities can luWe 
handy oni'-rupi'c notes in their coat pockets. 

Indian mints should Ik* opened to coinage of gold and gold coins .should be 
given in exchange of rupees. 

7. No money .shall lie in the name of the Secretary of State for India in 
Condon .Ml money shall lx* remitted through the Imperial Hank of India 
(constituted jiroficrlv as the State Hank) in the name of the TTigh (^’tmm^ssioner 
of India and the High Commissioner shall disbursi> all liabilities on the Indian 
cxclu'quer. The Imperial Hank of India should not dabble in foreign exchanges 
•Mid will only operate for the State and for its clients. 

R. The Imperial Hank of India coiistiliited as the State Rank of India 
should have piuvcr to i.ssue emergency currency or adopt such methods as to 
mitigate stringency of currency due to seasivnal demands. The f}ov(*rning body 
of the State Hank shall be so constituted as to have on it representatives of the 
tioverninent of India, of the Indian legislatiin* and of the industrial and com- 
mercial magnates of India. Hue consideration should be given to the observations 
in his excclh'iit noti* of di.sscnt on the report of External Capital Committee 
wherein my friend Pandit Afadan Mohan Afalaviya. Ari...\.. has defined the 
[Milicy and constitution of the State Hank of India. I have pleasure in recording 
here mv full agreement to the same. 


I To fn' ill trod itenf in thn Legidativo Assmilify- 1 
.\ Him, hirtiikii to .vmend the Imvkriai, Hank of India Act. XLVIl of 1920. 


Whereas it is expedient to amend the Imjierial Hank of India. Act of 1920 
for certain purposes hereinafter ap|)eariiig; It is hereby enaiitcd as follows 

1. (I) This Act lx*, called the Tin|x*rial Hank (.\meudinent) .Act, 192 . 
Short Tit If A (2) It sliall come into force tm such date as the (iovcriior 

(.loitmimiw. (Iciicrtil in Council mtiy, hy iiotiticatiori in the (Itizetle of India, 
tipptfint. 


IlHHit. 


2. After Section 10 {h) the following shall be inserted, namely: 

Insertioiiof Nfw Id (2) {(') I’hat from the date of the promulgation of this Act 
Soction lo(i’)fr) aii tiiiuMided. the total numlicr of European oflicers shall 

{ d ) III Act, I'.iiJO. aj aj,y peritxl exceed the number employed at the 

time of amalgamation of the Presidency Ranks. 

{(/) That the Ixmdon Branch sh.-ill provide trtiiniiig for jit 
Ic.'ist five Indian gradu.ates from recognised ITniversif ics 
every year. 

‘d. In Clanst* (a) of Sub-section (1) of Section 2fi tif the Imperial Htink 
.\mi!iRlim‘iit i>f Act, 1920, after tbe words “ Central Hoard ” iiis(',rt the words “ of 
Section 'is (/). whom one .at least shall be an Indian.” 


Statement ok Objects and Hkasons. 

The Imperial Hank of India Act, 1920, was passed with a view to regulate 
the relations Of the Secretary of State with the then Presidency Hanks that were 
amalgamated with the !mp<‘rial Hank. This Hank now praetically acts .as the 
State Hank of India and enormous (lovernmeiit balances are entrusted to it. It 
not unreasonable to ask that Indians might be given wider opiiortuiiitiea in a 
Hank of this kind. The Act as amended now will remove some of these standing 
grievances. 
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Demi-ofBoial letter No. 375 F., dated 14th January 1926, from 
Mr. A. C. MoWatters, C.I.E., I.C.S., to the Right Hon. E. Hilton 
Young, P.C., D.S.O., M.P. 

Thoro is one subject wliicli was not discussed wlicn I ftuvc evidence before the 
Currency Commission and which the Commission are likely to desire to consider. It 
is the re-introduction of the onc-ru|)ee note. I think it would bo convenient for the 
Commission to have before them the ollicial correspondence on this subject, which 
I enclose. 

1. — Office Memoranda relating to the Retrenchment Committee’s suggestion that 

the issue of one-rupee notes should be abandoned. 

OjUice Memorandim by the Governvient of India, ltdreneliment Office, No. 712 li.K.T., 

dated 7th April 1923. 

“ Generally speaking, no solvent country, so far as we know, issues a note of such 
a small denomination as one rupee, and wo think that if, as appears to be the case, a 
saving would accrue from the discontinuance of the one-rupee note, the issue of these 
notes should be abandoned.”*^ 

Will the Finance Department kindly say wliat steps have been, or are being, taken 
to give effect to the above recommendation ? 

* Extract from Keiun*! of the riulmri Hctieiiclmicnt Commlltcc. 

Memoramhm from the (lovernmentof Iwlia, FinaneA> Departinenl, No. GIS F., 
dated lilh Aprd 1923, to the lictrenchment Office. 

The Committee’s recommendation rai.ses a large cpiestion which requires careful 
consideration. It is proposed to examine it as soon as possible, but meanwhile, in 
order to effect as much saving in o.xpenditure as possible during 1923-4, the Finance 
Department have arranged to cut down new supplies of one- and ten-rupee notes and 
to continue re-issues of notes of the latter denomination. 

II.— Correspondence between the Government of India, Finance Department, and 

Chambers of Commerce, &c., in India. 

From the Government of India, Finance Department, No. ZOtS /<’., dated 2-llk April 1923, 

to all Chambers of Commerce. 

1 am directed to invite your atteiitioii to the remarks of the Indian Uotrenchinent 
Committee oil the question of the diseontinuance of the one-rupee note. Para, b of 
tlie Committee’s report under the head “Currency ” reads as follows : — 

“ We reproduce as Aiipendix A an extract from a nolo by the Controller of 
the Currency regarding the relative cost of the silver rupee and tin; one-rupee 
note, from which it would appear that it is more economical to use silver 
rupees than paper rupees. Tlie one riqice note was introduced as a war 
measure. Generally speaking, no solvent country, so far as wo know, 
issues a note of such a small denomination as one rupee, and we think that 
if, as appears to bo the case, a saving would accrue from the discontinuance 
of the one-rupee note, the issue of the.se notes should be abandoned.” 

2. The Govcriimeut of India do not wish to trouble the Chamlier on the sidtjcot of 
the relative cost of one-riqiec notes as compared with silver rupees. Tlu* calculations 
quoted by the Retrenchment Committee were admittedly of a hypothetical nature, and 
the Government of India will themselves consider this aspect of the question in the 
light of all the information that is available, and after consideration of t he nsport of 
the special officer who has been dejmted to England to study the question of reduction 
in cost.of note forms and the possibility of manufacturing or printing tliein in this 
country. There are, moreover, other factors which enter into the qurstion of cost 
which have to be taken into consideration ; for example, a reduction in the number of 
note forms will appreciably reduce tin; (;ost of handling notes at tlie Currency Offices 
and will thus reduce the cost of Currency establishments. On the other hand, tho 
substitution of silver rupees for notes will lead to an appreciable increase in tho 

Ff 



416 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


remittsince 'charges which arc borne by Government ; for example, in the last two 
years the greater part of the llnaucc of the jute crop in Hengal has been met by notes 
of the ton-rupee and ono-rupco denominations which liave been sent out to the jute 
<listricts. If the one-rupee note were discontinued, some portion of the remittance 
would undoubtedly have to be in the form of silver, which is naturally much more 
expensive. Another factor which has to bo taken into consideration is the extent to 
which tile ouo-rupcc notes in their booklet form, which is slightly more expensive 
than the single notes, have replaced notes of higher denominations. I’lie question of 
relative co.st, therefore, will involve very careful and detailed examination. 

3. 'Phe point on which T am to invite an expression of opinion of your Chamber 
is the value which, in the opinion of yourChamber, is attached by commercial men and 
the public generally to the provision of paper currency of such a small denomination 
as one rupee. It is obvious that the question of the discontinuance of the one-rupco 
note cannot he decided on the question of cost alone. The Indian Retrenchment 
Committee, it will be observed, objected to the one-rupee note on grounds of principle 
also, and the question of princiide is undouhlcdly an important one. On the other 
hand, in a matter such as this the convenience of the public requires to be fully 
considered. The notes in the booklet form are popular, and they have in fact been 
unable fidly to meet the flemand. There is the furt ler point that the one-rupee note 
in the past was found usefid as a sid)stitute for silver when the price of silver was 
high and silver was diflicmlt to obtain. It may, therefore be regarded as a usefid 
reserve should similar circumstances arise again ; and the use of thosii notes, wliich is 
now more or less firmly established throughout the country, might bo dilUcult to 
restore in time of emergency. I am to invite the opinion of your Chamber on these 
general aspects of the question. 


From .1. K. Mehta, Faq., M.A., t^ccretarq, The Indian Merchnnla' Chamber, Bombay, 

No. T. -no, (hied 2(j(h April I'JiM 

Regarding the request of the Honourable Finance .Member for an expression of 
views of my C.'ommittee on the advisability of continuing the issue of one-rupee notes, 
my Committee have discussed this question among thnnselvcs and have come to the 
conclusion that whereas the preference by the community for currency notes of other 
denominations as against silver metallic coins is to be welcomed as making it easier 
for the (lovermnent to go over ultimately to the Gold Standard, the question of 
oue-rupoc notes should be examined on very dilferent grounds from this. The chief 
points which occur to my Committee arc : — 

G) 'Phe cost of maintaining a continuous issue of oue-rupcc notes, which, they 
undcrstauil, at present involve an additional and uncalled for burden on the 
la.vpayer; 

(11) Till' convenience to the public of different classes. 

Regarding the question of convenience the eonsensus of opinion is that the 
present material used in one-rupee note and its size involve ironsidcrable losses by 
these notes being (.'ither lost or torn or mutilated in their currency from hand to hand 
and in being carried about. The eonvonience in tearing out onc-rupee notes for 
small e-xpemliture from the 2o-riipec note books for the middle and higher classes 
does net compensate for the losses iiillicted on the poorer section of the community 
in their use of this form of currency or on the tax-payer in the cost of keeping up this 
form of currency. 

From J. K. Mehta, Faq., M.A., Sceretarn, T'be Indian Mereha)its' Chamber, Bombay, 

No. '/'. 412, dated i')th. May 11)23. 

With ri'ferenee to your letter No. 70S F., dated the 24th April 1923, T am 
diri'cted by my Committee to say that th(?y have nothing to add to their letter No. 410, 
dated 20th April, addressed to your Department on the subject of the discontinuance 
of the one-rupee note. 

Fr''>n Saqar Mai llarlalka, Faq., Honorary Secretary, Marwarl Chamber of Commerce, 

Calcutta, No. 1 19, dated 7ik May 1923. 

M’ith reference to your letter No. 708 F., dated the 2tth April 1923, I am 
directed by my Committee to state that they concur in the opinion of the Indian 
Retrenchment Coraiuittee about the discontinuance of the one-rupee note, because 
the public have to sull'er much for its size, durability, &c. They wholeheartedly wish 
tliat one-rupee note should be discoutiuued. 
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From the Secretary, Karachi Chamber of Commerce, No. 20 C.F. .1, 

dated 9th May 192.‘5. 

1 am directed to acltiiow ledge receipt oi your letter No. 708 F., dated the 
24th April 1923, on the above subject, and in reply to state that in the opinion of juy 
Committee no disadvantage would accrue if, in ilio interest of economy, the one-rupee 
note were abolished. Enquiries made l)y my Committee' show that in some cases the 
abolition tvonld be welcomed. 


From Messrs. OocuUlas Jivraj Daiyd and Ilarjli-an Valji, Honorary Joint Secretaries, 
Bombay Nalire Piece-iJoods Merchants' Association, No. 1 II, ilated Sth May 1923. 

We are directed by tlio Managing (’onunittee to aokiiowbidgc tlie rec(*i|)t of your 
letter No. 70S R, dattjd the 2Jth ultimo, and state that after very careful consideration 
of the question, they are of opinion that one-rupee curri'mry notes should be 
diseoutiuued and silver coins b(^ substituted for them. 

From the Honorary Secretary, Manrari .■\.^,<}ociatiou, Calcutta, No. 101, 

dated 9th May 1923. 

I am <lirected by the Conmiitt(!e of (he Marwari Association to acknowledge the 
rftC(Mpt of your letter No. 708 K., dated the 21th ultimo, asking for the opinion of 
my Committee on the qiu^stion of the diseontimuinee of the one-nipec note. 

.My Committee note that the (lovernment of India do not wish to trouble them 
on the subject of the ndalive cost of oii(*-rupec notes as ironipared with silver rupees. 

My Committee agree' with the (. lovernment that the question of di.sconlinuaiice of 
ont!-rupee notes cannot be decided <m the (piestioii of cost alone. On ])riiici[)h' my 
Commith'e agree with the Indian I’etrenchinent Committee that a note of such a 
small denomination as one rupee should not be issiu'd. 

As regards the value attached by the eoininercial men, T am to mention that in 
making big trade payments the onc-rupcc note hardly (inds a place, and what use is 
made thereof in making tra<le payments can with equal oonveninnee be served by 
the ouc-rupeo coins. The eonvenieneo of the pul)lie exhausts itst'lf as soon as the 
one-rupee note is taken out of the booklet, and thereafter the liandling of the one-rupee 
Tioto becomes very ineouvonient, and the note is easily lialde to ilamago aiid h)ss. 
In the mnffassil, people are acenstonu'd to put tln'ir cash in the loin chahs, and the 
one-rupee note does not conveniently yiehl itself to such treatment. Petty dealers, 
by the very nature of their occupation, have often to keep their hands moist or oily 
and dirty, and the one-rupee note is veiy inconvenient to be handleil by such persons. 
The large use made in recent times of the notes of one-rupee denomination for jute 
payments referred to in the letter under reply is the residt moni of compulsion than 
of choice, inasmuch as the law compelled the seller and tin? cri'dilor to receive such 
notes in payment of their dues. 

My Committee have carefully considered the ]X)int that the one-rupee note in the 
past was found useful as a substitute for silver wLi'ii the price of silver was high 
and silver was diilicult to obtain, and it might therefore be regarded as a useful 
reserve. The question of substitute necessarily involves the question of principle 
to which I have already adverted. Furthcnuorc, iny Committee believe that the too 
liigh price of silver was due to tlu* very abuonual comlitions creatc'd by the war, 
which alTectcd the whole of tlu' world, and lasted (or several years, ami the like of 
which is not to bo found in liistory. To coiitiniio a currency not sound in princii>lo 
to meet such an abnormal contingency cannot be jiistilied. 'I’hc maintenance of 
the liigh price of silver has also been diic to the operations under tlie Filmaii Act, 
another emergency imiasurc on account of the war, and which operations will c!(!;ise 
within a verv short time. 

In the circumstances, my Committee approve of tlie discontiniiaucc of the ouc- 
rupce note. 

From titc Honorary Secretary, Chittagong Chamber of Commerce, dated 
' 10//t May 1923. 

I have tho honour to acknowledge receipt of your letter No. 708 F. of 24th 
ultimo, and am directed to say that tho general preference seems to be for silver 
rupees. It is, however, the opinion of the flankers here that the oue-rupco note is 
handier for the public, and should not be discontinued. 
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Proni the Secretary, Burma Chamber of Commerce, dated lOi/t May 1923. 

In reply to your letter No. 708 F., dated the 21th April 1923, 1 am directed to 
say that the use of the one-rupee note has now become so well established in all 
large centres that its abolition would bo extrem.^ly unpopular. It is far more 
convenient for handling than silver, and the early .prejudice against it has not only 
disappeared, but there is reason to believe that it is more readily accepted than 
silver coinage. Its popularity will no doubt continue, provided no difficulties 
are placed in the way of the substitution of clean notes for those which have become 
dirty or worn. 

It is soeiningly true that the one-rupee note remains unpopular in outlying 
districts, aw'ay from communications ; and, in fact, tliere are many parts where it 
has not been, and probably cannot be, brought into circulation. There is also a 
border line where its cirmdation is liable to abuse. 

3. However, the principal circulation of money l)eing in large centres, there 
seems to be no doubt that the majority are in favour of the retention of the one-rupee 
note, and this Chamber is opposed to its abolition. 

Prom the Assistant Secretary, Milloimers' Association, Bombay, No. 470-70, 

dated 1 bth May 1923. . 

I am directed to acknowledge receipt of your letter No. 708 F., dated the 24th 
April 1923. 

My Committee are generally of iho opinion that the one-rupee note, and more 
especially in the booklet form, is a great convenience to the public, and shows a 
tendency to grow in popularity. This tendency is probably not so marked among 
the labouring classes in the mofussil, amongst whom the silver rupee is preferrod 
at the present time. 

Among mcrclianls and traders divergent views are given as to the extent of the 
note’s popularity, but there is general agreement that they could be improved. 

The objections to the note in its present form arc— 

(«) 'riic note is too small, cannot be handled elliciently, and is easily lost, 

(6) The fpiality of the paper used is poor, and the notes are easily torn and 
(piickly soiled. 

Taking all the circumstances into consideration my (Committee suggest that, in 
view of the, growing popularity of the one-rupee note, and taking into consideration 
the possibility of improving it as regards size and quality, the note should bo given a 
further trial for five years before the question of its discontinuance is decided upon. 


From the Aclinq Secretary, Chamber of Commerce, Bomhai/, No. 1233-187, 

dated ]7lh May 1021). 

I have the honour to acknowledge the receipt of your letter No. 708 F., dated 
the 21th April 1923, in which you request the opinion of this Chamber on the 
question of the discontinuance of the omi-riipeo note. 

2, 1 am to say at the outset that in so far as the economic aspect of this question 
is concerned, my Committee are strongly of opinion that the withdrawal from 
circulation of the one-rupee note is greatly to be desired, for, in their opinion, there 
can be no justification for the continuance of the issue of these notes having regard 
to the very favourable percentage of metallic hacking that the Indian note issue at 
present possesses. 

3, Notes of this small denomination were originally issued purely as an emergency 
measure to cope with circumstances that my (,'ommittee consider will never 
occur again to the same acute extent ; and as the reserves of silver coin are clearly 
of sufficiently largo dimoneions to permit of the rcilcmption — if need be — of this 
class of note I am to say that my ('ommittoe have no In'sitation in affirming that they 
should be withdrawn from circulation as soon as may bn convenient. 

4, 1 am to state that in the opinion of my Committee the withdrawal of small 
denomination notes is likely to increase the circulation of silver coin, a state of affairs 
most eminonlly desirable in India, where the illiterate section of the populace believe 
that the free circulation of silver rupees is a sign of strengtli in the position of the 
Government ; further, I am to add that notes of this denomination are invariably held 
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mainlj' by the poor and ignorant classes, and that therefore their withdrawal will 
remove to a great extent the danger and inconvenience of a rush to exchange paper 
for currejuiy in times of emergency. 

5. Finally, I am to point out that considoralde inconvenience is experienced in 
many instances by the commercial community owing to the dillicully of “ shroffing ” 
these notes; also my Committee are of the opinion that the abolition of the one- 
rupee note would probably lead to an increase in the use of the live-rupee note, for 
the era of the one-rnpee note has led to an extended use of paper enrreney, and for 
this reason they do not view at all seriously the theory that should the one-rnpee note 
be withdrawn it woidd be difficult to restore it in case of emergency. 


From the Secrelanj, Hetigal (Jlinmber of Commerce, CalcuUa, iVo. 1531, 

dated 20lli May 1U2.3. 

f am directed to acknowledge the receipt of your letter No. 70S F., dated iMlh April 
1923, on the ipiestion of the proposed discontinuance of the one-rupee note. 

2. You refer to the remarks which Avero made by the Indian lletrenchmont 
Committee on this question. It appeared to the lletrenchment Committee, from 
certain figures which had been put before them hy the Controller of Currency, that 
it is more economical to use silver rupees than paper rupees. They accordingly 
suggested that the one-rupee note should be discontinued. In support of the 
suggestion they mentioned that the note was introduced as a war measure ; and that, 
so far a.s was known to them, no other solvent country uses a niAe of so small a 
denomination. 

3 You indicate that the question of cost will be dealt with hy the Covernmont in 
the liglil. of information tliat th(!y an* now colleirting. But you ask for an opinion 
from the Chamber as to the value which is attached by commercial men, and the 
public generally, to the provision of paper curicucy of such a small denomination as 
■one rupee. In njply to this recpiest T am to say tiiat the Committee of the (.Uiamber 
agree with the tlovernment that the qni'stion of principle which the Retrenchment 
Committee raise is of importanei?, and is then.'fure worthy of consideration. They 
doubt, however, if it is correct to suggest that the use of a note of so small a 
denomination is a sign of a bankrupt (lovernmcnt. For it is, they believe, a fact 
that the French tiovernment and the Government of the Straits Settlements use 
notes of much smaller denominations. .Moreover, it must be borne in mind that 
proportionate to the living expenses of the mass of the peoph; a one-rupee note in 
India is not really very far short of the equivalent of a lllv. nobi in the United 
Kingdom. 

1. When the proposal to introduce the note was put forward six years ago the 
<’ommitteeof the Chamber, although they Avished to support it strongly, pointed out 
that there Avas a possibility of danger, for the innovation was b(ung imuh* at a time of 
great national crisis. The Government of Iinlia were tlaunsclves also apprehensive 
that the issue might have a greatly disturbing effect, seeing that a rise had occurred 
in the pricJi of silver, and that silver currency was generally believeil to bo scarce. 
But the result of the experiment fortunately showed that these fears were without 
foundation. 'The note was n'adily accepted, and the Government must liaAu* been 
relieved to find that it so quickly became popular, especially in the jute districts. It 
noAV seems to be thoroughly Aveli established, and its popularity is suffici('nt evidence 
of its value to the public. As must be clear to CA'eiybody, it is inlinitely more 
convenient, and less cumbersome to carry and to handle, than the silver rupee. 

5. 'This being the position, it may be safely affirmed that very givat viduo is 
attached to the one-rtipeo note by commercial men, anil the public generally, in this 
province. 'The Committee of 'the Chamber would l)e decidedly opposed lo its 
AvithdraAval, for they have ahvays been, and still are, advocates of the extension (;f the 
use of the paper currency. 'They are consequently glad to sec that the onc-rni)i'e note 
has so readily found acceptance; and they Avoiild advise tin? Government not to throw 
aAvay the advantages which have been thus gained. 'I'he situation at the moment is 
admittedly different lo that which existed in 1917 when the note was ijitrodnced. But 
the need may arise again in the future, and it may be that conlidence Avould not be so 
•easily secured a second time. 
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From Ra'i Sahib lUdltii Bliusan Cliultej-jee, Assistant Secretary, Ikiujal Mahajan Sabha,. 

Calcutta, dated May 1923. 

With reffreiice to your circular letter Xo. 708 F., dated the 2Jtli April 1923i 
inviting opinion on the question o! the discontinuance of the one-rupee note, I have to 
state as follows : 

The Sahlia has not taken into consideration the disputtMl point regarding' tlie 
relative costs of the silver rupee and the oiui-rupee note as directed by your cinndar, 
nor has iny t/haiuber gone into the question of the relative costs of remittance of the 
said two forms of currency which in our opinion is a hypothetical matter. 

The opinion of the Sabha on the general aspects of the questions is as follows : — 

1. The rupee note, although more portable, has corresponding disadvantages for 
which it docs not lind favour with the cultivators, farmers, boatmen, manghis, and 
fishermen, dealers in country produce generall}', and with the merchants and 
shopkeepc'i's in mofussil towns and villages, soni(5 of the principal reasons being 
that the one-rupee note g(M.s soiled and torn very soon in handling — the farmers and 
labourers do not as a matter of fact manage to keep the notes clean even for a 
comparatively short time. It becomes very dillicidt in the villages to get such soiled 
and partially torn notes accepted by the villagers and labourers themselves, with the 
result that these notes have to b(^ sent to the Currency in Calcutta for renewal at 
considerable cost, inconvenience, and delay. 

2. The cidtivators, labourers, lishermeii, and even petty shopkeepers alwaj's carry 
the notes about tluu'r person tucked up somewhere in their loin cl.othcs, as they have 
not lio.Ncs or bags or any other safe [daces, even at home, to keep them, 'rheso notes 
consequently get oily, dirty, wet, and torn when the farmers, manghis, and boatmen 
and lishermeii are at work in the rains in the water- logged lields, or liaviug their 
daily ablution. 

3. These notes, being very light and small, more often get lost (blown away by 
wiiul and altccteil by rain, wati'r, damp, and moisture) than llni silver rupi>e, and that 
is one of the ri'asous why people like the oiu‘-rupeo jioti's in the booklet form. So far 
as the iurormalion of my Sabha go(.‘.s, the biMiklcts have found favour with business 
people in towns and the travelling public only, and not with the labourers, agricultural 
classes, and petty business [leople, who form by far the vast majority in llengal. 
ily Sabha does not consider that the rupee notes have become lirmly established 
throughout the country, but, on the contrary, are still looked upon with disfavour by 
the masses. 

-1. The villagers and other mofussil residents look on the silver ruiico with more 
coulidence and favour, and the fact that the disadvantages as slated above do not exist 
in the case of the silver coin is one of the reasons for its popularity, 

5. 'I'he [loorer classes of II is Imperial Majesty’s subjects have to handle the rupee 
notes oftoner and very seldom have occasion to handle notes of higher denomination 
and conseipicntly tin* disadvantages enumerated above cannot e([ual]y aiijdy to notes 
of all denominations. 

My Sabha recommends, therefore, the withdrawal of the oue-riqici? paper notes and 
the universal circulation of silvt'r rupees. 


From the Secretary, Upper India Chainher of Commerce, dated 31.1/, May 1923. 


I am directed to refer to }'our No. 708 F. of the 21th April 1923 on the subject of 
the discontinuance of the onc-rnpee note. 

Opinion as to the usefulness and as to tlu' desirability for tho continuance of the 
issue of these notes is so divided that it may be said that it is immaterial whether the 
one-rupee note is discontinued or not. 

On the whole, however, opinion inclines in the direction of letting the one-rupee 
note alone ; to issue it and to see hmv the continued demand for it regulates itself. 


From the Secretary, Punjab Chamber of Commme, Delhi, No. 461, dated 

Ath June. 1923. 

In reply to your letter No. 708 F., dated tho 24th April 1923,1 am directed to 
inform you that my Oommittee has carefully considered the several points indicated 
in your letter upon which an c.xpression of tho opinion of this Chamber is invited, 
and, while the (question of principle has been given due weight, my Committee has 
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<indeavoiire(l not. to neglect the protninciico due to other factors, which are dealt with 
below : — 

1. The o)io-rupee note is popular in coniinercial and industrial (rircles, as a 

incdiinn for the easy and safe storage, accounting and distribution of money. 
It is apparently [topnlar with all (dasscs of the public, parlicidarly in the 
booklet form. 

2. Withdrawal of the onc-rupco note from circulation and a return to the various 

inconveniences experienced when coined rupees have to be carried, stored, 
and generally dealt witli, would prol)ably l)e considered inimical to 
convenience by a large sevuion of the pnldic. 

3. PuTchases of silver by (.lovernnumt must always tend to raises the price of that 

metal, whicli is also at times diilicidt to olUain in the large ([uantitics 
required, and tin? utility of the one-rupee note in chea])cning the price of 
silver while employed as an acceptaldo sid)stitute for it has been proved by 
e.xperience. 

4. It is amceivable that emergemcics may arise in which (Jovernment wdll 

require to have recourse to the re-establislmient of the onc-rup(>e note to 
replace coined rupees in circulation, anil tlie voguo now accorded to the 
onc-rui)ee note will Iks dillicult to establish again. 

0 . The utility of the one-rupee note in diminishing boarding is not touched 
upon in your letter, and 1 am consequently instructed to do no more than 
mention the point as worthy of coiisiileration. 

G. 'I’he oidy real argument, against retmition of the one-rupee note is that of 
economy, and whilst this ('hainber is very anxious for Covernment to 
reduce expenditure in every possible way, my Committee is not convinced 
that much or any saving woulil be effected in the budgets for this and Jiiany 
succeeding years by the pundiase and cost of minting silver to replace 
onc-rupee notes now in circulation. 

7. The oiK'-rupee Jiote serves a useful purj/oso in educating agriculturists and 
others in the districts as regards the value of paper replacement of coin, 
Avhich should be encoun.giHl, as leading to an extension of the use of notes 
of larger value, and ultimately to cheques, bills, I'i'c., and the banking 
facilities demanded by civilised populations. 

in conclusion I am directed to inform you that the following resolution was passed 
by my thanmittee at their meeting held on the 20th .May IU2‘5 ; — 

“liesolvod that (jovornment be advised that this Cham bor is in favour of the 
retention of the onc-nqiee (nirrency Jiote.” 

I^rom the Vicc-Chnirimii, Madras t 'liainher of VoDiinnvr, daird Gfh dnnv 1923. 

I am directed to acknowledge the recreipt of your letter Xo. 708 K., dated 
the 2llh .\pril 1923, relative to the alHjve subject, and to make the following 
observations : - 

Although the lie. I note issue was introduced as a war measure it has since 
established itself, and on the reports received from time to time by members of the 
Chamljcr its popularity is increasing ihroughout the Presidency. 'I’he convenience of 
the onc-riqa'e notes is appreci.ited by the gcni'ral public and particularly bj' the 
trading' community, who find them cheaper to movi; than silver rupi'cs. 

If, as appears to bo the case, peculiar conditions in India are siii.-h that notes of 
smaller denominations than are usual in some other countries are found to bo a 
convenience to the public, the Chamber does not see any objection in principle to 
their issue provided a strong backing is maiutained. 

A currency that can easily be transported from place to place is essenti.al in a 
widespread country like India, and a note issue meets this, Imt the previous notes 
were too big in value for the pet ty ])ayments required, so heavy consignments of silver 
had to bo sent up-cou?itiy. 'I'he 2.b-rupee books siann to just meid the need. 'I'liey 
are practically Us. 25 notes that can bo split up into nqices if and when rcipiircd. 

Having regard to the facts as slated above, I am directed to advi.se you that this 
Chamber is strongly in favour of tlio continuance of the issue of the one-rupee notes. 

From the Honorary Secretary, Karayanyanj CJuimher of Commerce, Narayanganj, 

dated Glh June 1 923. 

Tn reply to your communication No. 708 F., dated 24lh April, I am directed to 
put before you the views of this Chamber, which represents particularly the raw jute 
trade, on the above question. 
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With regard to para. 5 of the Retrenchment Coramittee’s report under heading 
“Currency,” niy Conmiittee find it diUhiult to bring their views to coincide with 
tlioso expressed therein, namely, “ that it is more economical to use silver rupees than 
paper rupees." The Committee also are unable to agree that no note of such .small 
tlenominatiou as the one rupee is issued by other and solvent countries. 

2. Whilst recognising that economy, by reduction of establishment, &c., could be- 
elTec-ted by the tli scon tin nance of the rupee note, my Committee are sti'ongly of the 
opinion that the restoration of the silver currency would bring with it much additional 
expenditure, which would more than counterbalance such saving, and that siibsetpicnt 
economy would bo improbable if not impossible. 

2>. In the jute growing ilistricts of Rengal the rupee note has shown itself to some 
extent a measun; of safely to small traders, and a substantial obstruction to crime 
(robbery, &c.). 

4. Apart from a consiilerable increase in remittance charges, the silver rupee 
currency would necessitate additional cost of extra police protection for the coin in 
transit, and also of means necessary for such conveyance, i.e. boxes, bags, seals, &c. 
There is little doubt but that the former activities of dacoits in the outlying districts 
and on the rivers would be qidckly revived. 

5. In tlic event of a shortage of silver during the currency of the silver rupee, 
hoarding would no doubt again become a common practice. 

(i. Undoubtedly, in the settlement of the whole question, the convenience of the- 
public sliould be first considered, and in this event my Committee are f)f opinion that 
no argument against the continuance of the note currency could bo entertained. This 
Chamber is therefore unanimous in strongly urging its continuance. 


From H. Waddinaton, Fsq., Secirtarij, Uuited Vlaufers' Assncialitm of Simllicrn India,. 

Coimbatore, No. dated QlkJune 1923. 

The attention of this Association having been drawn to the fact lliat you were 
inviting opinion on the question of discontinuance of the oue-rnpee note.s, I am 
instructed by the Kxecutive (..’ommittee of this Association to advise you that the 
Planters in Southern India arc very strongly in favour of the issue of these notes 
being continued. 

The relative! value of the rupee note as gauged by average daily wage with that 
of the lOs. note at Homo must be very similar, and provided a sound backing 
inaiidaincd there appears to be no objection to the issue of a note of su(.*h a small 
denomination in a country in which conditions are similar to those in India. 

'Pile cooly population in planting districts is now educated to the use of these 
notes, and no case of attempt at eliarging a discount on them has come to our 
knowledge for some years ; they are more easily handled than silver and a great 
convenience as regards transport to both planters and petty trader’s. 


From the Honorary Joint Secretaries, Madras Piece-goods Merchants' Association 
{hied.). No. li.C. 25, dated iotli June 1923. 

We have the honour to enclose hei’ewith a copy of the re.solution passed at a 
meeting of the Exo'cutive Comiidttee of our Association held on Saturday, the 9th 
instant, rc'garding the discontinuance of circulation of one-rupee notes for your 
consideration. 

We- have to add that a Mahazar Petition signed by several intluenlial business men 
of this place has Ijcen addressed to us regarding this matter and wo enclose a copy 
of the same herein. 


Proceedings of the Fxccutive Committee of the Madras Picse-ijoods Merchants' Association 
met at 4 p.m. on Saturday, 'dill June 1923, under the pirsidency of M. li. Ity, B. 
Venkatasubhayya Chetly Cam. 

O O » 0 

\'ll. Read “Mahazar,” dated 29th May 1923, from Messrs. K. Haji Khader 
Balcha Saluib and Company and 15 other members of the Association suggesting the 
passing of a resolution requesting the Covernment of India to discontinue one-rupco 
notes from circulation. 

Resolved that in view of the fact that the circulation of Re. I notes is a matter 
of considorablo inconvenience to the business and general public and that the 
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diRcontinuance of the same would save the Government much expense in printing 
and paper, and in view of the digged conditions in the bullion market as companjd 
to those that necessitated the issue of tliese notes of small denominations, tliis 
meeting of tlie Executive Committee of the Madras Piece-goods Mercliante 
Association requests the Governinent of India to arrange for the discontinuance of 
these notes. 

(&!,) B. VKNKATASUBBAyyA ClIETTy, 

Chairman. 

To the Honorary Joint Secretaries, The Madras Piece-yoods Merchants' Association, 

Madras, dated 29t/t May 1923. 

Dear Sirs, 

It is an admitted fact that ono-nipee note is a troublesome thing to the public 
m general and to the merchants in parlictdar. Every one of us feels how inconvenient 
it is to preserve and count these small notes. With reference to this matter the 
following telegram from lioml)ay was published in tlie Daily Express, dated 23rd 
May 1923, morning edition ■ 

Bombay, 21st May. 

“The Indian Merchants’ (’hamber favour the discontinuance of the issue of 
one-rujjee note on the ground of additional expemditure involved for 
maintaining continuous issue and inconvenience for use to public at 
largc.---A. 1*.” 

In view of the above circumstances we the undersigned members of the Association 
request tlmt a similar resolution may be passed in any one of our meetings and 
submitted to the Imperial Government as soon as possible. 

Yours faithfully, 

(Sd.) K. IIaji Khaukk Baiksiia .Sahib & Co. 

•Ml). Aiidi'I. V'ahah .Sahib Khaja .Miuitcza Hi.ssaix .Saheb & Co. 

11. Tf. Ml). Amdhi. A/.eez .Sahib & Co. 

K. A. II ui Annul. Shakoou .Sahib A Co. 

U. T. N. SvEi) .\b»ui, Waiiab Kua Svheb A Co. 

.Shop Haji ^Iaii.ui Sahib A Co. 

C. S. Annul. IIazzack Mian Saheb A Co. 

V. M. lluitANDEEN iSaIIIB AND SoNS. 

Ciii.AM Uasooi. Kiiax Saheb A Co. 

CiiiTroou iSowcAii .Sved Mm Hussain Saheb Axn .Sons. 

V. SlIlNC.AIIAVKI.r CllElTV A (.'(). 

K. SiiAiK Meehan Sahib & Co. 

V. .Mil. Azam Sahib A Co. 

V. Annul. Khuddu.s .Sahib A Co. 

11. 11. Mn. Annul, IksiTH .Sahib A Co. 

From Sir M.C. T. Mnthia ('hefty. President, Soulhn'ii India Chainher of (.'oiimerce, 
' Madras, A'o. 172, dated Uith June 192,’). 

I have the honour to reply to your letter Xo. 70S K, dated 24lh April 192.3, on 
the above subject, as under : — 

My Chamber is in favour of the discontinuance of the onc-rupeo currency note. 
The reasons adduced by (he Uetrenchment Committee for sue.h discontinuance appeal 
to us strongly. So far as I he Chamber is aware, Indian commercial opinion on this 
side, and also the public generally in this part of ihe country, do not atlach much 
value to the provision of paiier curreiiey of such a small denomination as one rujiee. 
For political considerations as well, it is de.'^irable to abolish the ]).aper rupees and 
encourage the use of sih'or rupees in their stead. For ordinaiy rupee transactions, 
buyers and sellei’s would, in our opinion, prefer to Handle the time-honoured coin 
made of the preeious metal to the hit of slippery paper known as a rupee note. Nor 
do the booklets of these notes cnlumce ihcir popularity in any way. 'I’liese hooks 
are wire-stitehed and not well perforated, with the result tliat it is not easy ollen 
to detach individual notes from the Ix/oklcts. Wo tlo not believe that when silver 
is difficult to obtain these pieces ol paper will really he taken as a satisfactory 
substitute. We do not coiiteinplato a contingency when the (iovermuent of India 
will neither bo able to obtain sullicicnt gold nor sufficient silver for cireiilalion in 
order to maintain public confidence. Hut if such a contingency docs happen, the 

Ug 
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present one^rupee note will by no moans be found to bo a useful or a safe reserve. 
In any view of tho matter we have no apprehension that the proposed discontinuance 
of one-rupee notes will cause any inconvenience to the commercial or the geneml 
public. 

From the Honorary Secrelary, Bengal Satlonal Cliamher of Commerce, Calcutta, 
No. 195 M. S, dated ISth June 1923. 

T have the honour to acknowledge receipt of your letter No. 708 F., dated the 
24t]i April 1923, on the question of the discontinuation of tho one-rupee note. In 
reply I am instructed by the Committee of the llengal National Chamber of Commerce 
to state as follows : — 

(1) The Committee have carefully considered the arguments for and against 
the circulation of one-rupee notes that were adduced at the time when tho question 
of issuing one-rupee notes was discussed in the Imperial Legislative Council. The 
objection to its introduction Avas that it would not be acceptable to the masses, who 
often carry a few rupees about them and have to work in fields where they stand in 
water and get wet in rain, ft was, moreover, urged that these notes would get soiled 
very soon. But the Government of India overruled tho objections and issued 
one-rupee notes. It rvas even apprehended that the issue of a note of such small 
denomination at a lime of crisis like the Avorld-war would rouse some suspicion in 
the public mind. But these notes have been accept(;d generally by the public. 

(2) 'rho Committee are aware that in France, Italy, Egypt, and Ceylon notes of 
small denomination are in use. But they have noticed that the poorer classes in 
India prefer the silver coin to the onc-rupco note, which is easily soiled or lost. In 
the mofTusil it is diflicult to change soiled rupee notes. 

(,■’) On tho other hand these notes are of great advantage to commercial people 
who liavi! to send remiltauces to rice and jute districts, where they can bo remitted 
at loss cost and risk. 

(4) Considering tho points discussed in the foi-ogoing paragraphs and also keeping 
in view that the use of these notes is now more or less firmly established throughout 
the country, the (^mmittee would not rocommend tho discontinuance of one-rupee 
notes, but would insist upon metallic reserve against the notes being always kept in 
India. 


From the Secretary, East India Cotton Association, Limited, Bombay, 

No. 5727 Cl. 1, dated Hhth June 1923. 

I am directed to acknowledge rcceij)t of your letter No. 708 F., dateil the 
24th April 1923, and also subse(iuont reminder No. 912 F., dated 5th June 1923, 
in which you rcqiujst the opinion of the Bombay (.'otton Trade Association on the 
question of discontinuamre of the one-rupee nolo. Tho Bombay Cotton Trade 
Association having ceased to function, the letter under reference was passed over to 
my Association, which now controls the cotton trade of Bombay. 

2. My Board have considered the question in all its bearings and acquiesce in tho 
views expressed by the Indian Bctrenchment Committee in relation thereto and also 
accept tho recommendation made by that (kumnillec that the i8.sne of these notes 
should be abandoned. My Board are opposed to the continuanec of the one-rnpcc 
note in so far as the economic aspect of the (piestiou is concerned, as they do not sec 
any warrant for its continuance considering tho very favourable percentage of metallic 
backing that the Indian note issue at i^resent possesses. 

3. Tlic issue of the small denomination note Avas an emergency measure devised 
to meet certain circumstances (ireated by the Great World War. From tho point of 
view of practical utility these not(?s get soiled in no time in the course of circidation, 
and the cost of reproducing them for replacement of those; AvithdraAvn from circulation 
is rather heavy and which my Board consider should be avoided. 

4. Too much is made of the convenience olTered to a c(>rtain class of the public 
by one-rupee notes, especially in book form. .My Board do not agree with this and 
think that the importance given to this convenience is exaggerated. No solvent 
important country in the world has currency notes of such small value as Be. 1, and 
my Board arc unanimously of the opinion that the Bs. 5 note is the correct minimum 
value currency note suitable to India in normal times. 
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5. Against the comparutively small convenience of the class referred to in the 
paragraph above, my Hoard would like Guvernnieut to eonsider the great loss (o the 
agriculturist and the population in rund areas, who is continuously being mulcted 
of discounts (small and big) by the village when the one-rupee note (so liable to be 
soiled and torn and worn out) is offered to be changed into silver and copper or to 
be accepted against debts. In view of what is said in para. 3 above, it is not feasible 
to print the one-rupee note on stronger or better paper. And therefore my Board 
have no hesitation in urging Government to accept the recomniendations of the 
Retrenchment Committee in regard to the discontinuance of the one-rupee currency 
note. 

From the Hon. Mr. IF. P. Barton, C.S.I., 0.1. F., Resident in Mysore, No. 7312 — 161), 

dated I2lh September 1923. 

At the instance of the Government of .Mysore, T have the honour to forward, for 
tho consideration of the Government of India, a copy of a letter dated the 8th July 
1923, addressed to the .Mysore Government by the Honorary Secretary to the 
Combined Mysore Planters’ Associations in regard to the desirability of retaining the 
one-rupee currency note. 

Letter from the Honorary Secretary to the Combined Mysore Planters' Associations to 
the Chief Secretary to Covciiimeiit, dated Sth July 1923. 

I have the honour to bring to your notice that at a combined meeting of the South 
Mysore, North Mysore and Bababudin Planters’ Associations held at (Jhikmagalur on 
28th June, a resolution was passed to the effect that the Government of .Mysore be 
approached with tho request tliat it would urge most strongly upon the Government 
of India tho desirability of retaining the one-rupee currency note, tho abolition of 
which is at present under consideration. 

In planting districts very large sums in the aggregate anj distributed wt'okly in 
small individual amounts amongst the labour force for (Jsseutial purcliasos in the 
bazaars, and tho one-rupee curnmey note is tho most convenient form to all oonconiod 
in which these pa 3 'ments can be made. There is now no prejudice against the note 
and its abolition woidd be; unnecessary and unprolitable hardsliip. Even if there are 
parts of India where tln're is no demand for the note there appears to be no 
satisfactory I'eason why other jjarls should be denied its circulatit)u. 

I therefore have the honour to request that the Government of Mysore will add 
its powerful inlluencc to the representations already being made and will urge most 
strougljMipon tho Government of India the retention of the one-rupee currency note. 

From fjdla Pannalal Jainy, Honorary Secretary, Delhi Piece-goods Association, 

dated 21. ft September 1923. 

I am directed to invito your alUmtion to your letter No. 708 F., dated the 
24th April 1923, which you circularised to various commercial bodies inviting their 
opinion on the question of discouti nuance of the oiie-ru|)ec note. In tho lirst instance 
I. am directed to protest respectfully though emphatically against the ignoring of my 
Association in this matter. 'L’his Asso<'iation is the oldest commercial body in i »elhi 
and represents all the important merchants of Delhi, (’awnpore and Amritsar dealing 
in foreign piece-goods, which is the mainstay of Indian trade. Formerly we used to 
receive all such communications, sometimes directly from the Government of India 
and sometimes through the local Government; but in this particular matter both 
apparently considered it beneath their dignity to ennsidt this Ass(jciation. I need 
not emphasise that tho inllation of (furreucy which is the natural n'sult of issuing 
a note of such a small denomination its the one-rupee note affects the iinywrlers of 
piece-goods to a very high degree. 

Anyhow my Association has deemed it desirable to placie its opinion, though 
uninvited, at the disposal of the Government of India with all the emphasis at its 
command against the continuance of the one-rupee note. Lhe public at huge has no 
likiii" for it. It has been found times cut of number that whenever a person has to 
effect a certain payment while in possession of both the silver ru])cc as well as the 
one-rupee note, he would do so by getting rid of the latter first, lieiicc the rapidity' 
of circulation of the one-rupee note, w'hich has been misundei-stood by some to moan 
that the one-rupee note commands respect at the hands of the public generally. But 
the truth lies the other way. 
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Moreover, tlie otie-nipeo note is eminently urisuitable for circulation amongst 
lower classes avIioso mode of livelihood does not permit them to carry it in safety. 

The oae-rupee note is regarded by some as insanitary too. They urge that it takes 
germs from house to house and town to town. 

The one-rupee note is doubtless convenient to the educated person. He would 
certainly prefer to effect payments through the one-rupee note inasmuch as it is 
lighter. But he too is sometimes embarrassed. Tie has to pay for necessaries which 
arc commonly procurable not from educated persons like himself but from illiterate 
persons who are averse to accepting the one-rupee note. 

It is an open secret that education has not yet penetrated the Indian masses, who 
are in the habit of judging the strength and stability of the Government by its 
currency. The prestige of any Government taking to paper currency of such a 
small denomination as the one-rupee note suffers according to them. 

My Association fully ondorsos the view that tlie issue of the ono-r>ipee note should 
be treated as a reserve for emergencies such as those of war and shortage of silver. 
“ Generally speaking no solvent country, so far as we know, issues a note of such a 
small denomination as one-rupee .... the issue of these notes should ” therefore 
“ be abandoned.” 


III.— Correspondence between the QoTernment of India and the India Office. 

Despatch from the. Covervvmit of IiiJia, Fhiavce. Dcparhiient, to the Secretary of 
State for India, So. 19, dated lC)th Amjast 1923. 

\Vo have the honour to address Your Ixjrdship on tho question of the discontinuance 
of the one-rupee note. This question was considered by the Inclicapc C’onimittce, 
and in pursuance of the recommendation of that Committee we addressed the 
principal Chambers of Commerce in India and enclose copies of their replies. Your 
Txjrdship will observe that considerable difference of opinion exists as to the 
desirability of continuing the issue of these low value notes, practically one-half of 
the more inqiortant Chambers being in favour of abolition and one-half in favour of 
retention. 'J'he question is clearly one in Avhich the issue is finely balanced. We 
have given the most careful consideration to the arguments on both sides, and we are 
satisfied that the balance of advantage is on the side of discontinuance. 

2. On tho question of the relative cost of keeping in circulation one-rupee notes as 
compared with silver rupees over a long period of time, we do not think that any 
dellnito conclusion can be reached in view of the indeterminate character of the data. 
The luchcape Committee, it is true, quoted certain figures, which had been preir.irod 
mainly with the object of illustrating tho dilliculty of arriving at any definite 
coucinsion on this [)oint, but, as already stated, tho data are indeterminate and there 
are other factors affecting the question of relative cost which Avere not fully 
(ronsidcred by the Committee. There is, for ijistance, the possibility of a rtnluction 
in the jiresent cost of the one-rupee note Avhich might r(>8ult from the transference of 
the printing of the notes to India ; avc understand that Colonel Willis is satisfied that 
a consi(h;rablo reduction in cost could bo effected by this means. Further, we hav<! 
to consider the extra cost Avhich, if lb(5 one-rupee note Avere abandoned, would be 
incurreil in remittances of silv(>r coin and in the handling of coin at the Currency 
Offices and Tniasuries. On the other hand, w<j have to take account of the large 
saving in establishment which would result in our thirrency Offices, where at present 
the handling ami cancellation of over 200 million small A-alue notes in each year arc a 
source of great expense. We have further to remember that the one-rupee note in its 
booklet form, Avliich is the more popular, largely takes the place of live-rupee and 
ten-rupee notes, the issue of Avliicb is, of course, much more profitable to Government. 
It has l)een estimated that not less tlian bO per cent, of the one-rupee l.'ooklets take 
the place of higher value notes. From such information as is available Ave have 
< ..IculatfMl that the extra cost of remittance and handling of coin may roughly be set 
off against the savings which AA'ould result in establishments at the Currency Offices, 
and altlumgh Ave attach considerable importance to the argument mentioned above 
that the one-nipee notes in the booklet fonn largely fake the place of notes of higher 
values, Ave are not prepared to say delinilely that in tho long run the one fonn of 
currency is demonstrably more economical than the other. It must, however, he 
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borne in mind that by the abolition of the one-nii>ee note we should obtain in the 
near fntnrc an appreciable reduction in our payments for note forms. 'Phe ont>rupot> 
notes, which represent little more than (5 per cent, of the total note circulaljou, cost at 
present not less than £!()<), 000 annually, which is nearly one-third of the total cost of 
our note forms. They will be replace<l only in part by notes of higher values and, 
consecpiently, we should bo able to count upon a largo saving in the cost of our 
currency note forms for a number of years. This will be an appreciable relief to our 
linancos at the present time. There woidd be no necessity for further coinage of 
rupees for some time to come in view of the large stocks of silver coin which wo now 
hold. The gradual absoi-ption of some 6 or 8 crores of silver rupees would still leave 
us in a very strong position qua stocks of silver. 


3. Turning to the more general question of policy, wc think that great importance, 
shouid bo attached to the fact that it is mainly the upper and middle classes in the 
towns, the ])rofessional and commercial and, to some extimt, the industrial classes, 
who appreciate the convenience of small paper money, while the great mass of tin; 
population, especially the agricidtural classes and those in outlying districts, 
unquestionably prefer silver coin. It is not merely that the silver rupee has an 
intrinsic value of its own and has for generations been reganlcd as a symbol ol the 
credit of Govornmeiit, but in the conditions of Indian life, clothing ami climate, silver 
coin is more easy to carry and less liable to destruction and injury from insects and 
damp. At certain seasons of the year and in certain parts of the country we have 
<?vidence that these notes arc quoted at a discount as compared with silver rupees. It is 
true that in Bengal, in c^onnection with the movement of the jute crop, the one-rupee 
note has rapidly attained popularity, ami this probaldy accounts for the tact that not 
only the Bengal Ohamber of Comimjrce, but the Bengal National Chamber of Commerce, 
nnd the Narayanganj Chamber of Commerce, are in favour of its retention. But 
here again we must dilfereutiato between the jute mcrcliant and dealer and the actual 
cultivator. I’lie former classes undoubtedly lind it convenient to obtain the necessary 
funds at the treasuries in the jute districts in the form of ten-rupee and one-rupee 
notes, with vvhicli they' can make payments to the indtivators without having to carry 
about large quantities of silver rupees, but B is open to question wliether iho 
cultivators themselves tvould not ])reler to be paid in siKei , they accept^ small ^p,i|)er 
money mainly because it is the form of curreney which is most readily availahlo. 
'J'his siiiiatii'm arises because the demands for the particular forms of currency 
required for the jute crop arc made to thy Currency Department through the hanks 
at the request of large jute linns and ilealcrs. It is therefore not a coiiehisive i)root 
of the popularity' of the oiie-rujiee note' iu the jute distriets that tliey are so largely 
used at present in payment for the jute crop. We think that in a matter ol this 
kind it is of 'MviU, iinportanco to take account of the desires of the great mass t)f the 
population, and wo helicvo that in India generally the hulk of the population prefers 

the silver rupee. 

■1 One argument wliieh has heen used iu favour of the retention of the oiio-riipee 
note is that irmight be dilliciilt to re-establisli its use in time of emcrgeiiey, and tliat 
therefore it woiild lie unwise to abandon the advantage which lias been already 
<’-aiiied W'c do not attach great importance to this arguiiiont. We think that, 
should* an emer-venev arise, it should he no more dilliciilt to re-establish the use of 
small paper money than it was to introduce it iu the first instance. It .would, of 
course lie some time before the oiio-riqiee note disapjunired entirely from cirtmlation 
Biticc we do not propose the withdrawal of these notes but merely the discoiitinuaiice 
of their issue. We arc much more impressed with the argument which has been 
used on the other side that in lime of emergency the e.xisteiice ol a large quantity of 
small value notes in the hands of the poorer and more ignorant portion ol the 
population would constiliite a danger, as it is just these pcoide who won d hasten to 
•convert their small notes into iniin at the earliest opportunity. We tliiiik, thend.iie, 
that while the introduction of the one-rupco note was of some assistance in mci'tiiig the 
silver dillicuity during the war, the existence of these notes in eirculation, so lar trom 
Ijeing an advantage, would constitute a positive danger il a similar crisis arose again. 

5 The argument against discontinuance which merits most, attention is that the 
•existence of these notes leads to thrift and discourages hoarding of can. Il it could 
be proved that the recipient of one-rupee notes is more disjioscl to invest tliem m 
savmgs banks, cash certilicates, or co-operative cmlit soiaeties, wc vvould adniit that 
thero^is considerable force in this argument, but vve <lo not think that this is 
■susceptible, of proof; those wlio desire to hoard can always obtain silver rupees lor 
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the purpose in the present conditions. The recipient o£ either one-rupee notes or 
coin, if he wishes to provide a store of value, usually turns his money into silver 
ornaments for his women folk; and while the tendency to hoarding shonld be 
discouraged, we believe that its evils are often exaggerated, since in lime of famine 
these ornaments constitute a reserve which is freely dravvn upon. At the present 
time, althougli the one-rupee note is in circulation, the largo imports of both gold 
and silver, the bulk of which finds its way automatically into the form of ornaments, 
do not l(M(l us to the belief tl»at the circulation of small paper money has done niuch 
to alter tin; habits of the p(?ople in this respect. 

(). Our conclusion is that in a country such as India we stand to gain by giving 
the ordinary man, who is uneducated and liable to be stampeded, a current money 
of intrinsic value. As long as we do this, we have one additional security against 
those insensate panics wdiich sometimes seize the Indian population. Wo cannot 
argue from the analogy of countries which have long been accustomed to accept 
paper money of all descriptions as suilicient security for their transactions, and in 
which the mass of the population is sufficiently educated to know that the thing 
which matters is not the character of the currency they handle but the amount of' 
backing which (Jovernment keeps against that currency. The currcuiiy of India has 
always been the rupee, and the attempt to substitute paper as the daily money of the 
country is likely to create on occasions of tension an amount of prejudice out of 
proportion to the financial results attained. 

7. Wc have, therefore, after mature consideration, decided in favour of 
discontinuamre of the one-rupee note, and we would recp’.est Vour fiordship to 
give notice to the Hank of England that after the present indent, Avhich, we 
understand, will be completed by May 1924, no further orders will he placed for 
one-rupee notes. Some further saving might he clToctcd by the ahandoimumf of the 
oue-rupcl^ Jiote in its booklet form even before the completion of the present indent, 
if this can lie arranged without undue inconvenience to the Hank of England. It 
follows from our decision that the proposal to print currency notes in India will not 
immediatc.'ly assume a practical form, in view of the fact that the contract with the 
Hank of England for tlu! notes of higlier values does not expire until the year 1929. 

Teleijram /nun liecrctary of Skile, No, 3230, doled hth September 1923. 

One-rupee note. Hlease make no public announcement of its discoufinuanee until 
I have! had time to cousiilcr views in your Despattrh No. 19, datctl 16th August. 


From Secretory of State, No. 3031, dated lOt/t October 1923. 

(Telegraphic.) Financial I tespalch No. 19, dated IGth August. 

Your proposal for discontinuance of one-rupee note is acceiAtijd. If the intention 
(if para. 7 is to assume that a final decision on a matter of such general importance 
can proiKU'ly be taken without reference to the Secretary of State in Council, I must 
take exception to this assumi)lion. 


To the Financial Secretary, India Office, No. M70 /*'., dated 20/// October 1923. 


With rcfereiurci to the corr/jspoudcncc ending with the Secretary of Stale’s 
telegram No. 3631, dated the iOth October, on the subject of discontinuance of the 
oae-rup(?e note, 1 am directed to say that while it is recognised that the wording of 
para. 7 of tluiir despatch was opmi to the interpretiUion suggested, the Government 
of India had no i/itentiou of anticipating the Secretary of State’s final d/'cision on this 
question and did not contemplate any announcement in India before his final orders 
were received. 


2. The Government of India do not propose to issue an immediate commuuiqiK^) 
as they consider that the most suitable time for any communication to the public 
will he when the stocks of one-rupee notes have l»ecn so far reduced as not to be 
e(|ual to tin? public demand. A premature announcement might have an unsettling 
effect upon the public. It is presumed that the necessary intimation to the Hank of 
England will now be given by the India Office, and that the question of abandonment 
of ilie onc-ru[)ee note in its booklet foim, even before the completion of the present 
imhuit, Avill be considered by the India Office in consultation with the Bank of 
Ihigland. 
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liOttep fk>om the Secretary, Pui^ab Chamber of Commerce, to the 
Secretary, Royal Commission on Indian Currency and Finance, 
dated the 23rd February 1926. 

With rcfereiico to the Memorandum issued by the Royal Commission on Indian 
<hirrcncy and Exchan^je, 1 am directed to inform yon that the views of the AFanaging 
<F()iumitteo of the Punjab Chamber of Commerce on the points referred to in the 
'questionnaire are as follows : — 

Q. (1) Is the time ripe for a solution of problems of Indian currency and exchange 
by measures for stabilisation of the rupee or otherwise? 

(2) In relation to what standard and at what rate should the rupee bo stabilised, 
if at all ? 

(.D When should any decision as to stabilisation take effect? 

.1. Tluj ( 'ommittco of this Chamber are of opinion that measures should be taken to 
provide India with a sound currency system, a. system under which the Indian 
•currency would be linked to gold, the iut(?rnational stiindard of value, and which 
would ensure the automatic ex[)ansion and contraction of currency in accordance with 
the requirements of India’s trade. 

Gold is universally acknowledged to be the best standard of value. It is the 
standard of value of the United Kingdom, ami the ideal standard of all the great 
Power's, and India’s close connection with the United Kingdom makes it desirable 
that India’s currency sliould be eonverlible in terms of the same standard. Between 
gold standard countries instability of prices and fluctuations in the rate of exeliango 
are reduced to a minimum, with currencies regulated by the free import and export 
of gold. 

The p(!()ple of India have lost conlidencc in the rupee owing to the wide 
fluctuations in its gold value, and gold is l)cing hoarde<l. This wasteful tendency 
Avoidd 1)0 combated by restoring conlidencc in the currency by making it fully 
convertible into gold. 

The currency of India to-day consisting of notes and silver rupees, the latter 
having an intrinsic value far below their e.xchangc value, has a purchase value 
detennined to a great extent by the quantity of currency in circulation, and the 
amount of currency in circulation is not regtdalGd autotnatically in accordance with 
the country’s reciuirenients. It is not freely interchangeable with gold. 

The existing currency system exposes the Government to many dilhcidties and 
pitfalls. There must bo at times a great temptation to over-issue currency, and in 
any case mistakes are liable to occur. In the past currency has been expanded in 
response to the demands of extermd trade. On the other hand, there is at present no 
satisfactory method of withdrawing currciuy from eircidation. 

I’he existing money cannor serve as a satisfactory standard for deferred payments 
or as a store of value. 

The ('ommittce of this Chamber are of opinion that the currency of India should 
consist of notes and silver rupees ecuvcrtible into free gold bullion. I'licy consider, 
however, that it woidd be unwise to stabilise the rupee with gold at any fixed rate at 
:the present time. Monetary conditions throughout the world are still unsettled. 'I’he 
principal countries of the world have not all reconstructed their curnmey systems, 
England has only recently returned to the gold standard. It is iiossible gold prices 
will fall in the near future. If the gold value of the rupee xvere lixed to-day at its 
present market rate and gold ajijireciates, there would bo a vciy great demand for 
gold in India, which it would be dillicnlt to meet, ami deflation would bo nocessary. 
Po.ssibly gohl will appn?ciato until the rupee approaches the 1«. 4(f. level. In the 
opinion of the Committee, further time should be allowed for gohl prices to become 
normal, and for a siiflicieut stock of gold to bo accumulated. Government^ sliould 
take advantage of the present rate to accumulate more gold by selling council drafts 
at approximately Is. Od, The Committee are of opinion that when gold jirices can bo 
considered to be normal, and the gold reserve is sufliciently strong, a gold standard 
system should be established in India, the rupee being fixi'd in its relation to gold at 
a rate in the neighbourhood of the market rate at that time. 
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Q. Wluit is the coniparulivo importance of stability in internal prices and in 
foreign exchange? 

A. Stability in internal prices benefits the country as a whole, and should be the 
first consideration, lietween countries in which prices are stable there can be no- 
great tlnctnalions in exchange. In pre-war days, in most civilised countries, internal 
prices were gold prices, and as gold could be 'moved without hindrance, the otdy 
llnctualicjns in exchangt; between such countries coidd normally only be within gold 
points. It is only since currencies have become divorced from gold and their buying 
powers have varied .so greatly, that there have been such large fluctuations in rates of 
exchange. 'I'liere can lx; no great fluctuations in exchange between countries which 
stabilise their money with the same stable commodity. 

IJ. "What measures shcjuld be adopted to maintain the rupee at the rate selected ? 
Shoulil the oltligation be undertaken to give gold for ru])ees ? 

A. The t.'ommittee of this Chamber are of opinion that the gold standard system 
which has been evolved in Kngland should be introduced into India. Under the 
system in England, Hank of England notes and Covernment currency notes are the 
only form of full legal tender, and the gold value of the currency is maintained by a 
statutory obligation under which the Bank of England is obliged to buy gold in 
unlimited quantiti(‘s at the rate of £3 17#. Od. per standard ounce, and to s(;ll gold in 
bars containing 4(Kj otmeos I’roy of fine gold at .£3 17«. l(l.\d. The Uommitteo 
considi;r that this method should be adopted to stabilise India's ciirrencj% by 
(lovernment undertaking to buy and sell gold bullion in exchange for notes and 
rupees at fixed rates. 

(J. What shoidil bo the [H)licy as to the minting of gold in India and the use of 
gold as currency ? 

A. The ('ommittee are not in favour of a gold currency for India, and consider 
that tlie llvilish sovereign should cease to be legal tender. A preponderating use of 
gold for internal transactions is not a characteristic of a single one of the great 
l’owcr.s of the world, all of whom use cheques or notes for internal payments. Until 
the banking system has been developcil to a very miudi greater extent in India the 
rupee must take the place of cheques. Owing to the poverty of the bulk of the 
■pco])le of India, most of the internal transa»-tions will continue for a long time to 
involve smalj amounts for which gold coins will not be suitable. For the m.ajority of 
the people of India a gold coinage would be quite useless. All the evidence goes to- 
show that, while there is a big demand for gold bullion, there is only a small demand 
for gold as currency. Uold in the pockets of the people, or passing from hand to 
hand, will not help in* the stabilisation of the currency. It is gold in reserve, as 
Iwching both for the note issue and hn- the token coins, that is required. A gold 
currency would tend to create a demand hu- gold, and the use of gold for internal 
payments is unnecessary, and would yield no good results. The stand, ard of value 
should be gold of a particular weight an«l fineness defined by law, but it need not 
necessarily la; in the form of a gold coin. 

Q, What should be the composition, size, location, and employment of a gold 
standard reserve? 

.1. The Committee have expressed the opinion that it would be unw'ise to fix ilic 
ratio between the rnjjce and gold until gold prices show signs of real stability and a 
sullicient reserve of gold has been accumulated. Until tlie time is propitious, 
therefore, tliey advocate that tho gold exchange standard system shoidd be followed, 
the gold standard reserve being retained as at present constituted. If a fnll gold 
standard is adopted tlio Committee consider that the gold standard reserve and paper 
curroney reserve should lx; amalgamated and located in India to ensure the 
convertibility into gold of the rupee in India. Credits being maintained in Eondon 
to be utilised in times of weak exchange. With regard to the management and 
investment of the gold standard reserve and jKiper currency reserve tlio Committee 
are of opinion that the safe custody, management, and investment of these funds 
should be iji llio hands of the Imperial Bank of India. The idtimate control, however, 
should remain with the Government of India. 

Q. Who should be charged with the control of the note issue and on what 
principl(;s ? Should control or management be transferred to tho Imperial Bank of 
India, and, if so, wh.'it should be the general terms of tho transfer? 

.1. 'I'hc Committee are of opinion that the transfer of tho control and management 
of the Currency l)e])artnient in India to the Imperial Bank of India would result in 
advantages sulliciently solid to make the transfer desirable. Dual control would be 
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eliminated, and banking and currency interests co-ordinated. A fresh agreement 
between tlio Government of India and the Imperial Bank of India would be necessary 
in which tlie safeguards to insure the correct functioning of tlie now Department 
should be provided for. The Government of India must be responsible ultimately for 
the support of the.gold e.Kchange standard system and for the correct functioning of 
the Currency Department. 

Q. What should be the facilities for the encashment of notes ? 

A. The Committee are satislied as to the present facilities for the encashment 
of notes. 

Q. What should bo the policy as to the issue of notes of small values? 

A. Notes of a lower denomination than Us. f) should not bo issued, silver being 
the most suitable medium for smaller sums. 

Q. Should any change be made in the e.visting methods for the purchase of silver ? 

A. Yes ; Government should bo in a position to purchase silver in the cheapest 
market. 

Q. By what method should the remittance opemtions of the Government of India 
bo conducted ? Should they be managed by the Imperial Bank of India ? 

A. 'riiG Chamber of Commerce, Bombay, have expressed the following views on 
the subject, and the Committee of tliis Chamber are in agreement therewith : — 

“Inasmuch as the Government of India must be responsible idtimatcly for the 
support of the gold exchange standard and for all book profits and losses on exchange 
in connection with Goverumeiit remittances, my Committee arc of opinion that 
Government romittance.s should remain under Goveummeut control. At the same 
time they feel that it would be impossible for the Imperial Bank of India to manage 
the Currency Department in India with any degree of efficiency of confidence unless 
it were permitted not only to operate the high and low gold j)oints under the gold 
exchange standard, but also to exercise a fair measure of discretion iu the rcmitfance 
of Government funds between the gold points. 'I'lie exenfisc of these functions by 
the Imperial Bank of India would tend, in their 0 |)inion, to give a very desirable 
continuity of control; and would enable the commercial community to keep in closer 
touch with the Currency Department. My Committee feel that it would not be 
iiupossihlo for the Government of India to maintain the idtimate control which in 
their opinion is desirable, and at the same time not to interfere with the Imperial 
Bank of India in the execution of its duties, and they would like to see th(! remittance 
business of the Governmeut of India inunaged by the Imperial Bank of India under 
these conditions. 

“ But, whether the Currency Department is handed over to the Imperial Ikink of 
India or whether Government continues to manage it as at present, my Committee 
are strongly of o])inion thjit Governmeut remittances should be ellpctcd by lueaiis of 
public tender, either in Ixunlon or in India, rather thixn l)y private purchases of 
sterling, as the former method is more equitable and promotes a gi-eater f(>eling of 
coulidouce in tho minds of the public.” 

The Comniitteo are of opinion that the Government of India shoidd maintain the 
ultimate control in all matters alTocling llio country’s finances. The gold stan third 
and paper currency reserves, Currency Dtqiarlinont anil Goveriunciit remittance 
operations should all be under the control of tlio Government. 


APPENDIX 05. 


Letter No. 20/10, dated 9th February 1926, from the Financial 
Secretary to the High Commissioner for Iraq to the Secretary 
to the Government of India, Finance Department, Delhi. 


I am directed by His I'lxccllency tho Acting High Commissioner to a<l<lrcss you 
on the matter of the Jloyal Indian Currency Commission, which is iimlersjood to bo 
now enquiring into the whole question of tho currency of tho (lovernineut t»l India. 

2. Tho Iraq Government is deeply interested in this question owing to tho fact 
that Indian, currency is tho present olliciul currency ihroughonl^ ^Iratj, and also 
because of the intimate trade connections of the country with India. I he ( io\ei nmoiit, 
therefore, has appreached llis Excellency with the request that its views on the 
matters likely to be considered b}* the Coinmissiou may be put before Jt. 
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3. Ills FiXcellency realises that the Cotnmissioii has been appointed with the object 
o£ considering the currency problem of the tiovernmont of India in the interests of 
tliat Government, but it is not unlikely that what is found by the Commission to be in 
the interests of the Government of India may equally be in the interests of the 
Government of Iraq, and it is considered possible that the Commission would take 
into account rccomniendatious or suggestions which would not bo in conflict with that 
general principle. I therefore enclose a copy of a resolution whicli was passed by a 
Committee formed under the auspices of the Ministry of Finance in Iraq to consider 
and aflvise as to the action to be taken in this connection. Accompanying this is a 
meniorandmn from the Minister himself in which arc set out the vicAvs of the Iraq 
Government on the matter, and His Excellency the Acting High Commissioner would 
be very ^^ateful if these documents could be placed before the Royal Indian Currency 
Commission for consideration at an appropriate time. 

Mkmorandum by the Minister of Finance, Iraq. 

I enclose herewith copy of the riisolution Avhich was passcil by a Committee held 
in the Ministry of Finance to consider and advise as to the action to he taken in the 
interest of Iraq in connection with the Indian (hirrency ('ommission. 

The Government of Iraq is deeply interested in the question of Indian currency 
problems owing to its temporary use of Imlian currency and also to its intimate trade 
connections with India, and considers that it is its duty to place its views before the 
Roj-al Indian Cui-rcncy ('ommission. 

It is realised that this Conunissiiui was appointed with the object of considering 
the Indian currency problems in the interests of India, yet it may bo that what is 
foiiml by lh(‘ Commission to be in the interest of India may be equally in the interest 
of Iraq, and that it is not unlikely that the Commission would take into account 
recommendations or suggestions Avhich would not be in conflict with those interests. 

'I’wo main problems are at stake : (I) the stabilisation of the riipco exchange, and 
(2) the rate of the rupee with regard to the sterling. 

The lirat problem is highly important. It affects Iraq as importer, exporter, and 
also as a field for foreign capital. 'Die violent fluctuations in the rupee rate of 
exchange w(.*re s(?rionsly detrimental to the economic couditious of the country and 
created an alinormal situation which could only be jusliliod by exceptional jiost-war 
events. Xormal conditions would require a stable exchange, and the relatively fixed 
rate of the last two years appijars to command itself for the future. 

'I'he second important problem which calls for a vciy serious consideration is the 
question of the rupee rate of exchange. Various factors would command a high rate, 
but it is consiilcred that a too high rate would encourage imports to the detriment of 
export in a C(nmtry living on her own means, and that it wouhl ultimately result in 
the ruin of the country. 

tinder llie circumstaiutes the Iraq Government suggest a rate of exchange which 
would not exceed 1«. Od., ami I shall be greatly obliged if these views are placed 
befcjre the Royal Indian Commission for their consideration. 

Resoixtion of Committee. 

'I'he Committee consider that the Iraq Government should place its views before 
the Royal Indian Currency Commission, on the ground of its interest in the problems 
placed before the Commission owing, first, to Iraq’s intimate trade connections with 
Jmlia, and, second, to its temporary use of Indian currency. 

The public in genend, and the trading community in particular, greatly suffered 
in the last seven years through unstable rupee exchange, specially in the period of its 
violent fluctuations. Roth as importer and as exporter Iraq favours effective stability 
in the Indian currency (i.e. a fixed ratio to sterling^ to be introduced as early as 
possible. 

As regards the stabilised rate of exchange, various financial and economic 
considerations ple.ad in favour of a high rupee, such as the import trade of the 
country with its large adverse balance, Iraq Government’s external liability, &c. On 
tile other hand, the con.siderations in favour of a low rate are scarcely less important 
and include the (Icvelopment of export trade and the encouragement of influx of 
foreign capital. Under the circumstances, the (.’ommittee recommend a rate of 
exchange which would not exceed 1«. Of/. Bnt they wish to make it clear that they 
regard the establishment of stability in relation to sterling as an essential requirement, 
and the arguments for and against any particular exchange- rate as of secondary 
importance. 
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AIM’KNDIX 66. 

Letter fi*om the Secretary to the Government of Madras, Finance 
Department, to the Joint Secretary to the Royal Commission on 
Indian Currency and Finance, No. 223, dated 16th March 1926. 

J am directed to refer to your letter No. 2 It), dated I»ellii,the 20th Noveniher 1025, 
ill which you enquired whetlier the (lovcrunient of ^ladras desire to cxiuvss any 
views, includiuf? those of the Ifoiiourahle MiiiisOirs, on the points referred to in the 
Mcmoranduiu indicating the main (juestions wliieli woul'l conic under the consideration 
of thcfioyal (Vnuniission on Indian Currency and finance. 

2. In reply, T am to say that the tloverument of Madras have very carefully 
considered the subject-matter of the Mianorauduin. Ii is largely coneerned with 
technical questions of a complicated and controvm'sial eharactiT, with which, as a 
Local Government, they are not directly concerned and are seldom lirought into 
contact. They feel, further, that such material and information as is at tluur disposal 
is inatlequato to enable them to formulate any deliuite conclusions, and they therefore 
do not propose to submit any written memorandiuu or evidence on tln'se questions. 

0. 1 am to say, however, that, in one respect, any policy adopted as a result of the 
recommendations of the Hoyal (^.aiimissiou may vitallj’ alfect them as a Local 
Government. The alteration in the level of prices whiidi resulted from tlu; war 
subjected their linances to a strain from which tiny liave not yet fully recovered. 
The necessity for a revision of salaries was becoming evident even before the outbreak 
of the war, and during its course eases in which relief was most urgently called for 
were met by a series of expedients which were purely temporary in idiaracttw. On 
tho conclusion of the war a comprehensive measure of revision had to be undertaken, 
and the burdens thus imposed on tin.' revenues of tin* I’resifhmcy were so great as to 
neutralise any benelit it received from the liuaueial settlement in eomu'etion with the 
llcforms. The full liabilities which this revision of salaries imposed have not even 
now been liquidated, and only the fact that llu; consiih'rable measure of stability in 
prices wliieh has jirevailed of late has rendered any further general nn'asnre of 
revision unnecessary has enabled the Madras Governinent to meet the annual increase 
in its establishment and ])ension charges, [f, as a result of changes in eiirreiicy 
policy, a further rise in prices were, to reader a revision of salaries again necessary, 
the revenues of the Loiail Government would bi-eome inadequate to the strain, ami 
the levying of additional taxation for improvijig the salaries of Government servants 
at tile cost of the taxpayer, who would himself lie all'ected by the rise in prices, wmild 
cause widespread discontent. 'I'his would be accoinjianied by a new period of 
readjuatmeul of agrieiiltural and industrial wages with all the dangers and 
uusettlemoat which that, involves. The .Ma<lras Govi'miucut trust, tiiend'ore, that 
theoretical arguments will not be allowed to obscure a jiractical issue to which they 
attach great importance. 

1. 1 am to add that the Ifonmirable the Ministers concur with para. 2 of this 
letter. 
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14. Native Share aud Stuck Brokers’ AssociatioD, Bombay. 
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16. Mr. A. D. Shrotf, Bombay. 
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21. JHr. S. T. Sadasivan, Manager, Central Bank of India, Ltd., Rangoon. 
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31. Mr. S. Subbarama Aiyar, M.A., Senior Lecturer in Economics, Madras 
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32. Mr. Vithaldas K. Sanjanvala, Timber Merchant, Umbargaon. 

33. Mr. Govind TI. Keskar, Poona. 

34. Mr. P. M. Rao, Deputy Accountant-General, Posts and Telegraphs, Madras. 
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38. Rai Pramatlia Nath Mulluk Bahadur, Calcutta. 

39. Mr. H. E. Moon, late Manager of the Hongkong and Shanghai Banking 

Corporation. 

4(). Mr. TJ. N. Ball, M.A., Profes.sor, Dyal Singh College, Lahore. 

41. Mr. A. K. Sarkar. T,ecturer, CalcutUi University, and Professor of 

Economics, ITughli College, Chinsurah. 

42. Mr. Nalini Kanjan Sarkcr, M.L.C., Manager of the Hindustan Co-operative 

Insurance S(x;iety. Ltd. 

43. Mr. S. Srikantaiyer, Bombay. 

44. Mr. K. L. Bawachakar, Pleader, Sholupur. 

45. The Marwari Association, (Calcutta. 

46. Mr. J. C. Das Gupta, Professor of Economics, Krishnath College, 

Berhani|K>re. 

47. The Indian Mining Federation, Calcutta. 

48. Mr. E. L. Price, C.I.E., O.B.E., Karachi. 

49. Rao Bahadur K. V. Rangaswarni Aiyangar, I’rincipal and Senior Professor 

of History and Economics, H.H. the Maharaja’s College of Arts, 
Trivandrum, 

50. Mr. J. C. Mitra, F.S.S., Vice-Principal, Vidyasagar College, Calcutta. 

51. Mr. K. B. Saha, Lecturer in Economios, Dacca University. 

52. Mr. B. T. 'I'haknr, M.A,, Chief Agent. The Punjab Branches, Central Bank 

of India, Ltd. 

53. Mr. Hirendra Lai Dey, I^ccturer in Economics, Lucknow University. 

54. Mr. S. K. Sarnia, B.A.. B.L., Pleader, Trichinopoly. 
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57. Mr. B. N. Chatterji and Mr. Dava Shankar Dubey, the Lucknow 

University. 
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59. Mr. T. V. Srinivasa Iyengar, High Court Vakil, Kumbakonam, Madras. 

60. Mr. B. C. Divecha, Thana. 

61. The British India Peoples’ As.sociation, Calcutta. 

62. Mr. Kaikobad Cowasjee Dinshaw', Aden. 

63. Mr, TI. R. Scott, (Exchange Broker, Madras, 1896-1918), London. 
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AiTKNDIX 08 . 


Memorandum on The Responsibilities of the Secretary of State for 
India in Council in relation to Indian Finance, Exchange and 
Currency,” submitted by Mr. C. H. Kisch, C.B., Financial Secretary, 
India Office, and Mr. V. Dawson, C.I.E., Public and Judicial 
Department, India Office. 


In liiw tho Secretary of Shite in Oonncil is responsible to Parliament for “all 
acta, operations and eoneerns which relate to the government or revenues of India, 
and all grants of salaries, gratuities and allowancc-s, and all other jiayments and 
charges, out of or on tlie revenues of India”; and he is eonsi?quenfIy in jiossession 
of power TO “superintend, direct, and control ” those matters. ((.Jovermnent ijf India 
Act, section 2 (2j.) 

2. This all-embracing power of superintendence, direction, and conti’ol has bi'cn 
legally alTcotcd by the Act of 1010 only in relation to those provincial subjexits which 
have been transferred to the control of Governors acting Avith .Ministers. In reH[iectof 
these subjects there has heen a statutory divestment of the powers of superintendence, 
direction, and liontrol, which cun now only lie e.xereised in relation to transferred 
subjects for spocilied and strictly limited purposes. Tho provincial transferred 
subjects do not include Ourreiicy and Exchange, nor any matters connected therewith. 
In respect of those two subjects, therefore, in common with all otlicr central subjects 
ami with all reserved provincial subjects, tiic Secretary of State remains in law 
nllimiitely responsible to Parliament for the policy jmrsued, and can compel tho 
(lovernment of India to carry out any instructions or policy which he, acting on 
behalf of llis .Majesty’s (l(wt>rnment or Parliament, may lay down. (Government of 
India Act, sections 2 and .‘I.” ) 


Tho (lovernment of India Act contains no provisions relating specilically to 
(’iirrency and Exchange, e.xcept in so far as the provisions of section 07 (2) alfect 
these matters by reason of their inclusion in the comjnvhensivo expression “ public 
debt or public revenues of India ’’ contained in tliat subsection. Ilesides tin* general 
provisions already referred to, the .\ct delines the expression “ revenues of India,” 
enacts that these, revenues “ shall be applied for the purposes of the government of 
India alone,” specifying what some of those purposes are (section 20j, re([uires the 
sanction of the Secretary of State in (.Vnincil to all grants or appropriations of any 
part of them (section 21), provides (sections 23, 21, 2.’», 20, and 27) that all parts of 
tho revenues of India rcmittcii to or aocrniiig in the United Kingdom are to be p.aid 
in!o the Ihinlc of England on bclialf of the Secretary of 8laio in (’ouncil, and 
prescribes the jirocediire for drawing on the Hank of England, for audit of the Home 
Aeeonnts and for an annual presentation of aceonats to Parliament. 

4. 'Pho only other linancial power of the Secretary of Slate in (Council derived 
from statute law that needs to be considered in this eouncclion is the power to raise 
loans in the United Kingdom. This funetion can be iierformed on behalf of tin? 
Govermneiit of India only by the Secretary of Slate in Uouncil, and wlien jierformed 
is subject to tbc specilic authority of Parliament (see tlio series of East India Loans 
Acts) in each case- -or rather eaeli specilic loan wliieh is raised must be covered by 
the till thority of Parliament conveyed by Airt to raise a speeilieil sum of money for a 
specified purpose. 'I'he Stocks issued in luirsuaiiee of the East India lioaiis Acts 
enjoy the status of Trustee securities, ami the amount of such sterling .seeiirities, the 
capital and interest of which is charged on the .••evenues of Imlia, is, at the present 
time, about £240,000,(X)U. 

5. ft should also be mentioned that the Secretary of State in Council is responsible 


for obligations incMirred by way of the guarantee of certain securities issued by some 
of tho Indian llailway Companies, pensioins to retired ollicials, &c. llie due discharge 
•of these cominitmeiits has always led tlie Secretary ol .State to maintain a close 
intcrust in respect o.f ull iiicijor questions of Indian finanuu, such as the bud^clary 
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arriin^rements of the Central Govcrniiicnt, the capital proj^rainino of that Goverimient,. 
the exchange and the currency. As the Secretory of State is responsible for meeting 
his obligations in this couiiiry, he has always recognised his responsibility for 
inaiiifainiiig in this country adequate balances for the puri)08e. 

0. In terms the fiOcal (lovcrnment (Horrowlng) llules (vide pp. 1 of Rules 
under the (iovernment of India Act) imply that it is open to a provincial Government, 
acting under section 30 ( Ia) of the Government of India Act, itself tf» raise loans, 
outside India (and therefore presumably in the United Kingdom) if the sanction 
of th(5 Secretary of State in Council is first obtained. But as the Secretary of State in 
Council himself cannot raise loans outside India without Parliamentary sanction (as 
just explained), these rules arc probably, by themselves, insulliciont to eiiablo a 
provincial Government to exercise this power. It will be observed that the rules in 
question give control over the borrowing in India by local Governments, but thsvt this 
control is in form vested in the Government of India, and not in the Secretary of State. 

7. 'I’lie foregoing is a brief statement of the strict legal position as regards the 
Secrt'taiy of State’s res])onsibilities for Indian linance, including currency and 
exchung(!, which can be still more briefly summarised by the statement that, subject to 
the approval of Parliament, on whose behalf he acts, his powers are unlimited, and 
that the Government of India are bound to carry out any instructions they may 
receive from him on the subject. But although the amending Act of 1 1) ID made no 
concrete' change in this respect in the relations between the Secretary of Stale and the 
Governim^nt of India and in their respective powers and duties, account has to be 
tahen, in estimating the present crharacter in practice of these relations, powers, and 
duties, of tlie general bearing of otlier provisions of the Government of India Act which 
were inserted in it by the Act of 1919, and of the policy underlying the latter Act. 

The general aim of the Act of 1919, as set out in the Preamble, was “ the gradual 
development by snccc.ssive stages of s(dl'- governing institutions, Avith a vi('w to the 
progressive realisation of responsible government in Hritish India as an integral part 
of the Empire.” One of the steps taken by the Act of 1919 towards the realisation of 
this object was the creation, in association with the Central E.\ecutivc Government, 
of a bi(;ameral Legislature containing in respect of its lower chamber an overAvln'lining, 
and in respect of its upper chamber a small, majority of non-ollicial elected members, 
anti endowed with sdl the ordinary powers and attributes f)f a legislative body, 
including ])ower to vote and withhohl 8upj)ly. It is true that the At;t contains 
provisions (.stjctions G7 (2) tind (2.\), fi7A (3), (ij and (8), and 67b), which enable the 
executive, notwithstanding an iidvcrse vote, to make its tlecisions elTective or which 
place limitations on the powers of the Is'gislature ; it is also true that, the -loint 
Scli.rt Committee in their Heporl on the Pull of 1919 expressed the followiiig opiuioji 
in respect of these powers : — 

“ It is not within the scope of the Bill to introduce :it the present 
stage any measure of r('sponsible government into the central :iilministnition, 
and a iKjwcr must be reserved to the Governor-General in Coumul of treating 
as sanctioned any cxi»enditure Avhich the Assembly may have refused to vote, 
if he considers the expenditure to be necessary for the fullilnient of his 
responsil)ilities for the good government of the country. It should be 
understood from the beginning that this imwer of the (iovernor-Genoral in 
Council is real, and that it is meant to be used if and when necessary.” 

At tlui same tinm it is obvioiis—.and this the Joint Select (.’oininittee recognised 
in their imj)ortant ob.S('rvations on clause 3.” of the Bill (copy appendetl)— that the 
hucccssfid woiking of a transitional constitution such as tiiat contained in the 
present Government of India Act cannot be looked !'or unless both j)artie8 to the 
contract are prepanid to co-operate in a spirit of give and lake, and that this involves 
on the. part of tlie Government of India and of llis .Majesty’s Government a constant 
endeavour to conform their policy, to the utmost extent which is conqratible with 
tlu'ir obligations and responsibilities for the welfare of the country, to Indian public 
(.pillion as constitutionally expressed in the I.egislaturc. The Joint Select Committee, 
in their observations just red'erred to, endeavoured to secure these conditions by 
suggesting tlie adoption of a convention of non-interference by the Secretary 
of State in certain defined circunistaiiccs. The dillieiilty of reducing to rule of thumb 
the regulation of the relations between the Indian IjOgislaiure, the Government of 
India, and tlio Secretary of Statt*, without at the same time impairing or destroying 
the legal responsibility which still exists on the part of Parliament for the good 
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government of India, will be apparont; but it may l)c said generally that since 
the passage of the Government of India Act in 1919 every «!ndea von r has been made to 
bring the relations between the Secretary of State in Council on the one hand and the 
Government of India and the Central [.egislatare on the other into accord with 
the principles underlying the Joint Select Commit t, tie’s recommcmiation. How hir the 
Secretary ol State <md the Government of India wouhl be prepared in auj' given case to 
surrender tlunr jndgitmnt to that of the Indian Legislature in the event of dillVreneo of 
-Opinion miist necessarily remain a (jnestion lor dt'cision on each (.’ase as it arises, with 
regard to its intrinsic importance, and to the nature aiul scope of its consetpienccs to 
India itself, to the United Kingdom, to the Umpire, and to foreign relations. And this 
is all that can he predicated in general terms of the attitude likely to be adopted bytlm 
Secretary of Statu towards proposals lor changes in the policy regnlating, and the 
methods of control over, Indian linance, cnrrcncy and e.\change, except to observe that 
certain changes in these matters might bo of such a character as to alter materially, if 
adopted, the relationship between the SecreUiryof State and the Grjvernmcnt of India, 
as defined in the Government of India Act. 


ExTitACT KIIOM TIIK UEfOitT of the .loint Select Committee of the House of bwds and 
the House of Commons appointed to conshler the Government of India Hill. 

» •» a iS- 0 

Clause 3J.— 'riie Committee have given most carefnl consideration to the relations 
of the S(icrctary of State with the Government of India, and through it with the 
provincial governments. In the relations of the S(‘cretnrv of Stfato with the Governor- 
Gtmeral in Council the Comniilto«‘ arc not of opinion that any statutory change can be 
made, so htng as the Governor-General remains responsible to Parliament; but in 
prai!tice the conventions which now govern these relations may wisely be modifie<l to 
nnjet fresh circumstances caused by the creation of a Legislative Assembly with a 
large elecUul majority. In the e.xercise of his responsibility to j’arliamenl, which he 
cannot delegate to anyone else, the Secretary of S(al<? may reasonably consider that 
only in exceptional circumstances shoidd he be called upon to intervene in matters 
of purely Indian interest when? the Government and the Legislature of India are 
in agreement. 

'Phis examination of the general proposition leads inevitably to the consideration 
of one special case of non-intervention. Nothing is more likcdy to endanger the good 
relations Itctween India and Great Hritain than a belief that India’s fiscal policy is 
4lictated from Whitehall in the interests of the trade of Great Britain. That such a 
belief exists at the moment tliere can ho no do(d)t. That there ought to he no room 
for it in the future is equally clear. India’s position in the Imperial (.’onference 
opened the door to negotiation between India and the rest of the Empire, hiil 
negotiation without power to legislate is likely to remain ineffective. A satisfactory 
.solution of the <piestioii can only be guaranteed by the grant of lil)erly to the 
Government of Imlia to devise tliose tariff arrangements which seem best lilted 
to India’s needs as an integral portion of the British Empire. Jt cannot he 
guaranteed by statute without limiting the idtimate i)Ower of I’arliament to control 
the adminislratioii of India, and Avithonl limiting the power of veto Avhieh r(!sts in the 
Grown ; and neither of these limitations finds n ])laee in any of the Slatnies in the 
British Empire. It can only tlierefore he assured by an aeknowh-dgment of a 
conveutiou. Whatever ho the right fiscal policy for India, for the nerds of lier 
consumers as well as for her manufacturers, it is quite clear that she should have the 
same liberty to consider lier interest.^ as Great Britain, Australia, New Zetdand, 
Cauadii and South Afriesi. In the opinion of tiie Committee, thoreforo, the Secretary 
of Stale slionld as far tis jjossihle avoid interferonco on this subject when the 
tlovcrument of India and its l/'gihlature are in agreement, and they think that his 
intervention, when it does Uike phice, should be limited to safegutirding tbe 
international obligations of the Empire! or any fiscal iirriingements within the I'anpire 
to which His Majesty’s Government is a party'. 

’J’hc relations of tlic Secretary of State and of the Government of India with 
provincial governments should, in the Committee’s judgment, lie regulated by similar 
principles, so far as the reserved subjects are concerned. It lollows, thorciorc, that 
in purely' provincial mattei's, which are reserved, where the jn’ovincial government 
and legislature are in agreem(!Ut, their view should ordinarily he alhnved to prevail, 
though it is necessary to hoar in mind the fact that some reserved sulyects do cover 
matters in which the central government is closely concerned. Over transferred 
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Hii1)j('cls, on the oilier bauil, the control of the (lovernor-General in Council, and tlins 
of tile Si'icretaiy of State, slionld be restricted in future Avitliiii the narrowest possible 
limits, which will bi' delined by rules under snl) danse 3 of clause I of the Hill. 

hides under this danse will be subsidiary legislation of sullieient moment to 
jiislil'y their being brought especially to the notice of Parliament. Thi' Secretary of 
Stall! might conveniently discuss them with the Standing Committee whose creation 
has Ijcen recommended” in this Ueiiort; and Parliament would no doubt consider 
the opinion of this body when the rules come, as it is proposed that they should 
do. for acceptance by iwsitivo resolution in both Houses. Tlio same procedure is 
recommended by the Committee for adoption in the case of rules of special or novel 
importance under other clauses of the Bill. Tt must bo for the Secretary of State to 
decide which of the many rules that will fall to be drafted by the Government of 
India can be sufficiently dealt with by the ordiiia^ process of lying on the table of 
Parliament for a certain number of days. Tn deciding this point, however, he may 
naturally have recourse to the advice of the Standing (’ommittee, should it happen to 
be in session, and ol)tain their assistance in determining which rules deserve to be 
nuiile the subject of the more formal procedure by positive resolution. 

• * 0 $ e 


APPENDIX ()9. 

Memorandum No. 1, on “Indian Currency Developments since 1920,” 
submitted by Mr. C. H. Kisoh, C.B., Financial Secretary, India 
Office. 

1. Tlie main facts of the Indian currency system as it existed before the war, and 
the dislocation of the system arising out of the war are described in the Deport of the 
Indian Exchange ami Currency Committee, 1919 (the Babington-Smith (’ommittee).^" 
Ill order to bring the r<!cord uj> to date, it is ])roposed to review the main develop- 
ments of Indian currency policy since the date when this Report was presented. 

2. The cardinal recommendations of the Babington-Smitli Committee’s Report 
wore : - 

(1) That the silver rupee, unchanged in weight and fineness, sliindd rcnmiii 

unlimited legal tender and should have a fixed exchange value, expressed 
in terms of gold at the rate of one rnpi'e for 11 •30010 grains of line gold, 
that is, one-tenth of the gold content of the sovereign. 

(2) 'I'hat the sovereign, wliich had been rated by the Indian (’oiuage Act, 1900, 
at lls. Ifj, should be ii legal tender in India at the ratio of Ks. 10 to 
one sovereign. 

The principle of iheso rccommemlations was accepted by the Secretary of State 
in Connc.il, and, as a lirst step to giving effect to thorn, .a notice was issued on 
2ml February 1920 by the Govormnent of India, notifying the fixation of the 
aeiiuisition rate tor gold imported into India, which had previously been subject to 
variation from time to lime {vidv para. 2() of Report), at Rs. 10 for each sovereip^ 
tendered for import, or one rupee for 1 1 •.‘lOOIIi grains of fine gold. The text of this 
nolilication and the annonneement on general policy issued by the Secretary of State 
are attached to this memorandnm (Appendix 1). 

Irior to the issue of this announcement, the official rate of exchange, i'e., the 
rate at which the Secretary of State was prepared to sell Immediate Telegraphic 
Transfers on India, was 28. 4(f., but, with the annonneement of the adoption of the 
main recommendation of the Currency Cominittoe, exchange rose on 2nd February 
to 28. -Sid., which was alxmt Id. below the theoretical parity of the 2«. gold rupee as 
measured by the Ixmdon-New Yorh e.\change. 

3. Economic conditions in 1919 were intlncnccd by the unusual circumstances 
arising out of the termination of the war. World prices ruled high and India was 
able to obtain good value for her exports, which were in keen demand. The sharp 

♦ Rofcreiu'es in this Meinoniuiliim and in Meniumndum No. 2 to the “Report” should, unless 
othei’wise stattid, he taken as referring to the liepoH of the Babington-Smith Committee. By the 
Report is meant tlio Report of the majority of the Committee, whicli eoniprised all the members except 
Mr. (now Sir D.) Dalai. 



APPENDIX 69. 


443 


advance of e.\cliange liad not apparently prejudiced Indian trade, and the year 1919-20 
recorded a favourable balance in respect of India’s private trade in niercluuulise of 
Rs. 122 crores— a record figure at the time {see statistics in Appendix 11). 

Conditions changed entirely in the course of 1920, when it began to be realised 
that the boom in the previous year was based on unsubstantial foundations and 
measures were taken to arrest inllation. In November 1919 the Hank of England 
discount rate was raised to 0 per cent., and in April 1920 to 7 per cent., and almut 
the same time the United States authorities brought the creation of credit within 
stricter control. The rise in prices was stayed and the slump, which reached such 
serious proixu'tions later, began. 

India soon felt the change in economic conditions. The value of lier exports RevemI of 
declined from Us. 330 crores in 1919-20 to Rs. 2;)8 crorcs in 1920-21. 'I'ho stream “omml 
of imports, on the contrary, increased in the same period from Us. 208 crores to 
Rs. 336 crores {nee figures in Appendix II). This last tendency was to bo expected, 
as during the war India had been starved of her normal imports of manufacturod 
goods, and the high exchange had acted as an incentive to the giving of large orders ^ 
which were now in process of execution. These intluenccs placed a heavy strain on 
the Indian exchange, which oHlcial policy was directed to maintaining at 2«. (gold). 

The dilfietdties were increased by the trend which the sterling-dollar cixcliange was 
now taking. When the Habington-Smith Committee’s Report was signed on 
22nd December 1919, the TiOndon-Ncw Y’ork exchange, which had been “ unpegged” 
in March 1919, stood at $3.80 per £, on which basis the sterling equivalent of the 
2#. gold rupee was Hu. fijd. By 2nd February 1920, when ellecl Avas given to the 
main proposal of the Commil tee, the London-New York rate had droppctl to $3,171 
per £ and two days later to §3.25, resulting in the theoretical parity of 1 he rupee 
being almost 3». 

4. 'I'he great prosperity Avhich Indian trade had enjoyed during the war period 
had led to the accumulation of large profits Avhich were waiting in India for a suitable 
opportunity for remittance to the United Kingdoju. The decision of the (iovernment 
regarding the future level of exchange had thus been awaited with much (;agorness, 
and the aimouncemeui of Oovermuent’s decision, associated, as it turned out to be, 
with a weak sterling-dollar exchange and a correspondingly high sterling parity of 
the rupee, was the signal for a vigorous demand for homeward remittajua?. There Jtroak in 
had been a certain demand for Uevetrse (.’ouncils (that is, drafts on London) in mpee ex- 
January 1920, when the ollicial rate of exchange was 2s. 4d., on the basis of which 
rate drafts on Ijoudon were sold by the Government of India to the amount of 
5, .394, 000/. The demand, however, bi^came far more intense after the auiiouncement 
of the new exchange policy. Government was in possession of large supplies of 
sterling, whidi it was prepared to use with the object of making the new exchange 
policy effective, and reverse drafts Avere sold Aveekly in India from 5l,h I’chruary 
1920 to 28th Sejitember 1920, up to a total amount approximately of 5(I,0(K),000/. 

But during this period the supply of oxchaiigo offered was not e(pial to the demand 
and the market rate for the rupee gratlually fell away. During the earlier period 
when reverse drafts Avere being sold, the price Avas baseil on the theoretic 2s. gold 
parity for the rupee as measured by the sterling-dollar exchange, a basis that involved 
offers at a rate substantially in excess of 2s. sterling. For a considerable period 
the rate so fixed Avas higher than the current market rate, but later the attempt 
to hold the rate at 2«. gohl was abandoned, and from 2ltli.Iunc 1920 the price of 
reverse drafts AA'as based on 2s. sterling fm; para. 2 of official annouiiccMiient, 

Appendix 111). In September 1920 it Avas deciilcd to suspend efforts to maintain the 
exchange A’alue of the rupee by the sale of drafts on Ixindon <sec Appendix lY), and 
from that time to the present (late the sterling resources of Government have not been 
further drawn upon Avith this object. 

The decision of Septemlaw 1920 signified the failure of Government to contract 
Indian currency to the extent required to maintain the exchange. This ((ontraction to 
have been completely successful aa’ouUI have involved the reduction of the Indian 
price level in conformity with the fall in world prices. The requisite, adjustment had 
noAV to be effected by the decline in the exchange value of the rupee. It is due to 
the Rabington-Smilh Committee to point out that the possibility of developments 
which might lead to tho breakdown of the 2s. gold rijpee Avas iiot unforeseen by 
tliem. In para. 51 of their Report the Committee, after expressing th(( view that a 
high exchange was not likely to inflict any permanent injury on Indian trachi, noh'd 
that if contrary to their expectation a great and rapid fall in world prices were to 

B 
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take- j'laco, a new element of disturhanee would he introduced, and that circunistiiuci's 
mi<{lit arise wliicli would endanger the maintenance of exchange at the level jiropostsl. 
In that event the tVimmittce recognised that it would Ije nec('ssary to consider the 
wliolc problem afresh. 'I’hc fall in prices in 1920, which occurred so soon after the 
issuer of the (.bmmittee’s Iteport, was the main cause for the failure of their scheme 
for the Indian currency. 


Huniovjil of 
oontii)! ovt‘i‘ 
piivsik* 
tr:i(lo ill 
|i)'e('ioiis 
inetuls. 


Indiuii Coin- 
(Aiiiurul- 
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1920. 
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1920. 


It will l)e convenient at tins stage to refer to certain other developments of 
interest that took jilace in 1920. War conditions had led to a stringent control over 
llie import and e.\port of silver and gold to and from India, and one of the princijial 
olijects to bo attaiiieil hy the fixation of the rupee in terms of gold was to liberate tlie 
precions metals from ollicial control. Restrictions on the private import of silver 
were withdrawn on 2nd February 1920, when tlie new exchange policy was announced. 
As regards export restrictions, the sale of Reverse (’ouncils, coupled with the cliange 
ill Indian ccoriomic conditions, led (o a return of rupees to (.iovernment, whose holding 
of silver coin rose from Rs. 29!^ crores on 1st .lannary 1920 to Rs. 37 erores on 
Istdnnc 1920. Within the same period tin* metallic proportion of the currency note 
reserve rose from 1;3.\ tier cent, to ol percent. The convertibility of the note was 
thus again secure, and the decline of tension in the silver market, which was .so 
prononneed a feat are of the post-war boom, was sho'vn hy a fall in the New York 
])riee from l.'Mi cents peronnee in February 1920 to 91 cents per ounce on 30th dune 
1920. Circmnstaiices were thus favourable to llio cancellation of the prohibition of 
private exports of silver, wliieli was withdrawn on 3rd July 1920. 

The removal of tin' control over gold presented eerl.'iin special dillicidlies. India 
had alwais been a large consumer of gold, and the praetieal ces.sation of imjioiis 
during the Avar had led to the existence of a large premium on gold in India. On 
.‘list January I92tl, immediately before the ileeisions on the Rahington-Smitli 
Committeo’s Report \\'ore announced, the prici' of gold in India stood at Rs. 27. 0 as. 
per tola or Rs. 17. 3 as. per soA'ereign. i’ho legal rating of the sovereign still stood 
at Rs. 1;'), hutowing to the premium gold did not eirenlatc as currency. Thi' objective 
of Oovornmeiit was gradually to reduce the premium on gold in India by sales of 
bullion in the bazaar until the price of gold iulndia had been brought into con Ibrinity 
with the world priec.*, and then to renioA’c the embargo on import. 

The prograimno of gold .sales lasted from September 1919 to September 1920, by 
wliicdi time gold ecpiivaleiil to nearly .C.3S] millions sovereigns was sold. When the 
sales were completed the priec' of the sovereign in India Avas just under Rs. lb, whieh 
represented the cost of importing a sovereign from this country. Actually it liad 
been found possible to AvitlidraAV the restrictions on the private import of gold bullion 
ill the course of June 1920, and the later sales w'ere coiidncteil Avith the object of 
ensuring that any outstanding demand should be satisfied Avitliont undue strain on the 
world market. Conditions did not, hoAvover, cnalile the Government of fmlia to issue 
sovereigns in o.xchango for rupees, f^overeigns could clearly not be paid out by 
Government in e.xchange for Rs. 15, the then statutory ratio, .seeing that this Avas 
about to be l•l•dnced to Rs. 10, Aviiich Avas already the formal acquisition rate. When, 
as explained beloAA', the statutory rate was actually reduced to Rs. 10, issues hy 
( lovornmcnt at this ratio could not be made as the market value of the soA’ereigu Avas 
, . , ,, , ,, much ill excess of the statutory rate. As regards 

• llu, issue of ifol, by (,»v..n,mi.nt ^ j j , j ^ , 

lor f of noU'N >v«s su.s|n?iMk*tl n i • , liino , i/iua. 

ill IIU I* (r/t/o piirji. 10 til' K(*[M»ri). ol tlio nnliingtoii-binitli ConiiiiiMott s 

Report) Avas not prohihited during the war,'^ hut 
the restrictions on the melting of current gold coin were removed in February 1920.t 

0. Of other positive measures taken in 192(), the jiassage of the Indian Coinage 
Amendment Act in Septemlicr requires special notice. This Act, together with the 
c.orreH|>ondiug amendment of the Paper Currency Act, gave formal effect to the 
change of ratio recommended by the Rabington-Smilh Committee. 'I'lio sovereign 
became legal tender in India at Rs. 10, suitable arrangements having been made 
some Aveeks previously for the pr.jtection of Indian holders of coined gold who might 
otiienvise have suffered by the change of rating. 

flic Paper Ihirreucy Act provided as a temporary arrangement for an increase 
in the security portion of the reserve hy the creation of ad hoe Indian Government 
Kecurities to compensate for the decline in the rupee valuation of the gold and 
sterling assets, entailed hy the change of ratio. The Act contemplated the gradual 

* Sef Appeiulix f. No. 2, para. 5. ’ 
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reduction of tlie holding of the Goverumonl of India securities® to Rs, 20 crorcs, 
of which the created securities were not to exceed Rs, 12 crares. The profits on 
the Paper Currency were to he devoted to this purpose, and fo accelerate tlie 
reduction of the ad hoe securities it was further arranged that the excess in the 
Gold Standard Reserve over 40,000,(XKJl. should be utilised each year with the same 
object.t The Paper (hirrency Act, in addition lo laying down special provisions 
to govern the period in which the holding of ihe Government (tf India’s securities 
Avas being reduced to normal proportions, laid down ])ermanent provisions for tlie 
constitution of the Paper Currency Reserve Avhich were to be brought into effect 
on a day to be “appointeil.” Owing, however, to the breakdown of the 2s., gold, 
rupee this day has not arrived and the Act will retpiire revision to meet allc-rcil 
circumstances, when a now ratio for the rui)(‘e is established. 

7. While active measures to support exchange up to the new statutory level by 
the sale of reverse drafts were suspended in September 1920 no formal abandonment 
of that objective look place. As time advanced it cuine to be realised with inercasing 
clearness that the 2s. gold rale, which might have lieen appropriate had world prices 
romaimd on the level of 1919, was likely to be imsuitable in the circumstances 
that arose after the general and heavy fall of prices that began in 1920. 
Though the economic tendencies that were operative during these years shattered 
the scheme of the Rabingtoii-Smitli Committee, Government felt it incumbent upon 
itself to take such indirect measures as might tend towards checking the M in 
exchange and as might create eomlilions favonrahlo to its gradual recovery. The 
character of the measures taken, some of which woidd clearly have had to be taken 
in any event altogether apart frojii e.v(diange considerations, mav )«■ briefly 
considered. 


8. The increase in the cost of administration in India, the Afghan War in 1919, 
and the breakdowti of exchange produced heavy dcticits in 
the budgets of the Government of India. For the live years 
ending 1922 2.‘{ the dolicieney in the linal accounts 
amounted to nearly Rs. 100 crores, as sliown in the margin. 
These budget delicits entailed heavy borrowings in India 
and in J.ondon, a largo increas(' of the floating debt, and a 
certain amount of currency iidlation. It was the object of 

Government to gel rid of the dellcil as soon as possible, 

to reduce the floating debt, and to contract the inflated currency. 

By the exercise of stringent economy and the increase of taxation, combined 
Avith the effects of good monsoons and improving trade, budget cfjuilibrimn Avas 
restored in 1923-21, and lias sinee been maintained. The issues of short-term 
Indian 'rreasnry Mills to tlie public, which reached their maximum of Rs. 00!i‘ crores 
in May 1921, were entirely reileemcd by July 1921. 
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9. As regards currency contraction, the tendency of Indian trade is to rcrpiire 
in ordinary times substantial additions to the currency, and from the figures in 
Appendix V’ it Avill be seen that in the live years ])receding the war the average 
annual absorption of currency was Rs. 22', ‘ crores. During the war and till the 
conclusion of the post-armistice lioom, the increase Avas much greater ; and for the 
live years ending 1919-21), excluding absorption of sovereigns, Avhieh eannot have 
circ.ulatod to any material extent as currency, the average annual absorption of 
currency was Rs. 491, crores. 'I'lie existence of budget deficits of a substantial 
amount clearly made currency contraction a matter of unusual difliciilty, but in the 
three years 1920-21, 1921- 22 and 1922-23 Govornment A\'as able to effect a 
reduction in the currency circnlatiou amounting to Rs. .'ISi crores. 

The measures that wore taken to contract the currency made themselves felt, in 
tile Indian money market, especially during the busy season of 1923 24. This was 
a season of active trade I'olloAving a good monsoon, and the demand for iinnwy Avas 

• Tilt* Act pi’escribed J(s. Hri crores as tint iii 5 i.viiiiurn for all ])ei‘inissiljle securities lie' ' in 
lleseiTe, wlietlier (lOVeiMiinciit of India securities or etlierwise. ajiart fnuii the hills of exclniii'fe refrn ed 
to ill the footnolti on pii^o t. B}' the liidiiiii Paper Cnirency (Anieiidinent) Act, tin; inaxiinnni 
tidnciaiy iaHue has Ixicn raised to Its. 100 cnircs. Sef' pani. 11 lielow. 

T As regards the proiits on the Paper Currency investments, the Act was suhsequeiilly amended to 
enablo these profits to be credited to revenue, and they have uetnally not been iisimI in any year for the 
eaneellatioii of the ad hoc securities in ihe KesoiTc. The excess over 40,000, (.KM)/, in the (lold Standaid 
iteserve was so used in 1921-22 and 1922 2d, after which date the intei’est on the investments in the 
llesej've has been cmlited to revenue. 
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keen. Provisions existed in the Indian Paper Currency Act, as atnended in 1923,® 
for interest-bearing advances to the Imperial Pank by Oovemmciit np to Rs. 12 crores, 
and though fnll advantage was taken of ihese provisions a serious situation niiglit 
have resulted had the ( Jovermnent of India not assisted the market by expanding 
the note issue to tlie extent of a further Rs. 12 crores against British Treasury bills 
earmarked to the reserve in l/)ndon. Even so the Imperial Bank deemed it 
necessary to advance; their rate of discount to 9 per cent, from P'ebruary to A])ril 
1921, a nite which had not been reached since the amalgamation of the three 
Presidency Banks in 1921. From the figures in Appendix Vll, which show the 
position of the note issue from February 1920 to tin; iircsent date, it will be observed 
tiiat the ( iovernment securities in the reserve rose in the busy season of 1923-2-1 by 
Rs. 11 crores (of which Rs. 2 crores represented an exchange of sterling Treasury 
bills against gold), but the ma.ximnm amount of securities, viz., Rs. Tl’S crores, 
was substantially lower than the then legal limit of Rs. 85 crores. The object of 
restricting the increase was to avoid any risk of renewed inflation which might 
militate against the recovery of e.\'changc, which was still bcloAv l.<(. 4 ( 1 . gold. 

10. Apart from the above measures, which must have contributed to check the 
weakcniiiij of exchange and to promote its recovery after the collapse in 1920, 
(.iovernment ('ndeavoiired, so far as it eonld, to avoid placing any positive strain on 
c.xchange in connection with the supply of funds for meeting the Home charges, 
'rhese charges, which amount to about 28,(XiO,0()U/. (exclusive of capital charg(’s) 
per 3 'ear, wore in the past mainly met by the, sale of (.’oiincil drafts! to hanks ami 
otlnn- institulioris which rc(|nired rupees for the purpose of financing Indian trade. 
The .sale of thc.sc; drafts to the public was entirely suspended from January 1920, and 
it was not until .lanuary 1923, when the rupee exchange had recovered to lx. Id. 
sterling, that (Iovernment again olTcred l.unncil drafts for sale. During the period of 
suspension the requirements of the Home Treasury were met mainly from the proceeds 
of recoveries from the Imperial Government in respect of expenditure incurred by the 
Governmetit of India on their behalf and by sterling loansj of impnicedenlcd aniouiii. 

'I'he date of the resumption of the sah; of Council drafts is significant, as 1922-23 
marked the return of Indian trade towards more normal conditions. The extreim! 
reaction from the boom conditions of 1919-20 largely spent itself, so far as India 
was concerned, in the years 1920-21 and 1921-22, when there werfs heavy adv(?rsi) 
balances of trade. In 1922-23 the figures of the balance of private trade in 
merchandise and treasure showed a credit of nearly Rs. 30 crores in India’s favour. 
(See Appendix If.) This tendency has been confirmed in the two succeeding years. 
T’he Government have thus been able to cITect extensive remittances from India to 
Eondon for the purpose of nulling the Homo charges, and it has not been Ibimd 
necessary to float any loan in the United Kingdom since Hay 1923, all Home charges, 
both on revenue and capital awrouut, having been defraja-d from funds drawn from 
India with the addition of certain small receipts that accrue on this side. 

11. The monsoon (tf 1921 was a satisfactory one, ami when the busy season opened 
that year there was considerable expectation that the experience of 1923- 2-1 wonlil 
bo repeated, and that high money rates would in duo course rule in the Indian 
market. This view derived supixirt from the cash ratio of the Imperial Bank, wliose 
discount rate rose to (J per cent, on Kith October 192-1, some six weeks before the 
corresponding event occurred in the preceding year. To mitigate the adverse elTecIs 
on trade tluit might ensue from tin; persistence of unduly high money rates for an 
e.xcossive ])criod, the Secretary of State and the Government of India agreed on a 
])olicy of replenishing with fre.sh issues of currtmey the cash balance of the Imperial 
Bank, with a view to prevemting it falling below a reiisonal.tle figure. Tin; standard 
tentatively iulopted for this purpose Wiis that the Bank’s cash resources should not b(! 
jdlowed to fiill materially below Rs. 15 crores before March 1925 or below Rs. 12 crores 

• TIih JIal)iiij>:tt)n-Siiiitli (.-(HiiniifttM* rmnnniriKltMl Hint, fo iiioft flio seasonal denuiiiil forcumiiicy 
ill India, |io\voi's slioiild be taken wliieli would enable notes to be issued a^^ainsi coinmemal bills up to a 
liniii of Its. 5 eroi*t.'s. This iidilitional eiiii-eney was to be issuable in tlie fonrn of loans to tlio Iniperijil 

on tilt! willaloral security of the bills and was to earry interest at 8 per cent. In the limit 
was raised from Hs. 5 to Rs. 1*J ei-ores, and certain ebaiipfes liave been made as I'e^ards the rate of 
int.er(‘Kt to be clmro:e(i. At- present Rs. -I cj-oi-es may be issued at (> per rent, and Rs. 8 mires at 7 jier 
cent., subject U) the whole outstanding' advaneo eaiTyinjr interest at the ininiinum of bank lute. 

t This method has now been supjilemented, and, for the time being, has been largely 8upers(?dcd 
by the purcliase of stio'ling in India by the (joveriiment of India. 

J Sterling loans have been issued in ijoiidoii by tlie Seeretary of State as follows : 17,500,000/. in 
19-1-22; .'12,500,000/, in 1922-2^; and 20,00(V^/. in 192^1-24. No sterling loan has been issued sinco 
May 1923. 
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in the later part of the busy season. As regards active exchange operations, the policy 
of the previous busy season was followed, namely, that advaiifage should bo taken of 
a firm or rising exchange to effeet the remittances required for the iramc'dialc and 
prospective needs of the Home Treasury, sterling exchange being bought on in 
abundant scale with a view to checking any unduly rapid ai)|)reciation of the rupee, 
and operations being avoided when the market was weak. 


During Septendwr l!)24 exchange rose from about Is. ojd. to .about Is. .OJd., and 
early in October Ls. then equivalent to about Is. 4^d. gold, was touched, 

despite heavy remittance operations by Government. 


'Pho position indicated by this sharp upward movement in the exchange formed 
the subject of anxious consideration between the Government of India and the 
Secrelary ol >Slato, as the result of which it was decided that, without making anv 
public announcement of policy, cITorts should be made to prevent e,\chango from 
breaking away materially above !.>(. Od. for the time being, any tendeinty of exchange 
to rise appreciably above this figure lu'ing eonntiTactod by free oll’erings of rupees. 
Tn pursuance of this policy, nmiittanei’S from India to the Homo Treasury were 
effected in the latter Iwlf of i!)24-2i3 by the jmrehase of sterling in India and the sale 
of Gouncil <lralts in London to the amount of ^LiSG hftotif. at rates varying between 
Is. d'ild. and Is. the last remittance in the liuancial year being nnuie on 

10th March H)2,o, after which d.ate exerhange declined for a period somewhat below Is. tW. 


During the same period the note issue was c.x])andcd to the extent of Us. 8 crorcs 
against internal hills (if exchange and Us. (J crores against Ilritish Treasury hills. In 
order to remove anxiety, and to provide ample margin for possible (jxpansioii, the 
inaximnin limit of the fiduciary issue was raised by the* Indian Paper Onrrency 
(Aimmcimentj Act, 1925, [roin Us. 85 to Us. 1(X) crorcs, l)nt it has not been found 
necessary to have reconrso yet to these additional powers.* 


Tlic demand for mon(»y was not as k(s*n during the busy season of 1921-25 as in 
the prccctling y(‘ar, and the Imperial Dank did not raise tlicir ratt^ of dis(;oiint above 
7 per cent., .as compared with 9 per cent, the y('ar heCnre. TIk; comparative ('aso with 
which the monetary needs of the se.ason were mot is in i)art to be explained by the 
fact that, owing to the large not imports of hidlion (especially gold, of which luiurly 
Us. 50 crorcs wore imported in the half-year ending .March 1925), the visible Imlaiu^e 
of trade in favour of India was snhst.anlially lower in 1921-25 than in I92.‘5 21. 
Further, as explained above, the policy of the Imperial Daidv was no doubt indiicnced 
by the knowledge that the Government of India were anxious to avoid a recurrence 
of the exiremo striiigcacy of the ])rcvions year, and were prep.arcd to (;o-operate with 
them to this end. 


As regards 1925-20 (to date) there has been no material departure from the policy 
adopted in 1921 25 .as rc'gards the exchange. After consideration of all the relevant 
(Conditions, the Secretary of State and the Govcruiueut of India agreed that it was 
undesirable that exchange shoidd be permitted, for the time being at any rale, to 
rise materially above 1ft. (id. From April to Sejttembcr 1925 remittances have been 
effected by Govornmeut to the amount of 20,518,0001. at rates vaiying from l.t. Cd. to 
l.v. C/gd. for telegraphic transfers. During this period the balance of private trade 
in commodities and treasure has continued strongly in India’s favour, the figures for 
April — August (see .\ppeudix II) showing a cneditof nearly Us. 19 crores. 


12. The rellectiou of the collapse of trade in 1920 and the subsequent gnidual 
inqn'ovcineut on the course of Indian iiitern.al prices and the rupee exchange imaynow 
he considered. 

'I'he following table exhibits the movements in the Indian wliolesale price level 
since the pre-war period, in (comparison with the corresponding changes in tlie 
wholesale price levels of the United Kingdom and United States of Annerica. The 
table also shows, in the j)enultim.ate column, the average sterliiig-rtq)e(j exclnange 
in reamt years, and as, after the unpegging of the Ijondon-New York exchange 
in 1919, sterling depreciated snbstanti.ally in temis of gold, figures are given in the 
fin.al column showing the gold equivalent of the rupee after allowance is made for the 
discount on sterling. 

• This incrcttKO in the perinisRible fiduciary is.siie wiia coupled witli a proviso that the value of the 
■ created securities in the Reserve should not exceed Rs. 50 crores. 
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* Tliis index is based nn the prices in July llU l- (IW), ainl is consfnieted by (ibtainin*; llie 
aritlinietie a\era*,^* of tin* nitius of Mie indnidual pnVi's of Id groups of 1.5 articles. 'Hin index is not 
wei;xlite«I cxeepi in a crude way by allowinj^ two or more cpiotalions for (certain iinpoi'tiuit eominoditios, 
7J (juotations bein;,!; taken in all. 

t Tlie rates for the years IDIJ to IMIB represent the average rates of exehanj'O oblained by the 
Secretary of State for sales of Hills and Ttilci^rapliie. Transfers on India; from IblD ouwanls tbe rat.e.s 
ivprcscnt the daily averaj^e for each yeai* of tbe market Telcf^raphic Transfer scllinpf rates in (Calcutta 
on London. 


Ill para. 40 of their llcporl, tlio llabiiigtou-Smith CominiUct; roforivil to tbe 
(•Ifpcl of the rise in flie riipot.' exchange on the Indian ])rii:e-]evel, and observed that, 
though it was iinpossilile to estimate in precisi' terms the iidhienco of llie rise in 
excliange on Indian prices, tliey did not doubt that “in accordance with accepted 
economic theory Indian prices would, but for the rise in exchange, have been still 
fnrlluT enbaneed.” 

It will be noted from the aliove table, that in 1920 the average of the United 
Kingdom price-level was practically 200 per cent, above, tho pre-war lignre. During 
the same period tlie level of Indian prices had risen by only 100 jicr cent. Without 
postulating any preeise eiinilibri in the inovement of British and Indian jirices, it 
mav be assumed that the dilferimc betwoni the above figures was, as suggested by 
the Babington-Smitli Ci tee, to a substantial extent accounted for by tho rise in 
the nipeji-sterling excliange, of wliicli the average in 1920 was 2.v. us compared with 
i,s-. hi. before tlie war. 

From 1920 to 1921 gold priia's as measured by tbe United States index declined 
by .37) per cent., and sterling prices according to tin* Stnti.'it index by 38 per emit., or, 
if this inovement is considered from another angle, gold recovered 43 per cent, apd 
sterling 32 per cent, of the loss in purchasing power suffered since the outbreak of 
war. lOcoiiomic events moved somcwliat differently in India. From 1920 to 1921 the 
Indian price-level fell only about 1 1 per cent., that is, the rupee failed to retain the 
full ndative advantage in resjiect of purchasing jiower wliicli it had established with 
reference to gold and sterling during the great rise in world-prices that occurred 
towards the close of the war and in the post-armistice period. 

d'lie eircnmstances that led to the breakdown of the policy aiming at a 
staliilisation of the rupee at 2«, gold have, been disctissed in paragraphs 3 and 4. At this- 
stage it seems sullicient to observe that the contraction of curreuc}'^, which would have- 
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boon reqiiired to induce a movement in the Indian price-level conforming to that 
occurring in gold anil sterling pricijs, woidd have been a hazardous undertaking, 
which might have brought untoward consequences to the tlovcrnnicnt of India and 
to Indian trade. Tlie fact, however, that the Indian price-lcvcl did not conform to 
the movement in gold and sterling ijrices was iiatiiralh' reflected in the decline of the 
rupee exchange. 


After 1021 gold prices, it will be observed from the liguros in Appendix VI 
relating to price movements in tiu' United States of America, rose slightly in 1022 
and 1023 taken as a whole. During this period until the tniddlc of 1923 sterling 
prices were inclined to fall, but the dilTerenec in tendency is largely accounted 
for by the fact that the sterling value of gold was improving during this period, 
the averages for thi' dollar-stcrling exchange in the years 1020, 1021, 1022, and 1023, 
being $3.0(5, $3. So, $1.13 and 554. o7 respectively. In 1021 sterling ])rices rose again, 
and there was a slight reaction from the previous rise in the United rfUites index. It 
will be observed from the monthly liguros and diagram in .Appendix VI that 
after the decline in Indian prices in 1021 the movement in the Indian i^ricc- 
level in the years 1022 -21 was slight, and tliere was greater price stability 
in India than either in the United States of .America or the' United Kingdom. 
Here, again, the explanation may be found to some I'xtent, at any rate, in the 
movement of the liulian exchange. 'I'he average rates for tin* rupee-sterling exchange 
in the four years 1021, 1022, 1023 and 1924 were 1«. ■!/,(/., ].v. 3.Vh/., Is. l.yVh and 
Is. respect ividy, the corresponding gold values for l.be rupee in these years (icing 
about Is. ();Jf/., Is. 2i</,, Ls. 3|d., and Is. At the end of .April 1024 -that is, at 

the close of the busy season — the sterling-rupei* e.xchange stood at Is. 4|:hZ.,e(piivalcnt 
to Is. Oi'.jd. gold. A’arious influences, such as the gradual improvement of trade and 
the restriction of currency, to which reference has already been made, undoubtedly 
contributed to the progressive imiirovcment in the exchange value of the rupee, but 
it is worth noting that this ri'sult was the natural concomitant of the relative 
stabilisation of the Indian price-lcvid during a period in which gold and sterling [iriccs 
had shown a tendency to rise. During 1025 the sterling and rupee indices show 
a declining trend without any marked ilisproporlion in the movement for the lirst 
eight months of (lie year. During this period the riipi'c exchange has continued 
linn with a rising tendency. 

While it is not suggested that any jiositive. inferences can be drawn from the 
index numbers referred to in this note, the figures arc of interest as conforming, 
wdien considered in their broad aspect, to the view that movmuents in the ru|)ee 
e.xchange have a more or less delinite relation to movements in world-prices. The 
collapse in world-prices in 1020 contributed to the heavy fall in the rupee exchange, 
and the subsequent partial recovery in world-prices has been a substantial factor 
in promoting the rise in exchange from the low level of 1921. 

The bearing of the relation between prices and exchange on the question of the 
rating of the rupee will be further considered in a subscqimnt paper. 


Aitexdix 1. 

Announcements issued in connection with the Report of the 
Committee on Indian Exchange and Currency, 1919. 

No. 1. 

An.xou.ncement iiv THE Secuetauy ok State kok India, i’udi.ishkd 
ON 2nd Febi!1.\by I02U.® 

The Secretary of State in Council has considered, in consultation with the 
Government of India, the Majority and Minority Reports received from tlie ( 'oinmittec 
appointed hy him, under the chairmanship of Sir Ifenry Ilabington-Smith, to advise 
on the subject of Indian Exchange and Curicmcy. The Majority Report, which is 
signed b^ the Chairman and all the membere of the Committee except Mr. 1). M, Dalai, 
states as its objects the restoration of a stable and automatic system aud the 
maintenance of the convertibility of the note issue. 

* Tliiu ttniioiiiicemeiit was also issuoil in Imlia on 2nd tVlirmiry 1920 a-s Piiiniico Depiiitmenb 
Notification No. F. 
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The fuHilamonliil rocoimnemlatioiis of the Report are as follows : — 

(n) that the present rupee, unchanged iu weight and fineness, should remain 
unlimited legal tender ; 

(b) that the rupee should have a fixed exchange value, and that this exchange 

valm.' shonid he expressed in terms of gold at the rate of one rupee lor 
ll’‘5001(! grains of lim? gold, that is, one-tenth of the gold content of the* 
sovereign ; 

(c) (hat the sovereign, which is now rated bylaw at Rs. lo, shonid be made a 

legal tender in liulia at the revised ratio of Rs. 10 to one sovereign ; 

(c/l that the import and export of gold to and from India should be free from 
(jovernmeiit control, as S(K)n as the change in the statutory ratio has been 
elfceted, and that the gold mint at llombay should be open for the coinage 
into sovereigns of gold tendered by the public ; 

(e) that the nntilication of the (lovernment undertaking to give rupees for 
sovereigns should be Avithdiawn ; 

(/) that the prohibition on the private import and export of silver should be 
removed in due course, and that the import duty on silver should be repealed 
uidess the fiscal position demands its retention. 


These recommendations dovelo|\ with the necessary modilications reqiiinul by 
altered circumstances, the principles on Avhich the Indian currency system was 
established before the war, and are accepted by the Secretary of State in ('oiincil 
as exjweHsing the goal towards which Indian currency policy should now bo direchnl. 

Under the conditions existing prior to the war sterling and gold were identical 
standards. The existing disparity has juadc a choice between tliese standards 
necessary, and the Committee’s recommendation is iu favour of jdacing the rupee on 
a gold basis. 


In recommending a rate, namely, that above meni...mcd, for the exchange value 
of the rupee, the (..'liairman and majority have taken account of the high range of 
silver prices, and of the importance of safeguarding the convertibility of tlu* Jmlian 
note issue by providing so far as possible tliat the tokem character of the rupee sliall 
be restorcMl ami maintained, /‘.e., that the Indian Government may bo in a position 
to buy silver for coinage into rupees witlioiit loss. They were also im|)re.ssod by the 
serious eeonomic and politicud risks attendant on a further expansion of Indian prices 
such as must bo antioi])aled from tlie adoption of a low rate. 

The aigumcnts advanced in favour of a gold basis and a high rate of exchange 
appear to the Secretary of State in Council to be conclusive, and ho has decided to 
take ibo necessary steps to give immedititc effect to the recommeiidatiotis on these- 
points. Accordingly the Government of Ituliii liave to-day announced that the rate 
whifli they will pay for gold tendered to them under the Gold Import Act by private 
iinporUu-s will lieneeforth be fixed at one rupee lor IT 3001 6 grains of fine gold, 
that is 10 rupees for the golil cojileut of the sovereign. The consequential changes 
ill the regulations relating to llie sale of Council Drafts by the Secretary of State 
in Council and Reverse Councils by the Govermueiit of India will be notified 
separjite.ly. 

The (picstion of the internal ratio presents speeitil ditliculties. The Committee 
reconiinond the maintenance of gold on a legal tender fooling, especially in view of 
possible (lilllciillies iu obtaining adeiptate supplies of silver. A fi.xed ratio must 
therefore, be esliiblished between the rupee and gold tis used in the interntil 
circulation, (‘ither one sovereign fur Rs. If) as at present or one sovereign for Rs. 10' 
in correspomlence with the new exchange ratio. The former alternative would 
give the sovereign the status of an overvalued token ,coiii, necessibite permujicat 
control over the import of sovereigns tind make an open gold mint impossible. The- 
Secretary of State in Conneil agrees with the Committee that sneli conditions ought 
not to be contemplated as ti pernuinoiit arrangement. On the other hand, the lower 
ratio cannot be effcciiveiy introduced while a gretit disparity continues to exist, 
betwemi the commercial price of gold in India and the intended Indian Mint par of 
one sovereign for Rs. 10. 


Present conditions are the product of the war, and in some sense artificial.. 
They cannot be immediately remedied without the risk of shock to the economic 
and monetary system in India and of reactions elsewhere to which India cannot in 
her own interests bo indifferent ; ti gradual process of rectification and adjustment 
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to new conditions is required. P'or some time past action has been taken in India 
to reduce the preiniuin on gold by roguliir Government sales of bullion to the public, 
and this measure will be further developed. It may be expected that in this way 
a natural adjustment may be elTectod and the i>ath to legislation cleared. 

The Secretary of State has decided therefore, (1) that the import of gold shall 
continue, for the present, to be conti-olled by licence under the Gold Import Act 
with a fixed acquisition rate as mentioned above, (2) that im^anwhile periodical sales 
of gold bullion to the public shall continue, and (3) that as a provisional measure 
during the transitional period the sovereign shall remain a legal lender at the present 
ratio of Us. L5. 

In arriving at these decisions the Secretary of State in Council has not failed 
to give careful consideration to the Minority Uejiort signed by Mr. 1). .M. Dalai. 
Mr. Dalai’s main object is the elleciive restoration and maintenance of the ratio of 
Us. 15 to one sovereign as a measure lioth of the exchange and the circulating value 
of the rupee. In order to secure this he relies upon freedom for the melting and 
export of rupees and correspomling freedom for the import of gold. To meet the 
possible resulting shortage of silver coin he recommends that as long as the New 
York price of silver remains above 92 cents Government should coin 2-rupee silver 
coins of reduced fineness, the (xniiage of rupees of present weight and limMiess 
being meanwhile sus|)end(!d and only resumed when the ])rie(.‘ of silver falls to the 
figure named. He also recommends that sterling drafts on the Secretary of State 
should be sold only at 1«. 

'Phe Secretaiy of State in (!ouncil is satisfied that this iirogramme could not 
be ailopted without untoward conseipienees. The heavy exports of silver coin to be 
anticipated under the scheme must threaten not only the whole silver einrulatioii 
but also the Government’s reserve of silver coin, and entail the gravi'st risk of incon- 
vertibility of the Governnient’s note issue. The demand for the gold re(|uired pun' 
pansn to make this deficiency good must gri'atly aggravate any strain there may be on 
the gold stocks of the world when freedom of import is restored. Nor is it safe to 
assume that these diflieultic's could be met liy issuing new silver coins of inferior 
fineness ; the evidence against the acceptability of inferior substitutes for the 
present rupee lias impressed the majority, and their recomiiumdation on this liead is 
accepted by the Secretary of State as decisive. Mr. Dalai’s recommeudation in 
regard to the rate for sterling drafts, if adopted, must produce an immediate crash 
in exchange, bringing nmnorlteil disaster to those who have reasonably relied on 
some continuity of policy. The only cover which his scheme affords is the exjiort 
of the country’s cirenlating currency. In any case, even if a return lo tlic pre-war 
level of exchange could lie accomplislied without sliock to trade or risk to the 
currency system, it would lay Tiidiu open to a further serious inflation of prices, 
while the Majority’s recommendations would tend towards a reduction of the general 
price level in India. 

noth during and since the war Indian currency ami exchange have presented 
probh'ins previously unanticipated and more perplexing than any encountered since 
the decision to close the .Mints in bS93. Hut the Secretary of State, in (’ouiicilis 
satisfied that the decisions reached promise an eventual solution, and he desires lo 
express hi.s acknowledgments to the (kunniillee ami their Chairman for the ability 
and thoroughness with which they have cxploi-eil the issues and franu'd their 
recommendations. 

No. 2. 

Announcement dated 2sd Febuuakv 1920 lssied by the Govkbnmknt or rsni.A.''' 

The acquisition rale for gold importcil under licence into Imlia, which has hitherto 
been subject to variation notified from lime to time, has now, in a(a‘ordaiice with the 
Secretary of State for India’s separate aniioimeemont pnbiished to-<lay relating to the 
recommendations of the Indian Currency (.'ommittec, been lixed, and llm following 
fixed rates will apply to transactions oii and after Monday, 2nd Febniary, namely. 
Its. 10 for each sovereign tendered for import, or one rupee for 11 '30010 grains of 
fine gold. 

• The Hret two paiiiifraiilis of tlie iibovu Aiinouuceiiieiit vutb also issuuil in LoikIou <m 20(1 Feb. IB^O. 

C 
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2. Council drafts will continue to be offered at the Secretary of State’s discretion 
for weekly sale at the Bank of England by competitive tender. The rate for deferred 
telegraphic transfers and bills will, until further notice, rank for aUotmeut with 
tenders at i ^ th of a penny higher for innnediate telegraphic transfers. No announce* 
incut will be made of the minimum rate at which tenders will be accepted, and the 
lS('cr(!tary of State for India in Council reserves the riglit of rejecting the whole or 
])art of any tender. In accordance with the (’ommittee’s recommendations, the 
(iovcriiment of India will, when occasion requires, offer for sale stated weekly amounts 
of sterling reverse drafts on the Secretary of State for India (including immediate 
telegraidiic transfers). 

The rates for immediate telegraphic transfers on Tioudon will be announced on 
each oeirasion by the Controller of (hirrcncy, and will be based on the sterling 
equivalent of the price of 11‘3()()16 grains lino gold, as measured by the prevailing 
stcriing-dollar e.xcliange, loss a deduction repre^sonting the charges of remitting gold. 
The rate for deferred (Iriifts on London will, until further notice, be |V,th of a penny 
higher than the immediate rate as at present. 

.‘1. 'riie Finance Department Notification No. 4071,* dated the 11th September 
1807, providing for the issue of rupees at the reserve treasuries in Calcutta, Madras, 
and Hombay, in exchange for sovereigns and half-sovereigns at the rate of Rs. 15 and 
Its. 7.V respectively, is (sancelled. Notilieation No. (iOOSt,* dated the 11th December 
1 ‘.Mid, regarding tlie rcHJcipt of sovereigns and half-sovereigns at the mints, is also 
■cancelled. 

4. The existing prohibition on the import of silver is cancelled, and the import 
duty of four annas an ounce is abolished. The prohibition on the export of silver 
remains. 

5. 'file Notifications under the Defence of liiilia Act ’^prohibiting the use of gold 
and silver coin otherwise than as currency, or dealing therein at a premium, are 
<!aiicelled. 


* »SVr Appoiulix bolow. 


Appolulix to above. 

(tl) XnTIKIC.vnON nK THE (lUYKKNMKXT uK IXIMA, Xn. 4071 (FlXANCK AND i’o.M.MKKCi:), 

(latcMl lltli Scptcinhcr 1K97, 

III (•(iiiliinijitioii (if tin* nntirinitioiis No. 2G(i2, X«. 2Gt).4, and Xo. 2064, daffd 26t]i Juno 1S9.S, tlio 
(joveriior-diMienil in (Joiiiicil litMchy iiotilii's for public iiifornuition lliat from nnd after ili« date of tin’s 
luitifinition, sovrivic^ns and lialf-sovfMvij,^iis of current \v«iifr|it coint?d a< any initlioriHed Royal Mint in 
Kiiirland or Australia will be rci'clvcd nt tlw Re.scrvc 'rrciisiiiies at f’alcntta, Mailnis, and JJonilmy, and 
rupees will bo issued in exclnin«^o tlicrefor, tht sowifn’^n and lnilf-sovcrei«*;ii bein^ taken as tlio eipiivaleiit 
of 15 rupees and of seven rupees eight annas respectively. 


(fj) XoTiFK.’ATioN OK THE OnVEuxM ENT oF 1 xin.\, Xo. dtXlS’A, dated lltli lleceiiiber 1900. 

Urreipt by the Mints of Cnlrntla ami Uonihay of Soemotjus ami Haff-Soi^reiyus only. 

In supersession of tlie notitieatioiis by the (loveiiiment of India in tho FinaiUM’al Department, 
No. 2GtI2, daled the 2Gth June ISIJIt, and No. J^21 Sa, dated the 14th July 1899, which ai*e berohy 
eaneelled, the (bivernordienenil in (h)niieil is ]ileased to direct that, with effect fnnn 1st April 1907, 
gold bullion and gold (.'oiiis, other than sovereigns and half-soveroigiis, will not be received by the Mint 
Masters of tlie (hilontia and (lie Boinhay Mints. 

(r) Tiik Defence of Ixiua ('(.'oxsomdatiox) Kc i.es, 1915. 

21a. No person shall melt, break up, or use otherwise than as enrivticy, any curroiit gold or silver 

c!oin. 

21(’. No person shall sell or puirliasc or otfer to sell or ])nrchase any coin for an amount exceeding 
the fiuio vali’e of such coin, or sliall aecrpt or offer to accept any such coin in payment of a debt or 
otherwise for an amount exceeding its face value. 

h:.eplanafiou.—Fnv the purposes of tliis rule, the face value of a sovereign shall bo deemed to he 
Rs. 15, and tho face value of other gold coins descrilied in section 11 of the Indian Coinage Act, 1906, 
sliall be tlie corresponding propoj'tion of Rs. 15. 
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avpendix rr. 

Sea-borne Trade of British India on Private Account, 
1911 12 to 1923 -24. 



McrclifiiuURe. 


Treasure. 

, Dnhimre of 

Ratea of ext'hniige 







trade in 









inercliaiidiRi* 

CHlciitlH on Avenij(e rate 

Year. 



Kf't till- . 


AW iw- 

'and treasiiiv. 

Loudon olitniiied for 


[iii|H)rls. 

KxporiH. 

jHtrfH ( - ) 

imports 

Kk|m.|.|s. 

1 A (7 o/i/NiWs 

T.'r. selling Coiiiicil drafu 




or net 


tir net 

( ) or net 

(dailv and purcliases 




(!X ports. 


exports. 

e.vpoi'ts. 

average). of Hterlin^. 


itfl. Ik8. 

Rs. lk.4. 

Ks. Iks. 

Hs. lk.s. 

Rs. Iks. Rs. Iks. 

Rs. Iks. 

s. 

il 

1911-12 -i 

l,:t8,57 

2,27,85 

89,28 

53,42 

10..W -43,0(i 

46,22 

i 

4-083 

1912-12 -i 

1,61,00 

2,46,09 

85,09 

51,20 

7,0.‘i -14,16 

40,91. 

1 

4-058 

1912-U 

1,83,2.5 

2,48,88 

65,63 

36,62 

7.05 — i’9,.57 

36,(j6 

1 

4 070 

191t l.'i 


l,81,.59 

43,66 

21,77 ! 

3,:t0 -IS, 47 

25,ll> 

1 

4*(X)4 

1915-16 - 

l,:n,99 

1,97,46 

65,47 

11,86 

7,4;l 

61,04 

1 

4-088 

1916-17 . 

1,49,64 

2,45,22 

95,58 

14,90 ; 

4,!U -■0,00 

85,tl2 

' 1 

4- 148 

1917-18 

1,50,43 

2,42,56 

92,13 

26,05 

i),4:l —S0,0L‘ 

71,51 

1 

4-534 

1918-19 

1,69,03 

2,!)3,88 

SkS5 

1,22 

2,69 1 1,47 

86,32 

1 1 

5*548 

1919-20 - 

2,07,97 

3,:t0,06 

1,22,09 

11,12 

7.52 -3,00 

1,18,4!» 

1 11 878 1 

9-691 

1920-21 - 

3..35,(W 

2,58,17 

-77,4S 

23.42 

25,80 2,38 


1 8657 2 

2 *0421 

1921-22 . 

2,66,35 

2,45,44 


31,15 

18,!«) IS,10 

-.*;.;/y7 

1 3 8-19 ; 1 

3-S)65t 

1922 . 

2,24.31 

3,l4,:t:j 

90,02 

63,01.* 

■ 2,78* 

29,76 

1 3 7U t 1 

4*200 

1923-21 - 

2,17,03 

3,61,91 

1,44,88 

52,20* 

3,55* -4S,0.’i 

9ti,23 

1 4 HU) : 1 

4*632 

1924 25 . 

2,43,18 

3.98,36 

1,55,18 

!I9.0,1* 

4,91* -04.12 

61,06 

15 1 

5*6l)l 

1925-2() 

8{»,68 

l,i)8,l3 

68. t5 

20,62* 

1,06* -10,60 

48,89 

1 t> 1 

6*075 

(5 oioiiths) 



1 

i 



1 




* (’lirn'ilfv NotoH art* included fiiiiii .Aiiril 1922. 

1 |{evei> 

* (hmneils. 


X Diiily iivcnijfi* for 

l^ondon '1'. 

T.’r on Calcutta. 

\ From 11*2*2 -2;j t)ie value 

»f rail way nuitcrials impiU'ted 


(lii'fH't liy Sinto U;iil\VHys working iiiulrr Coiiipiiny liuv > Immmi ('xcliiilcil. 


ai'pkndix nr. 

Indian Currency and Exchange. 

Tlui following unnoimci'iiicut 1ms boon .issiictl to-ilay by tlie (.iovcrnincMit of 
India : — 

Removal of Restrictions on Imports of Gk>ld into India and Rates for Reverse Drafts. 

Tho (loveriiinoiit of Iinlia .‘iiid the Seerotary of State Imve been in eoimnnnieation 
(luring the, last few weeks n'garding tlm action to l )0 taken in view of tlie rect'ut 
niarket rates of (i.xeliauge, which have now not only departed from the parity of gold, 
blit hav(% through lack of siifiport from (lie e.\port marki't, fallmi below the parity of 
2.'f. which Avill ultimately hold when gold and sterling return to parity. Tho elleclive 
and perniaiii'iit solution of this qm'stioii cannot he dissociated from the [lolicy to be 
adopted in regard U) gohl. The (lovernment of India are glad to annonnec that as 
from 2lst .Time the restrictions over the imiKirt of gold bullion and foreign coin will 
bo removed. .Morcimn*, the (lovcrnor-(!eneral is issuing an Ordinance declaring that 
sovereigns and half-sovi'reigns will e(*ase until furthi.'r notice to be legal lender, 
though they will be roeoived by (loverninent at the present ratio of Us. l.'i during a 
moratorium of 21 days from this date, that is to say, np to 1 2th -Inly. On the expiry 
of the moratorium, the rinstricl ions ovi?r the import of llritish gold coin will also be 
withdrawn. At the fortheoming session of the hegislativo Oouneil tlie tioveriimeiit 
of India propose to siihmit a Hill pre.scrihiiig tlie new ratio el one soviireign Us. 10, 
at which the sovereign ivill Ix^conie again k'gal (endi'r. 'riiesi; umasures, which ari' 
in accordance with the rceomrnendalions of the Indian (.hirreiu'y (’ommittei', have 
been rendered specially urgent by the illicit importation of sovereigns, which are 
smuggled across the laud frontier of Ib-iiish India for eneashiuent at Ooveniment 
Treasuries and ciirreiKW otliees. 

The Government of India aiiiionnce that, having regard to the hill in the 


market rate of sterling, the rates for Reverse Gouiicils at the sale of 21th .lime and at 
subsequent sales will ho per rupee Is. llalji/. lor Immodiates and Is. llj^d. for 
Oeferreds, these being the rates whieh will ultimately hold whim sterling once more 
returns to par with gold. At these rates l,(.KK.t,0iK)T. will be sold on the 2lt.h instant, 
and weekly till further notice. 
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The following Ordinance has been issued to-day by the Government of India : — 

An Ordinance to deal with certain Oold Coin. 

WJiereas an emergency lias arisen which makes it expedient to declare that gold 
coin referred to in section II of the Indian Coinage Act of 1 HOG* shall cease to be 
legal tender and to make other provision in this connection : Now therefore in exercise 
of the power conferred by section 72 of the Government of India Act, 1915, the 
Governor-General in Council is pleased to make and promulgate the following 
Ordinance : — 

Ordinance No. of 1920. 

Section I. I’liis Ordinance may be called the Gold Ordinance, 1920. 

Section 2. Notwithstanding anything contained in section 1 1 of the Indian 
Coinage Act, 190(5, the gold coin referred to in that section shall cease to be legal 
tender in payment or on account, provided that if any person within 21 days from 
the commoucminmt of this Ordinance tenders any such coins at an oflice of a circle 
of issue established under section 5 of the Indian Paper Currency Act, 1910, ho shall 
be entith'd on demand to receive currency notes of the denominational values 
prescribed under tliat Act in exchange therefor at the rate of 15 rupees for one 
sovereign. 

Section 3. In d(;termining for pt;rposes of the Indian Paper Currency Act, 
1910, the value of sovereigns and half-sovereigns held in the reserve, such sovereigns 
and half-sover(jigns shall be valued at tbo rate of 15 rupees for one sovereign. 

Indi.v Office, 

2 1 st •! uiie 1 920. 

• ScH'tiou 11 of Intliaii Coiiiago Acf, 1901) ; — 

**(jlol<l coiiiK, wlivUier ooinod at His Majesty's Royal Mint in Knglaiid or at any Mint ostablisbeil in 
piirsuanco of a Proclaiiiat.ioii of His Majesty as a branch of His Majesty's Royal Mint shall be a Legal 
teiulnr in payinont or on aifcoiiiit at tbo rate of 15 rupees for one sovereign : 

“ Prov ided that such coins bave not been called in by any Pro^laniation made in pursuance of the 
Coinage Acl, 1870, or bave not lost weight so as to be of less weight than that for the time kdrig 
pivseribed foi- like coins or under tin? said Statute as the least ciirreni weight.” 


Appendix IV. 

Suspension of Sale of Reverse Drafts by the Government of India. 

The following announcement has been made in India ; — 

The (iovernment of India have been in continnoiis communication during the 
past bnv months with the Secretary of State on the subject of the sale of Reverse 
Gouucil Piills. Since the 1st February the note circulation has been reduced from 
185 crorcs to 158 crores on the J5th September, aud this material contraction of 
currency has to a large extent been rendered possible by the maintenance of the 
weekly offer to sell sterling drafts on liondon. The effect which might have been 
anticipated on the exchange value of the riqwe by reason of the withdrawal of this 
substantial amount of currency has, however, been obscured by various causes, 
including tin? stagnation in the export trade and the abnormal activity in the imports 
into India of foreign goods. An opportunity for reconsidering the whole question has 
presented itself on the passing into law at the recent session of the Legislative Council 
of the Indian Coinage Act, rating the sovereign at Rs. It), and the Government of 
India have accordingly, with the approval of the Secretary of State, decided after the 
sale of 28th September to withdraw for the presiiiit and until further notice the 
present weekly offer of sterling drafts on I^ndoii. Tho Government of India, however, 
reserve to themselves the right ot resuming these sales should circumstances in their 
opinion at any time subsequently render such resumption expedient. 

IxDi.t Office, 

28th September 1920. 
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Al'l'ENDIX V. 

Absorption of the various forms of currency during the five years 
preceding the war and the eleven subsequent years. 

(Jn lakhs o£ liuprcs.) 


Notes.! 


Sovortjiifiis . 

1 1 V.. (ii'iiihi 

•'iiiil luill- , , , 
total. 

SOVi'IVl^llS. 


1909-10 

1 : 3.22 

5,03 

18,25 

4,31 

22,50 

1910-11 

3,34 

19 

.3,53 1 

2,15 

5,08 

1911-12 

11.50 

4,44 

15,91 

13,33 

29,27 

1912-13 

10,49 

2,71 

1 : 3,20 

1 0,05 

29,85 

1913-11 

5.:52 

2,05 

7,97 

18,11 

20,08 

Total for 5 years 1909-10 






to I9i:i -14 . 

1.3,87 

15,02 

58,80 ; 

.51,55 i 

1,13,11 

1914-15 

-0,70 ' 

-0,01 

-12.71 

8,43 

-1.2S 

1915-10 

10,40 

9,23 

19,03 

29 

19,92 

1910-17 

3:3,81 i 

13,89 

47,70 

i 3,18 

50,88 

1917-18 I 

27,80 

17,22 

45,08 

1 14,26 

.59,31 


1918- 19 

1919- 20 

1920 21 

1921 22 

1922- 2:5 

1923- 24 

1924- 25 


45.02 

20,09 

-.?5,0S 

■ 10 , 1(1 

7,02 


49,29 

20,20 

-5,110 

9,35 

;5,S7 

7,90 

-2,51 


91, .31 1 
40,29 I 
-:n,5s I 
-1,11 
- 5.01) 
.15,58 : 

1,14 ' 


5,81* 

2,78 

9,4.3 

0,71 

14,53 


1,00.12 
30,97 
-05,1)0 
1,07 
3,74 
22, .32 
15,07 


'J’oliil for 1 1 yt-ars 1914-15 
to I924 -25 - 


90,05 ! 1,10,59 i 2,12,(54 ' 57,75 2,7(»,.39 


Sovoiw’kiis linvo Ikm*h valiieil at Hs. l.'i = 1/ in ftio a)>ovo t.al)li.. 

* Iik'.IikIus ()0 on annoiiiit of pild inoliiii's. 

* Tlicsc fiffiiivs arc Imstal on I lie nrl ivc note circulation, whicli ilocs not incliiilo notes held in 
'Govcrnnieiit Ti-eaHnn’es and by the Inipeniai Bank. 

,\PI*ENDI.\ VI. 

Index Numbers of Wholesale Prices based on 100 in 1913. 


Monili. 


I * r w ‘ 

ky^ilcutta. . * . ’ Ijabor 
I ntOdlst, ]« 

I Burrtut, 


r.s..\. , I i:.s.A. 

Ijobor Cali'uita. ...... i Labor 

]« Stafist. |. 

Burma, Bmran. 


January - 

Fchruary 

March - 

April 

May 

June 

July 

August - 
September 
October - 
November 
December 



179 1.53 

ISO 155 

181 1.50 
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Note Cipoulation and Cuppency Resepve from 1920. 




Oold min and 
liullinn.^ 

Silver coin and 
bullion. 

Total 

Per cent, 
of Metallic 

Seciiritiea.^ 


Bills of 

Toul 

Kitaerve 

(excluding 

Hundis). 

Dnte. 

(jPOhs Iintp 

uirculntioii 

Ill Indiu. 

Out. 

of 

India. 

' 

In India, 

(hit 

of 

India. 

Metallic 

Kespi'VB. 

liwMirve to 
Total 
Rraerve 
(rielndiiiK 
lluniliN). 

Qoveni' 
inent 
of India. 

Britiali 

Rovmi- 

went. 

Total 

wenritira. 

ox- 

eliann' 

(Hun- 

dis). 


Bs. 

1 

its. 

lU. 

Rs. 

Rs. 

Rs. 

1 

1 

Per 

Rs. 

Rs. 

Rh. 

Hr. 

Rs. 

1920. 

lakhs. 

Iakh.s. 

lakh.s. 

lakhs. 

lakhs. 

lakhs. 

cent. 

lakhs. 

lakhs. 

lakhs. 

lakhs. 

lakhs. 

Jan. ill 

i8r>,ir) 

183,03 

.3.5,10 

11,02 

40..33 

— 

87.0.5 

47-0 

15,00 

82, S<) 

98,1(1 

— 

185,15 

Fel».29 - 

41,30 

4,05 



84,93 

40*4 

1.5,00 

82, .50 

98,10 

— 

183,03 

Man'll 31 - 

174,52 

44,3lJ 

3,45 

.39,85 

— 

87,00 

.50*2 

19,59 

07.27 

81), 86 

.... 

174,52 

Auril 30 - 

170,74 

45,38 

95 

39,37 

— 

8.5,70 

W)-2 

23,77 

01,27 

85,04 

— 

170,74 

May 31 

1(;0,92 

42,80 

74 

41,37 

— 

84,97 

50*9 

.SI, IK 

5U,77 

81,95 

— 

1G(>,92 

June 3U - 

104,34 

43,48 

2,49 

45,55 

— 

91, .52 

.5.5*7 

35, .55 

37,27 

72,82 

— 

104, .34 

July 31 - 

103,87 

44,02 


50,30 


94.98 

.57*9 

40,02 

28,27 

t)8,89 

— 

l()3,K7 

Aug. 31 

103,27 

.39,12 


55,29 


94,41 

57*8 

47,33 

21,53 

08.80 


l(i3,27 

Sept. 30 - 

157,03 

30,15 


58,00 

-- 

94,21 

.59*8 

47,14 

10,28 

03.42 


167, (53 

Oct. 31 - 

159,58 

23,75 


59,41 

— 

83,10 

52*1 

08,1 '7 

8,35 

7(1,12 

— 

159, ,58 

Nov. ,30 - . 

100,21 

a3.8() 


59.93 

-- 

8.3.79 

52*3 

(ii^.O? 

8,35 

70,42 

— 

l(lu,2l 

1)(*. 31 - 

101,10 



01,09 

— 

84,98 

.52*0 

CH,(I7 

8.3!') 

76,42 


101,40 

1921. 

Jail. 31 

10.3,41 

24,00 




8i:.9!t 

53*2 

fiH,07 

8, .35 

70,42 

_ 

10.3,41 

Feb. 28 - 

104,00 

21,00 


04,12 

— 

88,18 

.53*0 

08,07 

8„3.5 

70,42 


104,00 

March 31 - 

100,10 

24,17 

— : 

0i.5,.57 

— 

89.74 

.54*0 

tiK,07 

8,.35 

70.42 

.... 

100,10 

April .‘9) • 

1 07, .32 

24,20 

1 

00,05 

— 

90,91 

54*3 

08,00 

8..35 

70,41 

— 

1(17,32 

May 31 

107,80 

24,30 


07,10 


91,40 

54*5 

07,99 

8.35 

70,34 


l(i7,8(l 

•Tiiiic 30 

171,70 

21,35 


71.07 

— 

95,42 

5.5*5 

07,99 

8.35 

70,34 

— 

171,70 

.lulv 31 

175,5t*i 

21.35 

24.35 

-- 1 

71,81 

— 

99, Hi 

50 * 5 

(iH,!);') 

(;(;.ii2 

8,35 

7(1.1(» 

— 

175,5t) 

Aug. 31 

170,02 


70,40 

— 

100,75 

57*2 

8„3r) 

75,27 


17(1, 112 

Sept. 30 

178.37 

21,34 

j 

78.70 

— 

103,10 

57*8 

(ii;,!i2 

8..35 

75,27 

— 

178,37 

Oct. 31 - 

179,71 

24,34 

... i 

79,90 


104,:i0 

58*0 

07,00 

8,35 

7.5,41 

— 

179.71 

Nov. 30 - 

173,48 

24,33 

— 1 

78,41 

— 

102.74 

2 

04,40 

0,31 

70.74 


173,48 

Dec. 31 - - 

172,53 

21,32 

■ ■ i 

73,97 

— 

98.29 

!)7-() 

(iH.IIJ 

5,84 

74.24 


172, .53 

1922. 

Jan. 31 

171,40 

24,32 

1 

1 

74, H4 


99,10 

50*8 

09,39 

5,85 

75,24 


174,10 

Feb. 28 - 

173,87 

24.31' 


70,27 

— 

liM),r»9 

.57*9 

07,43 

.5,85 

7:i,28 

— 

173,87 

Miircli 31 - 

17.1,70 

24,32 

1 

77,52 

— 

101 .84 

.¥.)'n 

05,08 

5,84 

70,92 

2,00 

172,70 

April 30 - 

171,70 

2t,3l' 

! 

70»,51 


l(H),H3 

58-7 

05,09 

5,84 

70,93 


171,70 

May 31 - 

172,39 

i'i,;ii' 

... j 

77,00 

— 

101,38 

58*8 

05,17 

.5,81 

71,01 

.... 

172,39 

Juni.* 30 • 

170,01 

21,32 


8(1.73 


105,05 

.V.t-7 

0.5,12 

.5.84 

70,90 


170,01 

.Inly 31 - 

180,41 

24,32 


85,09 

— 

109.41 

00 -0 

0.5,15 

5,85 

71,00 


180,41 

Aug. 31 

182,20 ! 

21,32 

i 

88,.32 


112,04 i 

01*8 

(;3,78 

5,84 

0JI,02 

— 

182,20 

Sept. 30 - 

180,70 i 

24,32 

— , 

89,07 

— 

113,99 i 

03' 1 

00,92 

,5,85 

00,77 

■ 

180,70 

Oct. 31 

179,03 i 

24.32 

j 

91,10 

j 

115,42 ; 

04*2 

58,37 

5,84 

04,21 


179,03 

Nov. 30 - 

177,30 ! 

24,32 

— 1 

89,72 


114,01 ; 

04*3 

.57,42 

5,84 

03,20 

— 

177,.3n 

Dll'. 31 

174,18 1 

21,32 1 

1 

SOjiO ! 


110,92 i 

03-7 

.57,42 

.5,84 

03,20 

_ 

174,18 

1923. 

Jan. 31 

172,05 ' 

1 

21.32 i 


1 

8.5,00 


109,38 ! 

03 -I 

57,4.3 

.5,84 

03,27 


172,li:i 

Fi-b. 2S 

173.89 * 

21.32 1 


80,21» 

~ 1 

110,01 

0.3*0 

57,43 

5,85 

03,28 

— 

1 13, 89 

March 31 

174,70 i 

24..32 ! 

1 

87,00 

• ! 

111,38 

03*7 

57,48 

5,84 

(;3,32 

— 

174,70 

April 30 - 

173,37 ! 

21,32 ' 

— j 

83,0)5 

— ; 

107,97 

03'(» 

57,55 

5,85 

03,40 

2,00 

171,37 

May 31 - 

171,23 = 

21.32 

1 

8il.57 


107,89 , 

03*0 

57, .50 

5,84 

03,31 

— 

171.23 

June 30 

i73,i*.i : 

21, .32 1 

_ 1 

8.5, 9.5 

— 

110,27 1 

03 ’5 

.57, .50 

5,84 

03,34 

— 

173, 111 

July 31 

175,72 ■ 

21,32 


90,01 

— 

1 1 1..30 J 

i;.5*l 

57,51 

3.S5 

01,30 

— 

175,72 

Aiilt. 31 

170,30 

21,32 

— : 

91,17 i 


118,79 * 

07*4 

57,51 

-- 

57.51 


170., 30 

St*pi. .3t) 

179,29 ' 

24,32 

.... 

97,49 i 


121,81 

OS'O 

57,18 

■ - 

57,48 

— 

179,29 

Oct. 31 

180,8'j 1 

21.32 

. 1 

99,02 j 

- i 

123,31 i 

08-2 

57,48 

— 

57,48 

— 

180,82 

Nov. 30 

178,30 ; 

22..32 

— 

95,.50 j 

... I 

117,82 ’ 

I’lO'l 

57,48 

3.00 

00,48 

— 

I78.;;n 

Dec. 31 

18.3,11 1 

22.32 1 

1 

80,01 1 


108.9.3 ; 

02-1 

57,48 

9,00 

00.48 

8,00 

175,41 

1924. 

Jan. 31 - 

181,02 ; 

! 

22,32 

i 

82,18 1 

1 

i 

104,50 ; 

59-4 

.57,52 

1 1,00 

71,52 

8,00 

170.02 

Fell. 2H 

180,19 i 

22,32 1 

— , 

811,34 


Hrj.i'iO ! 

.58*9 

5 < ,i).l 

14,00 

71,53 

12,00 

174,19 

March 31 

18.5, 85 1 

22;32 i 

— 1 

80,00 

- 

102,32 

.58-9 

57,53 

14,00 

71,53 

12,00 

173,8.5 

April .30 

181,33 ! 

22.32 ( 

— '■ 

77,19 


99,81 

58-3 

67,53 

1.3, 99 

71, .52 

10,00 

171,3.3 

May 31 

174,51 

22.32 1 

1 

7ti,00 

__ 

98,98 

58*0 

57,53 

14,00 

71, .53 

4,00 

170,51 

June 30 

172,19 

22,32 i 


78,05 

— 

100.97 

58 '5 

57,53 

13,99 

71. .52 

— 

172,49 

July 31 - 

170,24 

22,32 

— ; 

82.57 

— 

014,89 

59*1 

.57,35 

14,00 

71,35 


170, *24 

Ang. 31 - 

178,13 

22,32 

_ ; 

84,48 

— 

100,80 

59-9 

57,33 

14,t)0 

71.33 

... 

178,13 

Sept. 30 

179,25 

22!32 


85,02 


107,94 

00-2 

.57,31 

11,00 

71,31 

— 

179,25 

Get. 31 

180,98 

22,32 

1 

80, ,53 



0)8,85 

00*1 

.57,13 

15,00 

72,13 

— 

180,98 

Nov. 30 - 

180,00 

22,32 

— ( 

84,02 

— 

100,94 

59-4 

.57,13 

15,99 

7.3,12 


180,00 

177,21 

Dec. 31 

179,21 

22,32 


80,70 


103,08 

.58*2 

57,13 

17,00 

74,13 

2,00 

1926. 

Jan. 31 

181,11 

22,32 

1 

___ 1 

! 

77,07 


99,99 

50*5 

.57,12 

20,00 

77,12 

4,00 

177.11 

Feb. 28 

183,72 

22,32 

■ ^ i 

70,28 

— 

98,00 

.53 0 

.57,12 

20,00 

77,12 

8,00 

175,72 

March 31 

184,19 

22,32 


7li,75 

— 

99.07 

53-8 

.57,12 

20,00 

77,12 

8,00 

170,19 

April 30 

179,01 

22,32 

- i 

74,17 

-- 

90,49 

.55-0 

.57,12 

20,00 

20,00 

'77,12 

0,iK) 

173,01 

May :J1 

173,23 

22,32 

1 

73,75 


90,07 

.55*5 

.57,10 

77,10 

— 

173.23 

June 30 

178.25 

22,32 

— 1 

78,75 


101,07 

50*7 

57,18 

20,00 

20,00 

77,18 

— 

178,25 

July 31 . - 

181,30 

22132 

1 

*, j 

84,80 

— 

107,12 

58*1 

.57,18 

77,18 


184,30 

Aug. 31 - 

188,21 

22,32 


88,78 

— 

111,10 

.59 1 

.57,11 

20,00 

77,11 

— 

188,21 

S?pt. 30 - 

1 

189,51 

22,32 

" 1 

90,09 

-- 

112,41 

.59*3 

57,11 

19,99 

77,10 

— 

189,51 


I 


* With effect from 1st October 1920, the Gold and Sterling Securities in tho Paper Currency Kcservo, previously valued ut 
Bs. 15 = 1/., worn re- valued at Bs. 10= 1/., in accordance with the provisions of the Paper Currency (Amendment) Act, 1920- 
The resulting deficiency in the Bescrve was made up by the addition of ad hoc India Treasury Bills. 
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Ari’KNDIX 7(1. 

Memorandum No. 2, on Some Considerations affecting the Stabili- 
sation of the Rupee-Sterling Exchange,” submitted by Mr. C. H. 
Kisch, C.B., Financial Secretary, India Office. 


.After the bi-piikdowii of the ijold rupee it Wiis idwuys taken for granted 
that conditions would, in due coui-so, .arise in which it wotdd ho e-xpedient aiul 
necessary to attempt again a permanent solution of the Indian excliange xjroblein. 
The main (picstions tliat now have to be decided are : — 

(a) whetlier the time is now ripe for this attem))t, and 

(ft) if so, what shoidd be the basis of tlie new e.X(;haiigc ratio ? 


2. As regards (a), account, has to bo t..aken both of local and international factors, 
'riie historical note previously circulated has already touched upon the principal 
considc'rations that apxn'ar relevant to this issue. These appear to be as follows ; - 

(a) The Indian budget is a balanced budget, and, barring any unforeseen 
•calamities, such as war or famine on a large scale, the capacity of the (lovcriiment of 
India to inainlain budget equilibrium in the future may be assumed. 

(b) The b'loating Debt, in the form of 'rreasnry Hills, which at one time threatened 
to reach dangerous pro[)()rtions, has now been extinguisluMl, anti tin; (Linger of the 
(lovernment being compelled to resort to inllation on (his account has (lis:i|)peared. 
There is indeed a considerable volume of short-term debt maturing in the next few 
ye<ars (vide figures in Appendix 1), but the credit of the (rovermmmt of India is such 
that there should bo no insuperable dilfieiilty in renewing the debt on maturity by 
conversion operations supplemented as nccessai-y by fresh borrowing. 


(c) The stabilisation of the Indian exchange pre-supposes a substantial export 
■snrpbis, wliich has to provide the amount required for meeting the home ehurges, 
now amounting to about 28.0(X),(K)0I. on revenue account, pim any sterling 
•capital e.X|)cn(litnro not met by borrowing in the United Kingdom. In the five 
year.s before the war the visible balance of trade in mercliaiulise and precious metals 
averaged Hs. 12' 2 erores annually in Indi.a’s favour, lii 21 and l!>21--2') the 
correspniidiiig figures were Rs. '.Jli' 2 erorcs and Rs. (il'I crores. Assuming that no 
serious or sudden disturbance of world v.alucs is to be apprchomled, India sliould bt; 
ill a position to maintain a substantial e.xport surplus in the future as in tlio past, 
though not necessarily us large as in the last tivo years. This remark has 
reference to the normal tendency of Indian trade over an c.\ten(lctl period, 
and does not moan that occasions may nut arise, esiiocially in the event of 
monsoon failures, when the balance of trade may be temporarily adverse. Such a 
situation, if exhibited in a tendency of extrhango to ivcakcu below the gold export 
parity, called for ilofiiiite action under the e.xchange system as in force before the 
war, and has to be taken into account in the formulaliou of any new policy (nee (o) 
lielow). 

In this eoimection it may bo of interest to refer to certain statistics of Indian 
trade and price indices. For the live years bofore the war the average aimnal 
value of the private import and export trade in goods lo and from India ivas 
Rs. M6 eroros and Rs. 224 crores respectively. The corresponding iigures in the 
years 1.923-21 and 1921-25 wore (imports) Rs. 217 crores and Rs. 213 crores, 
and (exports) Rs. 302 crores and Rs. 39.S crores res[)ectivel 3 a Allowing fur the 
increase in import prices of 8() per cent, and .100 per ctmt. in each of thtj last- 
mentioned years above the pre-war (igiire, and about 15 per cent.® in the export 
values in each of the years (loiicernetl, the corresponding valuations on the basis of 
pre-war prices would bo (imports) Rs. J2l crores and Rs. 122 crores, and (e-xports) 
Rs. 250 crores and Rs. 270 crores respectively. It would seem rea.sonable to expect 
that, if and when prices in the chief manufacturing countries fall, the volume of 
imports into India should increase. 


* The peroentages here used are based on tigiires taken ffom “ I ndi-x Nnmlici-s of Imlian 1 Vices, 
18(51-1918” (with Addenda), pablisheil liy the l)e|iartmeut of Statistics, liiiliu. (.SVe Appendix II.) 
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Althouajh the satisfactory character of the liuliaiiexj^ort trade is brought out by the- 


above figures, it is natural to enquire, with reference to the inoveinent of exchange, 
whether Indian prices stand in tlic same relation to world prices as they did before 
the war. 

'file C^dcutta inde.x number, wdiich is believed to be the most reliable of the Indian 
general indo.'c numbers, is based on the prices of a 'number of individual articles, 
including for this [nirpose import and export articles. On tlm basis of the latest 
available figures (August 1925), as compared with 100 pre-war {oide Appendix 11), the 
Caloutia general index number stood at 157 as compared 'with the Statist index 
number for the United Kingdom of 15K and the United States (l^abour Ihireau) index 
numlier of 100. These figures tempt the inference that Jndian and world prices have 
now nnicli the same relation as liefore the war. Ibit it has to be remembered that 
the pre-war rupee exchange stood at Is. id. and the rupoe-dollar exchange at 32.1 cents 
as compared with approximately I«. Od. and ‘lOJ cents, respectively, last August. 
Allowing for the variation in exchange, it is necessary to raise the Indian index by 
one-eighth to find the comparative gold price index for India corresponding to the 
Statist figure, and the Indian figure of 157 would rise to 177 as (■ompared with the 
Statist index of 158. 'Phis might suggest that the present level of Indian iirices is 
too high or that the exchange is higher than price jiarities would warrant. On the 
other hand, apart from the dilliculties inherent in the interpretation of index numbers, 
there seems to be no convincing reason for assuming that the ratio between Indian 
and United Kingdom prices will necessarily bo the same in the future as before the 
war. The course of events has been dilTerent in the two countries and allowance 
must lie made for the heavy general tarid which is now in force in India. Further, 
there is at present a striking disparity between the index numbers for Indian exiiort 
and im|K)rt articles, which last July stood at 1-12 and 191, respectively. The height 
of this last figure, which owing to the rise in exchange underrates tlie increase, no 
doubt largely explains the relatively low imports into India at the present time, lint 
allowing for the rise in exchange from Is. Id. to 1«. Gd., the export index of 
142 corre8[)onds closely with the Statist July number 158. Thus on the basis of 
the Indian export index there would seem to be no material disparity betwi'cn the 
present and pre-war relations of British prices generally and the prices of Indian 
ex|)orts. 

While it is dillioult to draw any precise ])ractical conclusions from this survi'v of 
recent iinlex numbers, it nniy [lerhap.r bo siiid that they in a sense elucidate the. 
tendencies of Indian trade as exhibited in the actual statistics of exports and imports. 

(d) The stabilisation of the rupee-sterling exchange postulates that the (iovern- 
ment should be able to provide rupees without limit at the ratio established, and that 
it, should hav(< the means of drawing off redundant local currency, should this be 
required, at any time. As r(‘gards the supply of rupees, the maintenance of the 
I.S-. \d. exchange was, if convertibility was not to be sacrificed, rendered impossible 
in tin* course of the war by the great rise in tlii! jirice of silver. With silver at 
about ll’d. per standard ounci! the cost of a nqjcc (including minting charges) is 
about bs-. Id. With exchange at Is. Gd. the price of silver would have to rise to 
•i7f/. per standard ounce before the actual cost of the currency unit would amount to 
excli.inge value. If the exchange were at Is. 8d. or 2s. the corresponding figures 
would be about 53d. and G3d. ])er standard ounce. Since the restoration of the gold 
standard in the United Kingdom, the price of silver in lAmdun has ranged between 
31i',id. and 33,^6d, per standard ounce. 


As regards the reserves available to enable the Government to offer international 
exchange against payment of local currency, the position is as follows. The Gold 
Standard llescrve, whicli is invested in sterling securities, mostly with short-tenn 
maturity, amounts to -lO.OOO.OOO/., the actual constitution on 30t]i Sc])tcmbor 1 925 
being as shown in Appendix 111. Under existing orders the reserve will not increase 
beyond this figure. In addition to this reserve, which has been specifically built up 
for the support of exchange, 20,(X)(),0U()/. British Treasury Bills are at present held in 


London on account of the Paper Currency 
• ' iiexhiiusted borrowing jk.wci-s on Ihiservc, aiul there is also held in India 
.{Oth Sri)fcmbur l925:— £22'3 million in gold to Avhich recourse 

Kor purposes, 18, 04f>,lS6/. COllld be lulU 1.1 llCCOSScUy. J llOIC 0.1*0 lur^O 

outstanding borrowing powers** in the hands 
of the Secretary of Slate, and recourse to the Tjondon market remains open for 
strengthening the resources of the Secretary of State whenever required. 
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The question of the adequacy or otherwise of the Gold Standard IJeservo will, 
doubtless, engage the attention of the Coininittce, 1)Ut at present it may suffice to 
state tijat the amount of the reserve may be compared Avith 26,000,000/. whieh is the 
maximum figure held in it before the war. iloreover, at no time before the war did 
the amount held in the Gold Standard Reserve and the Paper Ourreney Reserve on 
^is side together exceed 31,tM)0,000/.’'' 


In 1919 the late Sir Lionel Abrahams inclined to the view that 25,001 ),0(K)/. 


{Vuh QiieKiioii 5G2G, 
Sniitli ComniittcL*.) 


would be an adequate holding in the Gold 
Standard Reserve, but held that no liiial decision 
should bo taken until economic cuiulitions 


hail returned to greater normality. 

(VuU Ajipeiidix D, jmra. (5, to 
Appendix f, Jtahinj^ton-Siuilli Comiuiitee.) 

actual figure at the present time?. 


Sir Henry Howard, who was at one time 
Financial Secri'tary to the Government of India, 
held that the aim should be to build the niservi.* 
up to not less than 4l),0(K),0()0/., which is tho 
He considered that after this totid had been 


reached half of the subsequent accretions might profitably be diverted to capital 


exjienditure, and that after 50,000,000/. had been reached all the ref!eipt.s accruing 
to the reserve might be so utilised. 


In Memorandum No. 1 it was exjilained that the averagi; annual absorption of 
cuiTency by India in the live years preceding the war was about 23 erores. Jo 
the eleven abnormal years 19li--15 to 192-1 25 the average absoi"ption was about 
Rs. 25 crores. What tbo future normal iigiire is likely to be cannot he foreseen, 
lint nssimiing that it will bo in the neighbourhood of Rs. 25 erores, it will he 
observed that a Gold Standard Reserve of 10,000,000/. rejux'sculs a leaver of 
contracting the currency at an excliango of 1«. (id. to the »*xtcnt of approximately 
Rs. 5.3 crores, that is, about two years’ normal absorption. Piist exporieneo suggests 
that, except in quite ahnorjiial circmnslanees, this amount of currency eoiitraction 
would 1)0 much i)i excess of what the market coidd stand without proihu-iiig grave* 
stringency, and (hat a much smaller amount of contraction should sidlicc to bring 
about tho readjustment of credit and prices required to re-establish the exchange 
value of the rupee should this ai. any lime threaten to fall away. .\l tli'* same 
time account must he takc'ii of the fn(!t that uormalily in world conditions has not 
yet heoii esttiblishcd, and though it would possibly siiiliee to maintain a ri'servc' of 
25,0(K),()00/. or thereahoiils with the view to redress a weakcm’jig of exchange 
due to a temporary adverse trade balance, it is dillieidt to assess the strain that 
might be placed on tbe reserve if a i)rolougcd period of steadily falling gold prices 
set iti, and the Secretary of State was obliged by adverse luiiuuual conditions to draw 
heavily on the reserve for financing his reqijin'monts. Moreover, it is imdesirahle to 
reduce the sterling reserves to a figure which might not leave a siillieieiit margin 
for safety or might give rise to undue alarm or nervousness on the part ol the 
public. 'I’be Rabington-Smitli Committee, agreeing in this respect with tin* 
(lliandicrlaiii Couimissioji of I91‘l--l l, held in P.ill) that no limit could at that time 
be fixed to the amount up to wliich the Gold Standard Keserves should be 
accumulated from the profits of coinage. They considered that the setlleiiu.'nl ol 
this matter should await the return of normal conditions. 


Since the dale of the Rahiiigton-Smith ComiiiiMee experience sheds lillle light 
regarding the amount at which the tJold Standard Reserve should he maintained. 
The sterling reserves of tlic Secretary of Stale have only once heca (tailed into |)lay 
since the date of that Report, that is in 1920, when, as ex])lained in .Memorandnin No. 1, 
an attempt was made to si]pi)ort exchange at 2«. gold, and, later, at 2x. sterling. 
The catastrophic fall in prices rendered the attempt abortive, but the fact that 
55,000,000/. was expended in a vain attempt to support excdiango in cxeei)lional 
conditions is no evidence that the existijig reserves are insnilicicnl having n'gani to 
any normal contingency that may properly bo provided for. It may perhaps he 
urged that reserves iu Loudon aggregating X60,000,(j00 (.£•!( ),(K)I), 000 in tho Gold 
Standard Reserve and £20,000,000 in the 1‘aper Cnrrenoy Ucserye, irresi.eetive of 
Currency Reserve gold in India) represent an oxci-ssivc hohhng. Rut there is lorce 
in the viqw that before reducing the size* of the Gold Standard Reserve experience ot 


• TWh tiKUiAi limy be ctmipwed will, llu- ..■«*, u-s l.eUl abroml l.y .la,....., ‘Ml baa 
since jR]mii first adoi>tf(f fliu stmidanl, keep n corisidcii|l»k' amount 

Lomlon. Siiifc January 192:5 Ibe tolal aam ao k.*,.t , J 

Avaa over 1,000 million yen, b.it in Ma.fl. 1924 the amount bad .1 w.ndlcd 1 m .. m ^1 nn ^ • 
Sccimir Urnitr, I tlb Kovember 19‘J4 (1.000 millio.. ym = at par of oxobang.. nlK.ut lOO.OOO.Ot.OM. 
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the working of a re-established exchange system ovcra series of yeo^: should be 
awaited, and in such a matter, where there is clearly scope for difference of opinion, 
the magnitude of the issues suggests that less harm is to be apprehended from, 
maintaining the reserve at a high figure than from reducing it to what might pyove 
an inadequate or inconvenient level. In dealing with this question it is necessary, of 
course, to liave regard to the rate of exchange that 'it may be desired to establish ia^ 
the future*, and in formulating a line of policy as regards the (lold Standard Reserve 
it might l)(' well to consider whether it would be deesirable to regulate its growth with 
referencp to the holding of sterling and gold in the Paper Currency Reserve. 

(e) 'rhe rc-establishment of the gold standard in the United Kingdom Inis 
removed one of the main (liflic.iiltios that faced the Rabington-Smith Committee in’ 
1910. The experience of the period immediately following the issue of the Report 
showed the daiigcv of attempting to fix the exchange value of the rupee while 
sterling was divorced from gold, and it has been generally recognised, since the 
brcak(iowii of the Babington-Smith Committee’s scheme, that it would be desirable 
to wait for the return of the gold standard in the United Kingdom before a further 
attempt was made to stabilise the rupee exchange. 

.*}. Tin? question, wliether the time is opportune for bringing to an end the 
period of instability of the rupc(3 (jxcbaiige, involves consideration of the prospects 
of world price iiiovenieuts in the pcrioil ahead. In Memorandum No. 1 already 
referred to it has been shown that the rise in the rupee exchange in 19JJ2- 24 
jtlayed an important part in securing rektivc price stability for India at a time 
when world prices were rising. The arguments in favour of regulating currency 
policy with a view primarily to securing price stability have Ix^en much debated 
in the Pn'ss and elsewhere, and undoubtedly there would bo certain advantages 
in applying such a policy to India, where conditions are in some respects favourable 
for this treatment of the question; but as the United Kingdom, the sterling- 
using Dominions and other important European countries, have rejected the 
idea of basing their currency policy on internal prices and have elected to revert 
to the gold standard, it is scarcely a practical issue to consider a dilTerent course in 
the case of India. Further, Indian trade and finance are (‘losely Ijomul up with 
sterling, and I here will bo great and manifest advantages to (Jovernment and trade in 
rc-cstablisliing an eflectivo fixed parity l)etwcen the rupee ami the pound now that 
the United Kingdom has reverted to the gold standard. Moreover, in such a matter 
it is necessary to pay great weight to sentiment, and there is no doubt that Indian 
economic and political sentiment is strongly in favour of a reversion to gold as soon 
as po8sil)l(\ It would seem, therefore, that the only justification for not Iwinging tlie 
Indian currency into line with the policy of the United Kingdom and the Dominions 
would liave to be founded on an anticipation of an early or substantial cbaiige in tbo 
level of world prices, which might make it desirable to postpone for a further period 
the actual decision as to the rating of the rupee. 'I'he point deserves careful attention, 
as if the element of elasticity at present inherent in the regulation of the ruj)ee 
exchange is once surrendered by linking the rupee to gold at a new parit}', it would 
scarcely lie possible to recover it, except in the deplorable event of a breakdown of 
the new ratio. 

'1. If any substantial rise in world price’s is to bo apprehended at an early date, the 
ratio of tlic rupee in terms of gold, determined in the light of existing factors, might 
prove lower than woidd ho exjunlieiit. On the other hand, if any substantial fall In 
w'orld prices is likely, the ratio, determined in the light of existing factore, might 
prove higher llian would he conducive to India’s economic interests in the long run, 
or might cvcm conceivably be beyond tbo power of Oovernment to render effective in 
the end. It is not suggested that any cl(‘ar evidence exists for inclining to cither of 
these views. There has undoubtedly been advantage in mitigating for India in 
1923-2'1, by the rise in exchange, the effect of the rise in world prices which would have 
been communicated to her had the rupee Ijeeii effectively linked to sterling or gold at a 
fixo(l ratio during that period, and there arc obvious drawbacks, at a time when the 
future of world prices is obscure, in surrendering this element of elasticity in Indian 
currency policy. On the other hand, it is important, in the interests of Government 
and trade, to bring to an end the period of exchange instability as soon as there is good 
gi’ound for believing that world prices are likely to remain reasonably steady. No 
iloubt it is at present difficult to forecast future movements in the commodity value 
of gold, and on this fact a case might be based for a further period of delay before 
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taking perniaiient decisions regarding the rupi?c-8t(‘rling exchange. Jhil, rdtogetlier 
apart- from tlio natural desire to terminate the period of (.lovfirament managoiuent of 
the currency, in the sense that it has had to be managed in the last few yeai s, it may 
perhaps be assumed that tluj United Kingdom, and the other countries which have 
now returned to the gold stamlard, would not have iloue so had tlune not been 
good grounds for holding that the years immediately ahead would not witness any 
serious change in price levels. In this connection it is worth noting the statement 
by the Chancellor of the Kxchequer on iiSth April: — 

“ We have entered a period on l)oth sides of the .Atlantic when political 

and economic stiibility seems to bo morcassiirc'd than it has been lor some years.’' 

Further, the importance of maintaining the commodity value of gold stabh; was 
emphasised at the Genoa Conference, and it may perhaps be anticipated that this is 
likely to be a subject of constant care to the principal Central Banks of tin* worhl. 
While, therefore, it eannot be disguised that there must bo some risk in basing 
recommendations regarding tlie i)ermanent mting of the rupee on tlio factors of 
to-day, it has to be considered if the risks are greater than it would be reasonable to 
take, and even if decisions Avero postponed for a further period tlie clcineiit of risk 
cannot be entirely eliminated whenever the actual decision is taken. 

5. The bearing of India’s al)sorption of gold on the stabilisation of the exchange 
will, doubtless, receive attention. Statistics are included in Appendix 1\’, showing 
the amoiuit of Imlia’s net absorption of pHunous metals in recent years. 'I’he large; 
volimie of net gold imports in 1923 -24 and 1921-20, viz., Bs. -11 cmri's. Us. 29 

crores and Us. 70.V crores respectively, are noteworthy, and it is signilicaut that, 
despite these large imports, exchange rose in these three years from Is. Vji/. gold to 
practically Is. 0</. gold. With the rise in the gold value of the rupee substantially 
abov(! tin; pre-war rating, gold has lately been cheaper in India than at any t iiue during 
the past generation. It is, therefore, no matter for surprise that imports (jf gold have 
recently been on an unprecedented scale. Although efforts have been, and are being, 
niiidc to encourage the iuvestinent habit in India, changes in this direction are likdy to be 
of slow growth, and it must be assumed that wiih gold relatively choa]) iiidia’s 
demand for the metal is likely to continue to be large. Imports of eommoflilies have 
been relatively low in recent years, dotibtless in part owing to high prices in the 
manufacturing countries. If gold prices decline, the tendency may be for India to 
take a larger part of the payment fur her exports in commodities rather than in gold. 
'Phe rpiestion of those gold imports has an important relation to the future of 
commodity value of gold, that is gold ])rices generally, but there doi’S not seem any 
reason to think that India’s absorption of gold is likely to militate against the main- 
tenance of the rupee exchange in the future any more than it did in the pre-war period. 

0. The; utilisaticu of gidd in Indians currency is a separate but connected issue 
with a long history behind it. The views of the Babiiigton-Smlth Committee will be 
found in paras. 6G-S of their lie])ort. The question of opening a gohl mint in 
Bomba.y has Jiot been a practical one in recent years owing to the exehang(! position 
being out of acetird with the statutory ratio. But the issue must he expcclt'd to arise 
again it and when a new effective gold parity is established, and a demand may be 
anticipated that a branch of the Royal Alint for the coinage of gold should be 
reopened in Bombay, as recommended by the Babington-Smith Comniillee.''- A new 
factor bearing on the case is tlie decision of llis Majesty’s Government not to givi* 
facilities for the circulation of gold coin in the United Kingdom at presonl. 

7. If it is hold that the lime is appropriate for measures to be taken to stabilise the 
exchange value of the rupee, tlio question of the ratio has to be eonsidereil not from 
the point of view of the pre-war rating, or from the point of view of the ahnurmal 
conditions ruling towards the cud of the Avar, l)iil from the point of vieAv of the ruling 
ratio and the i)arityof fniliiiu and Avorld prices. It is certainly a .striking fact that, 
solar as the present Avriter knows, the, Indian exchange i.s the only important i-xehaiigc 
in the world that has appreciated in terms of gold, and it inay In* asked why the 
pre-war rate should not be re-establisbod in India as in the United Kiug(ioiu. It is 
not propoBcd to pursue this question here beyond observing that the history of the 

• Cy. answer to tt quBstion in the Couiifil Ilf State, 30th Jiinmiry 192-1.;-“. . . . The Indian iiiiiita 
are'pi-e|«arod to ooiii gold as hooii a« the demamt for gohl euw-uiicy ai-isea, hut no such demand can arise 
wo long aa the present premium on gohl us compared AA'ith its stntutoi-y parity exists. 
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British and Indian currencies since the outbreak of war, and the economic conditions 
of the two countries, are widely different. The breakdown of tlie 1«. 4d. excluinge 
and the progressive rise in the rupee exchange to 2s. and above must be regarded as 
having deprived the old Is. 4(2. ratio of validity. Similarly, the collapse of the 
2s. ratio omlHjdicd in the Indian Coinage Act of 1920, and the disappearance of the 
conditions under which that I'atio might have become effective, have deprived the 2s. 
ratio of the sanctity ordinarily attaching to cuiTcncy law. 


These ratios have now an historical and academic interest. If it were desired 
to (lirctA (jurroncy policy towards their re-establishment, it would bo necessary to 
justify tlial policy, not by argunients based on past history, btit on the economic 
factors of the present. 


8. For the purpose of this part of the discussion it has been assumed that a period 
of relative economic, stability may be expected ; otherwise it would presumably be 
considered inexpedient to attempt at present the permanent fixation of the rupee 
exchange, (hi this hypothesis it may he asked, what would bo the effect of 
re-estal)lishing an c.\'change rating of !». 4(2.? Seeing that th(? rupee exi’hange has now 
ruled at about Id. (id. for some time, it must be presumed that the adjustment of 
prices and \vag(‘s in India to this ratio has been continuously in progress, and that 
a permanoiit lowering of cxchangtf woidd involve a serious disturbance of values. 
Doid)tless the period of falling exchange would result in immediate profit to 
some industries, which would be able to increase the rupee price of their products 
without at once having to meet a corresponding increases in the costs production. 
As regards these costs experience has shown that adjustments of wages in due coume 
follow a rise in the cost of living, and the temporary advantage disappears on the 
readjustment of costs and wages to the reduced purchasing power of money. It may 
he ask(i(l whether it Avould bo necessary or expedient to increase the nominal wages 
of Indian labour, urban or rural, in the event of a decline in the purchasing power of 
the rupee. 'I'his is a question on whi(.*.h first-hand evidence is more readily obtainable 
in India than in this country, where up-to-dato statistics are not available. Figures 
for the year 1922 from the Bojnbay Presidency tend to show that the real wages of 
labour have risen since 1914, except in the case of field or ordinary lalx)ur in rural 
areas, the largest increase, that of ordinary urban labour, having been about 12 per 
cent. The bearing of this positioti on the Indian cotton industry, snbjf'Cted to vigorous 
dapanese comj)etition, may be developed by witnesses in India. Others will be in a 
position to si)eak of the importance of maintaining the standard of living of the 
workers. 


9. From the point of vi(?w of Covernment a reduction of the exchange ratio from 
1 . 1 . (5(2. to bt. 4(2. would have far-reaching reactions throtigliout the administration. 
One ininKHliate effect woidd be to increase the burden of the home charges by 
approximately Bs. fi crores per annum, which would militate against the execution 
of important financial measures that the (lovcrnmeiit of India have in view. The 
liOcal Governments would also suffer severely from any rise in general prices 
conseqiiiMit on a decline in c.xchatige. 'Hiis would again upset financial equilibrium, 
and the jiroccss of readjustment would raise fresh and embarrassing problems affecting 
the incidence of taxation. It should be noted in this connection that an important 
part of their income is derived from the land revenue, which is either permanently 
fixed or only capable of slow expansion over an extended period. 

10. 'riiere are also objections, assuming agjiin that the period ahead is one of 
economic stability, to directing policy towards enhancing the exchange value of the 
rupee. Such a policy would, if it b('c.aino effective, involve the reduction of the rupee 
prices of Indian produce, and would inflict a serious tax on industry until costs had 
been reduced in correspondence with the increased purchasing power of the nipee. 
I’his process would impijse an unnecessary strain on industry at a time which is 
generally lecognised to bo a difficidt one for business. It has to be remembered that 
the recent rise in exchange to Is. (5(2., as has lieen pointed out in Memorandum 
No. 1, has been assisted by the rise in world prices which enabled the exchange value 
of the rupee to rise without involving any great change in its internal purchasing 
power. From the point of view of the (lovernment of India, a rise in the nipee 
e.xchange from 1«. (5(2. to a higher rate would of course lead to a reduction in the 
cost of providing for the home charges, but there would seem no justification for 
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making this a governing consideration in dealing with the Indian (exchange and 
for exposing Indian trade in tin; process to grave risks and imccrtainty. It will also 
be realised that any announcement of the intention of (.lovernment to stabilise the 
exchange at a ratio either above or below the rtiling rate would be likely to introduce 
disturbing factors into business and to encourage speculation. 


11. The ab<jvc arguments point to the conclusion that, if it wei'e desire<l to-day 
to stabilise the rupee exchange, this should be done with reference to the ruling rate, 
viz., 1«. 6</., i.fl., the sovereign woidd be equivalent to Us. ll},, and the gold rating of 
the rupee would be 8*47512 grains of line gold.* 

Figures showing the market rate of exchange in recent months will* be found in 
Appendix V. As regards these it will be observed that the rate has ruled in the 
neighbourhood of Is. Gd. since October 1924, and it must be assumed that prices and 
wages have been adjusting themselves to this rate throughout the period from this 
date. ^Moreover, in the absence of unfoniscen developments, there would appear to bo 
no abnormal risks in a policy aiming at stabilisation at this level. 


12. These observations apply, of course, to existing conditions. The sitiiation 
may conceival)ly (diange before the Commission reports, and it may bo necessary to 
modify in important respects the views |)rovisionally expressed above in the course of 
any later evidence that the Commission may require. 


* This rating:, nuiy bi! (»bs(M*vt?«l iii(‘i<h‘tilally« fiirnisiiH.s a coiiveiiiout |)arity for exprossiug 

a Bovereif^ti in ttu'ius of inipoes and a riipor in itM'ins of Jf, howrvrr, conditions pointed to 

stabilisation at sonio otber point which did not furnish these two faeililies and a elioico had to he nnidu 
between them, the adviintafrcs of hein*^ able b> etuivert the sovereij^n into an exact eipiivaleiit in Liidiaii 
cuiTeney, especially if it is made lej|^al tender in India, deserve to he 1*111 pliasiseil. 


Ai’I'Esdix 1 . 

Rupee Debt of the Government of India maturing from 1926 to 
1935. Amounts outstanding on 31st March 1925, modified as a 
result of Conversion Loan of 1925. 


(i per cent. Five Year llonds, 1926 

- 

. 

lls. lakhs. 
20,14 

(} per cent. Five Year llonds, 1027 

- 

- 

20,01 

oi per cent. War llonds, 1028 

- 

- 

21,83 

0 per cent. 'IVji Year llonds, 1030 

- 

- 

20,28 

6 per cent. Ten Year llonds, lO.'ll 

- 

- 

11,31 

0 per cent. Ten Year llonds, 1032 

- 

- 

19,40 

5 per cent. Ten Year Ikmds, 1033 

- 

- 

21,10 

5 per cent. 'I’en Year llonds, 1935 

- 

- 

4,71 

'lotal 

• 

.. 

- 1,48,23 
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Index Numbers of Wholesale Prices based on 100 in 1913.^ 


->■ ■ 

India 

exported 

articles. 

On 

Inilia 

im|Mi!‘ted 
art ides. 

(M 

General Index Numbers. 

0 

Onlunttn. 

(c) 

U.K. 

“ Stiitist.'’ 1 

n.s.A. 

Oahoi' IIiiivHii. 

192.?*, .lull nary 


141) 

183 

170 

153 

150 

I'eljniary 

- 

117 

187 

180 

155 

157 

MartJi - 

- 

141) 

185 

181 

150 

159 

April - 

- 

117 

IS-o 

178 

158 

159 

my - - 

- 

I4;i 

l.SC 

177 

156 

156 

.) imo - 

- 

140 

181 

175 

150 

1.53 

.luly - 

- 

110 

178 

170 

147 

151 


- 

I3r> 

175 

171 

117 

1.50 

Sdptpnilier ■ 

- 

i;i() 

181 

174 

150 

151 

(.)ctol)er 

- 

138 

1S2 

174 

150 

153 

November - 

- 

138 

184 

177 

1.50 

1.52 

December - 

- 

145 

167 

179 

157 

151 

Avera^^e for 1!)2.‘} - 

- 

115 

170 

170 

152 

1.54 

1924, .Tatmary 


112 

186 

172 

101 

151 

I'chniarv 

- 

140 

202 

178 

163 

152 

iMardi - 

- 

1 12 

224 

170 

161 

150 

April - 

- 

141 

221 

171 

161 

1 18 

May - - 

- 

111 

200 

170 

101 

147 

.1 lino - 

- 

112 

215 

170 

lOo 

115 

-Tulv - 

- 

1 115 

210 

179 

16:5 

117 

.Auifust. 

- 

1 150 

214 

180 

162 

150 

Soptomber - 

- 

153 

211 

170 

166 

1 10 

Ociolior 

- 

151 

2t)5 

181 

172 

152 

Novomber - 

- 

152 

190 

180 

171 

15.3 

JK.'Combcr - 

- 

150 

200 

170 

174 

157 

AverafTc Ibr 1921 - 

- 

MOV,) 

209((/) 

177 

104 

1.50 

102;>, .iamuiry 


no 

200 

i 

! 171 

170 

160 

I'Vbniarv 

- 

IKi 

i IDS 

! 172 

168 

161 

March -■ - 

- 

111) 

1 108 

1 108 

165 

101 

April - 

- 

147 

i 100 

! 160 

162 

150 

May - - 

- 

147 

! 107 

1 104 

160 

155 

.hiiio - 

- 

145 

i 180 

157 

154 

157 

.Inly - 

- 

112 

i 191 

100 

158 

JOO 

August 



i 

1.57 

158 

160 


• Till* first two cciluiimsof iifrmvs ;nvlmKCMl oii lijriiros takrii fiiuii “iriilex NiimborH of Tiidiiiii IVices, 
(witli Aildioidii), puldishcd by the Department of Statistics, India. The tigui’es in the 
next f'oliiinn, ^ivin^ ilit‘ Calcutta Index iiuinlier, are peirenta^es of the prices in July 1914. 

(a) Tlie index number of India exporteil articles is unweij^hted and is based on the average of the 
whole.mile praxes of 28 arlltdcs, loclndiiii^ trrains, seeds, tea, castor oil, jute, cotton, raw silk, wool and 
hides, skins, coal, lac, saltpetre and indigo. 

yi ) 1’he index niirnber of linlian imported articles is unweighted and is based on the average of the 
wlndesule priees of 11 articles, ineluding sugar, salt, eotton piece goods and yarn, raw silk, iitiii, copper,. 
Kpeltei*. eoal and kerosene oil. 

(r) The Calcutta general Index nnrnher is the arithiiietle average of the ratios of the individual 
prices of It) gr-oiips of 45 articles. The index is nut weighted except in a crude way by allowing two or 
more quotations for certain important commodities, 7*1 quotations bcn'ng taken in all. 

(//) The actual averages for 1924 may differ slightly from these iigures, which ni'O averages of the 
monthly tiguras in this table. 
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.\I4*KNDIX 111. 

<3roId standard Reserve. Composition on 30th September 1925. 

Jn £ 

(!!iish at Uauk of Kn^lutid 

Bi'itiKli Treasury Bills . . . . . 10,52'J,'J.‘>1 

Secjiritios itiaturing williiii fho next two years - ~ 7,o98,()7(> 

Securities maturing in more than two and loss than live years 20,150,215 
Securities maturing in more than live and h'ss than 10 years 0511,600 
British War Loan, 1020-47 ----- 1)00,179 

40,000,(X)0 

In Ind'u - Nil. 

Total .':40,tKX),000 


Ai'i'Kxm.K TV. 

Indian Sea-borne Trade in Gold and Silver on Private Account. 

Note. The ligures in this talilo exclude transactions which do not enter into the 

balance o£ trade. 


Year. 


(idbl). 



Sir.XKR. 


'I’OTAL. 

1in|Mirts. 


linptH’t or 
Net- KviKH't. 

I III ports. 

! 

,, \ Not lini)t>i‘inr 

hxiK„-.«. I JJ,., 

Ni't Import or 
Net. K\|)ui't. 


1 

Rs. laklis. 

Ks. lakhs. 

lU. l-iklis. 

Rs. hikh.s. 

Ks. lakhs. 

Ks. lakhs. 

Kk. lakliH. 

11)09-10 - - i 

25,01-8 

3,34-9 


1-2,40-9 

0,0 1- 5 

OMG'4 


1910-11 • - ! 

27,89-3 

3,91-4 

:iS,07-y 

11,77-5 

3,20-4 ' 

S,o7'l 


1911 12 • 

41,40-4 

:j,72-6 

:}7.7rrs 

11,92-9 

o,o;i-5 1 

6,2{h4 


1912-13 - 

41,29-1 

.-1,71-2 

S7/»7'0 

9,90-7 




1913-11. - 

28,22- 6 

4,90-3 


S,;i9-4 

2,14-9 

0,24-6 


1911-15 ■ - ; 

10,70-4 

2,24-9 


11,06-7 

1,05-4 

10,01-3 


191!>-16 - 

5.24-4 ! 

1 :i5*(.) 

4 MO -4 

0.61-1 1 

1,03-5 

6,67-0 


1916-17 - 

•t,26-0 

: (5-2 

4J0M 

1,50-0 

3,72-0 

•2,16-0 

2,00 -s 

1917-18 - 

21,46-8 

1 0-9 

4'/,/.V.V 

2,:i7-8 

92-2 

1,46-0 


1918 19- 

2-)) 

()•:! 

23 

0-0 

0-2 

6-7 

8-0 

1919-20 - 

3-2,63-6* 

Nil 

32fi3G* 

LV2 

:^0-0 

U-8 


1920 21 - 

•I5,!'7 - 1 1 

: 21.17-7 

24M0'4^ 

10.09-7 

3,-28-0 

7,41-7 

•w./z-yf 

1921 22 - 

1.3,82-0 

10,01 ’ll 

2.79 •:! 

17,29-1 

2,33-6 

14,06-6 

12,10-2 

1922 23 - 

41.31-4 

l;i-;i 

ftJS-l 

20.71 -4 

2,53-8 

18J7-0 

60M6-7 

1923 -24 - 

-29,25-3 

’ 0-7 


21,78-1 

3,R)-0 

IS,38^1 

47,60-7 

1924 2r> - 

70,95-0 

i :to -2 

roMS'S 

2l*,2i)-() 

4,-20 -3 

20,06 - 7 

00,04-6 

192r)-2(i (lirNt 

12,-26 1 

l:i-o 

12,126 

8,19-9 

73-7 

7,40-2 

10,68-7 

T) inunllis). 





1 




• liidiitli's as an inijiort Uh. lakliK— the valiu* of f^ohl koI« 1 in iinliii hy ilii; (Mivoriinicnl. nf India. 
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Apcendix V. 

Rates of Exchange for Calcutta Telegraphic Transfers on London 

(average of daily rates). 


Month. 


.Taiiuary 
February - 
March. 

April 
May 
June 
July 
August 
September - 
October 
November - 
December - 

Average for year 


l'J20. 

1921. 

1922. 

192:5. 

1924. 
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S. 

</. 

s. 

d. 

.s. 

d. 

6*. 

(L 

8. 

d. 

•*?. 

d. 

o 

^8 

1 

b,'.i 

1 

m 

1 

4:?, 

1 


1 



1 

4/.. 

1 

‘^1 7 

0:\2 

1 

■H 

1 

4 

* ;» 2 

1 

^34 

wmi 


1 

*>i i; 

1 


1 


1 

4i.\ 

1 

r.i 

•^ir, 

2 


1 


1 


1 


1 

43 

1 


2 

liV. 

1 


1 

*1 1 7 
•^:\2 

1 

4 A 

1 

m 

1 


1 

11 

1 


1 


i 

4A 

1 

4!il 

1 


1 

10,’. 

1 


1 


1 

4 

1 


1 

OA 

1 

loiil 

1 

•lA- 

1 


1 

4 

l 


1 

bA 

1 

10,'., 

I 

bs’j 

1 

\\ 1 !» 

1 

48 

1 

r. I 5 

1 
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1 

7M 

1 
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1 

4J:1 

1 

6 



1 

7 
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Memorandum No. 3, on Note on Proposals for promoting a Gold 
Currency in India/’ submitted by Mr. C. H. Kisch, C.B., Financial 
Secretary, India Office. 

Thi' inlrocluftioii uf as the sole metallic iiiilinuted log;d tender, and theronvoi-sioii of 
the rupee into a limited legal tender, involve a complete departure IVoiii estahlishetl cnstojii. 
It could not he expected that the change could be given effect to without diflicuhioa, and it 
is necessary to consider carefully wliether it offei-s advantages commensurate with the 
obstacles that would have to be surmount(*d and the risks that could not l)e avoided. 

ft ia proposed to examine the scheme from the following points of view : - 

1. Character of the objective. 

2. Nature of disturbance involved. 

Security of (iovernment during process. 

4. Cost. 

f). Alleged defects in pre-war system. 

Character of the objective. 

In para. 8 of his memorandum on “A Gold Standard for imlia,” Air. Penning states that 
“ undoubttMlly tlie ideal to be aimed at is the system now in force in Great liritain, under 
which the Note is the sole full legal tender in circulation, and tin* gold value of sterling 
is stabilisi'd by the statutory obligation imposed on the Hank of Engiaiid to buy and sell 
gold at rates corresponding roughly to the par of exchange.” 

This “ideal” seems, however, to be rather lightly throwji ovci* in the .statement that 
“it is imi)ossible to hope that conditions in India will for generations be such that a fidl legal 
tender metallic currency will he no longer necessary,” or rather in the proposition treated as 
following therefrom, that a gold currency should be established. India has aln*ady the 
beginnings of the “ ideal ” system in (i) the ae(‘epted nsc of a token coin instead of a full, 
value coin, (it) the very wiilely accepted use of notes, and (iii) an uiimistakahle lendeney 
in recent years to rely less on coin and more on notes. The expansion of the note issue 
has been one of tin* most satisfactory features in later eiirreney devt‘lopinpnts. In particular 
it is worth noting tlte large lu-oportion of 10-ru[)ee notes in circulation. ••• The true wisdom 
seems to Im* to eontimic on the lines on which such remarkable i>rogress lias already been made. 

'rii('S(‘ remarks do not im[>ly that gold coinage should not be undertaken in India if the 
people of linlia desire that the g(»ld which they import should be stamjied in small units 
with the (Jovernment hall-mark of fmom^ss and weight, and ho available on occasion as legal 
temh'r. Hut there is all the difference hctwecii the admission of gold as legal lender hut 
without an obligation to issue it except in return for bullion, and forcing the [)CO|>le away 
from a enrreney to which they are accustomed, and pressing \\])()n them a new currency of a 
more costly character, whose free circulation it maybe dillicult to ensure. In so far as the 
Indian (!urrency system involves the use of gold, the best place for tin* gold is in reserves, 
and it seems retrograde to propose for India a gold circulalioii wliieh is now regarded as 
obsolesrent in Europe. 

It is worth eonsid('ring how far, in the case of a country like India, there is any reality 
ill contem|>lating the limitation of tin* legal lender jpiality of tin* rupee. It is a|)2)arciitly 
eonsiilere<l, ainl reasonably so, that loU erores of rupees might bo roqulretl in circulation if 
the ru])eo bf'came a limited legal tender. If for any reason there was a return of enrrciicy in 
circulation, it may be assumed tlial the return Avill include at any rate a due proportion 
of ru]K*es. In the ease of a country like India, where cash transactions of a small amoniit form 
a large |*art of the daily Inisiness of the country, would it be a practicable thing for the 
Imperial Hank to refuse to accept rupees from other Hanks or for Government to refuse to 
relieve the Imperial Hank of redundant rupee currency? Jt is suggested tliat even it the 
attempt were made to force a gold circulation and to limit the legal tender quality of the 
rupee, the ruiu-e would still continue in practice to he an unlimited legal tender. Indeed it 
may he asked whether there is any suhstanec in the conception of a limited legal tender 
riip(‘e in the case of India wliero the rupee circulation is bound to play for an indefinite 
perio«l sucli an important part in the economic life of the people. 

, Tl»e propriety of Government selling a term to the unlimited legal tender fpialily of the 
ruiiee in the case of a country like India also requires consideration. 

Nature of disturbance involved. 

The disturbing effects of the proposed plan are far-reacliing.t In India the rupee lias for 
generations been an unlimited legal tender. It seems that, if once the idea spread that 
this ([uality in the rupee is to be taken siway, the result would be to bring the rupee 

* On aint March 1923 iho ciirulaiiuii of Ks. 10 notes (Ks. 98*5 croreH) formed 40*5 per cent, uf the total circulation. 
The Us. 10 Mild Kb. 3 notes formed 50 per cent, of the totui circiilatiun. 

I' 'It will, of course, uffect territorieB outside India using the rupee. 
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into disrepute. It is admittedly not po-ssible to form an accurate estimate of the number of 
rupees that will be presented for c.\chan«e into gold under the sidioiue suggested. All one 
can say is that the bullion dealers of India are not likely to nii.ss tlie o])p<irtiuuly that so 
radical a change in the currency policy will allord. Their obvious inteivst will be lo discredit 
the ru [)00 and collect as many rupees as they can from all cpiartcrs for exchange, and it luav 
be assumed that the peasantry will pay liberal commissions in the jirocess. 'I’lic limitaiioii 
of the exchange to gold bai-s of 11K» o/s., the value of wliicli at Is. Qd. the ru|MM> is less 
than . Us. 23,000, Avouhl not give protection, as the point could Ix) mot by clubbing and tlio 
concerted operations of Indian dealers. 

The possible ellect of the offer to give gold for notes does not appear lo be appreciated 
in the caleidations regarding tlie amount of gold re(inired to bring the scheme of a gold 
circulation into operation. The speculative clement here is of the gravest possible kind. 
Tlie other estimates — of 110 crores of rni)ecs iw the totsd amount likely to lie presented, of 
.J)() crores of gold as the initial slock, tkc. -are fiuevitahly) not very scimivly based, hut 
in this matter of the possible extent of the substitution of gold for notes, no estimate is 
possibh‘ at all and no practical limitation can be set. 

No indication as to the lime that might chii>se between stage 1 and slagt* 2 is given. 
It is certainly possible that the scheme might have to be aliandoned before it got beyond 
stage 1, that is, the stage in which gold bullion is being snpplieil for non-cnrrciiey purposes. 
It is snbmitled that a schemo of (rnrivncy reform of which the |)mgress is so imct-i lain and 
of which the piwi^ss is so exlcmh'd a most objectionable f»>alnre in itself could only lio 
jnstilied if by no other means a sound system mi>eting the rei|uiremcnt8 of the country 
coulfl 1)(5 provide'^. 

1 1 reco^^i list'd tliat. llic l:irp:o additional drain of ^rnld to India over I lie ordinary 
(.i(?mand, wliicli is already lar^(% might seriously alTect gold prices, ami it is suggi'.^lcd ihal. it 
would prohaldy he necossary to make' special arrangements with the Hank of England and the 
F(Hlcral Reserve Hoard of tlie I 'nitiMl States. It is ilillienlt to lorm a vii^w as Id the future 
trend of gold prices, which turns largely on th(‘ policy that may lie pnrsmvl hy the great 
Central Hanks. Hut witii the gradual return of the nations of Knrojie to gold the markets 
for the metal are increasing, and the hmdeney may he for eomilries to adtl to their stocks 
as o|ii)ortunity offers Avith the object of strcngtliening their note' reservi's, fs it, safe to set 
aside altogether the jiossihility of a fall in gold jirices, es|)(x;ially if th(' demand for gohl was 
increased hy additional rennirements for India for the jmrposo of providing a gold ciividalion? 

If tlu' solution of India's exehaiige [irolilem is to ho essayed while world conditions arc 
still nnstahhs it would se(‘m inopportune to add to the risks hy any action tliat might tend 
to cause a rise in the value of gold. 

The Hank of England and the Tr(‘asnry will, it is assnmcil, have tlii‘ ojiporlimity of 
expressing their views as to the effect that the sclicmc might he cxpi'clcd to Jiavii on the 
position of gold ami sterling. 

'riio attitude* tliat the IJniteil States nnthorilics are likely to ado[)t towards the proposal 
is a matter for conjecture, Init there is om* factor in the case which may ho t‘.\pcctctl to 
invjmlice them against it. The silvcr-|»roilncing inlereslsin tin* Tniteil Stale's an* a ptiwerfnl 
body, ami tin* various Acts, c'nding willi tin* Hittman .\ct, jiassed for their jn'olc'clion, suggest 
tliat they are not likely to view without dismay and jnolesl the ihix'at to tin* silver market 
involved in the suggested sale of apj)ro\imafely Hs. litM) crorc's of silvi.*r, or lhrei» years’ 
production, within ten years. The pro]»osal really means that the silver which tin* I’nitcd 
States lloveriinient were iiidneed to snjiply to India at a lime of great i*mergein y is lo he 
thrown back on to the market. The reactions on diiiia liiiclnding her imptats from India) 
of iiillnences t(*ndiMg to depress tin* prici* of silver coiitimioiisly are also worthy of not ice. 


Security of Government during process. 

It will be* observf’d that the scheme* conlemplale*s tliat the sti'rling re.'^erves should he 
used ii]> and resort he* liad, if ne'e-essary, ie» (*xti*riial hormwing in onler It) sccinc tin* supply 
of gohl to Inelia. What would ha[»j)eii if at an (*arly stage in the preigress of the scheme.* 
Jmlia was allcetcd hy the niifortniiati* vie*/issiiinli's to which she is liable? An adverse trade 
halaiice Aveuilel obviously suspend j»rogn\ss for the tinn* lu*iiig Aihlilional exiei nal borrowing 
might be*(;oine iie'e.*e*ssarv, />/'o ttuilo dimiiiisliiiig tin* [lower of India lo draw gohl on the 
recove*ry. Jlow far gohl in Imlia would be exported is imcerUiiii. The presmnpiioii is that 
the return of enrreiicy for e'emversion inte) foreign exe hange would te'iiel to lakt* the form «)f 
notes and silver rather than gold, and the attemialed re*st'rve*s might he nne.|nal to the 
strain. Tlie [losition of tlu* Se*cr(*tarv of State might he emharras.se'd. d’lie civdil of India 
might be prejiidice*d, as the e*oiilideiice of invest(»rs wemlel presnmahly he allected by ilie iion- 
existeiiee 'of the large sterling reserves liitlierto maintained. In short, tlie possiinlity that 
India would find lierself in aerioiis diHicnIliesdnring the 10 years spent in caossing the stream 


cannot be. overlooked. 

As regards the reserves, it is eontemplated that during tlie t*arly stage ol tin* scheme 
the gohl "^Hid sterling in the Paper rnrreney Reserve might he reduced to Hs. crorcs, 
and apparently this would, eitlier in its entirety or in the iiiuiii, he held in sttading scciiritios. 
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This low ])Oiceiita^^(M30 per cent.), of which at best only a small pi^oportioii would be gold, 
seems iaadecpuite from the point of view of the eonvertibility of the, note and the maintenance 
of exchange. 

Kir Hasil Mlarkett, with the object of reducing the cost ” of the scheme, suggests that the 
reserve might eventually contain a metallic backing of about --*5 per cent., and that the 
gold and sterling assets might amount to about oO per cent. Here two ]>oints may be 
notcMl : — 

(1) The metallic percentage is far h)wer than has hitherto boon regarded as provident 
for India, and is even lower tiian that recognised by tlie United States of America. The 
right to I eipiirc conversion of noU's into gold may lead (Hi occasion to he^avy encashmeiils 
of notes by the public, possibly heavier than when payment normally took the form of rupees. 
'Fherc should be no possible question as to the a<leqnacy of the available amount, which 
should be d('li*rmined Avith reference to the i)ossiblc obligations of the reserve ami not with 
reference to the cost of a sdiLune for introducing a gold circulation. 

(1^) After tin* gold circulation is establishcil, the a<*tive circulation would ap])arontly, on 
the data assumed, consist of alxuit 100 crores notes, oO crores gold, and liiO crorcs of 
rupees, as compared with 100 crores of notes and 200 crorcs of rupees under a gold exchange 
standard. It has bi'cn suggested above that, under the projected plan, the rupee will in 
practice continue to be usj'd as an unlimited legal lender in much the same way as at 
j)rcsi*iit. A rellux (»f currency from circulation will prcsimialdy comprise at least its dne 
proportion of rupees, as the teinleiicy will doubtless be for such gold as may be funetioiiiug 
as currency to be n'lained, as far as possible, by the public. In efTeet, the reservoR will 
hav(* to guarantee not only the (*xcliang<* value and the internal eon vertibi lily of the note, 
but will also have lo support a rupee eirenlation of about two-thirds or three-quarters as large 
as that now funetioningas money. The Indian ollieial memoranda make no provision for the 
]*n]»ees outstanding. Possibly the view taken is that tlie redemption of a certain (piantity 
of rupees in gold will have removo<l tin* risk of re<bmdant rupees or that a relliix t)f gold 
will provide ailditional support to the exeljange. It is doubtful how far assistanee will be 
fortlieomiiig frcun a return of g(.ld, largely issued to take the j>laee of rupees now forming 
ii store of value, lint it is evident that, if the total eurreney is at any time rediimlant 
tind a eontraetion is iieeesaitaled lo red nee the Indian iiriee level to that of external gold 
prices, this (onlraetion must be elTceted on the active eirenlation, the rupees in Avhieh will 
presumably eon tribute tli<‘ir (piota to tlie Jireessary aggregate withdrawal. The size of ihe 
rcs(*rves must therefore have reganl not only to the note issue but lo a possible return of 
part of tlie niibaeked rn|H*e eirenlalir)n also. 

Cost of the Scheme. 

Any estimate of cost must be largely eonjeelnrnl, and would be liable to be upset if the 
<lemand for the conversion of ru|)e(’saml notes into gold should exceed anticipation, or if 
it was found <*xi)edient. lo hold a larger gold reserve throughout, or if the sales of silver had 
to be spH'ad over a longer perind than proposed. In any ease, it would seem from the 
calculations in the note annex(*d to this paper that a scheme framed on the lines of 
Mr |)emiing’s note would entail, a])art from the transitional expense, a permanent charge, 
which may be eniiservatively jmt at about lis. (•ron‘s per annum and might in certain 
eireiimstaiicrs (*xeeed this amount. Tmlia is not a eunntry that can afford luxuries. 'Hie 
administration is held np on all si<]es by j)ancity of fnnds; yet it is seriously suggested 
that fiHlia might be asked to incur, for tin* purposes of siq plying (Uirrency which would 
pcrliaps largely go ninlergroiiml, a high ca|)i!al loss and a substantial r(*curring charge. 
The eiirivney authorities in the rniled Kingdom have formed the view that it is inexpedient 
to reiiitnuliicc a gold eirenlation into the rnitcjl Kingdom, a relatively rich eomitry 
haliituated to such a currency before tlie war, the fart being that such a currency would be 
<lillienll to obtain in in*es(Mit eireimistanees and would be too expensive.'^ (^an India afford it ? 

One pciinl in tin* Indian memoranda calls for further remark with reference to the cost 
question. \W reconstituting the Taper (-nrreney Teserve with a lower proportional backing 
of real assets ainl reducing tlie non-interest bearing ])ro|u)rt ion of those assets, it is sought 
to lessen tlM*ei)st of intn>dneing a gold eirenlation. I’nh'ss tlie reduction of the real assets 
and lli(‘ non-intmest b»*aring amounts an* themselves made feasible by the* introduction of a 
gold eirenlation, it does not seem correct to regard these factors as a source of saving. 
Obviously, if tlie real assets are excessive iimler lo-day’s conditions and admit, cither in the 
aggregate and/or as regards iion-inlerest bearing amomUs, of safe reduction, then the 
a]>par(*iil saving from associating the reduction with the introduction of a gold circulation 
is to that (*x*ent illusory. 

Alleged defects of pre-war system. 

The ilillienlties in the way of the scheino arc formidable enough and ultimate success 
is problematical, liefore tlie (iovernmciii sets its hand lo so precarious a task, it is necessary 
to examine closely the g’vmmls on which the new departure is deemed desirable. 

* Cf. !:» and 43 of Uojiort of Comiiiitloo oti ilio CurriMu-v and Hank of En.vflund Note iiiaueB, Cind. 2393; 1925. 
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The proposal to make gold tlic primipal metallic medium of tlie oiirrency apparently 
arises from a desire to remove what are flescrilx-'il as “tlie main defects of ili<> pre-war 
currency ami exchange system," whicit are referred to in the remarks below ;• - 

(A) “ The maintetiance of the ayiteiii was dtfiiendmt on the price of silver renmininn at such a figure 

that the Imllion value of the ruiH-e was not highet' titan its e.ri:/mige value.'' 

The stabilised ]«. id. rupee, whose elTective life coveivd about '20 years, umlouljtedly 
witnessed remarkable economie progress in India, and, apart from tin; confusion < ansed by 
the war, there seems no reason to doubt that it would have endured to this day. The war 
broke down the gold standard in countries where it aiipearcd solidly established, and it 
certainly cannot bo Jissmncd that if India had been on a gold standard with gold c’urrency 
when the war Itegan she would have fared better tliaii she actually tlid. Had India been 
on such a standard, and had it been possible or expedient to maintain it (regarding 
which some remarks follow), she would have been exposed to the fidl violema- of the 
oscillations of gold values during the war and ]X)st-war periods. It is reasonable fo hold that 
any rise in the price of silver to a |)oint which would threaten a bi. 6d. rupee would almost 
certainly be due to a catiistrophic depreciation of the purcluosing power of gold, and would 
bo an element in a general rise of prices of an uu1ow.ard kind. The evils of rising prices 
in the case of India were discussed by the Habington Smith Committee (paras. 17 and 48), 
and have been recognised fully in the conduct of recent e.Kchangft policy by the (iovernment* 
of India. It might well be that, if the economic history of l!)ll-l’0 were' repeated. India’s 
policy ought iu heroAvn exclusive interest to be directed to staving olf some of lln> ejTe<-)s of 
gold depreciation by a modilication of her exchange. 

It slioidtl also lu! noted that, with lot) cj-ores still in circidation, whether the rii[>co i» 
unlimited legal tender or not, a rise in the price of silver above the bullion value of the coin 
might in cortain (lircumstances create a situation resembling that which occurred during 
the war. 

'I’lie fact that the 1«. It/, rupee was broken in the late war is not to be reganled so much 
as a defect of the gold exehangc standanl as of a diifect of gold as a basis of value at (ho 
mercy of (lovornmonts which, at a time of national ('incrgeiury. may bo coustraineil tosacriliee 
currency ideals normally held tlear. Assuming that gold is tlie best ]>raclicable siamlartl of 
value that the wit of man has hitherto found it feasible to adopt, it musi be reeoguised that 
it is not perfect and that no eouniry can escape from the risks of these imperft'clitms whellier 
its standard is based on a gold circulation or on the maintenance of its exelumge at, a lived 
gold parity without such eircniation. It is perhaps worth observing that the iniroiluetion 
of a gold currency in circulation militates against the jjower to promote stability of internal 
prices at exceptional times when gold prices may bn undergoing violent disturbance. In such a 
case action would juesumably lake llir* form of tin* suspension of the obligation to buy gohl 
at the Mint par ami the conversion of the staiid ird coin into an over-valued gold token. 

(B) " The ru lire, was inreiilitu hntieil to sferlint/ mh/, and the, sjistein ceased to he a gold r.rctiunge 

standard as soon as sterling dejireeiatiil." 

When, as in pre-war days, gold and sterling were synonymous, ami the ( iovernment of 
India was under an obligation to rcc('ive gold coin at a fixed price, it seimis dillicult to 
conleml that the rupee was liukeil to sterling only. 'I’he second part of the stab.uuent does 
iiotappcar to amount to more; than an assertion that when sterling depreciateil, the .lutliorities 
for a time tlid not, in fact, endeavour to <lissociate the rupee from the fortunes of sterling. 

Ihit some further observations seem required. 

(1) If, for purpose of illustration, the ru])eo had been liukeil to the dollar :ii a lived 
ratio, and it had been possible to maintain this ratio during the war years and 
sttbsequently, it may be asked whether India would have benelited thereby. 
Adherence to the lived ratio vvould have exposed her to the extremes of the 
lluctuations in the purchasing power of gold, and would luive prevented the 
(Iovernment of India from alfordiiig such relief as it has now been possible to 
nITord by permitting (he rise to lx. Od. gold. 'I’ho argument m:iy, perhaps, be I'ven 
more clearly appreciated if one imagines what would have hap|)ened if the iiioiietai'y 
poliej’ of the I'nited States of .\meriea iu llll't) had been dii'ecleil towards (he 
niiiintemini'e of (he then level of gold priee.s.' 

(2) In framing ti iienuiinont curreiu'y policy for India it is suggested that due weight 

must be assigned to the juobable identity iu (he future of sterling and gold. 
The special character of Tmliiin external trade, which is mainly liuaueed in sterling, 
gives force to this eoiisideriition. 

(3) If India had enjoyed a gold st.audard ba.sed on a gold cin-ulatlon at the outbreak 

of war, it is open to (|uestion what her sul).se<tueut policy would have been. When 
. the e-vistence of the Kmpire was in jeopardy and India's own future hung in the 
* balance, would it have been consistent with Ituliti’s own interest to htive sought 
to add to the drain on the limited supplies of gold available when its conservation 
was a vital matter for the puriMise of employment in foreign quarters V If, under 
some national stress or emergency, sterling were agiiin to become divorced from 
gold, the action to be taken by India cannot be prejudged, but would have to be 
determined in tlie light of the actual circumstances. 
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((.*) “-4 fnll in the rale of exchange wa^ jiremtited by the sale of Reverse Cmmcits^ bat (iovernmeM 
were under no statutory obligation to take such action,'"' 

'Pile piT-war exchange system admittedly did Jiot impose on Government a statutory 
obligation to ivdcvm local currency by payment of inWriuitional exchange. This, however, 
must not be interpreted to mean that the Government is not prej)arcd to undertake formal 
and jmblic eommitimmts on the subject. (Compare announcement issued in connection with 
Babington-Smilh ( ’ommiltcc s Report.) This point is referred to in the last paragraph of the 
^ilemoranilmii No. o on “ Remittances,” and the remedying of the “defect” does not involve 
tlie removal of its unlimited legal lender (piality from the rupee or the promotion of a gold 
circulation. • 

(D) •* exchange dropped to the tower gold point, there teas no automatic decrease in the currency 

tending to strengthen exchange^ but such decrease depended on the action of Oovernment'' 

It is well understood that muler tlie gold exchange standard the employment of tlie Gold 
Standard Res<‘rve in (ionnection with the sale of revei-se Councils for tlie snj)pori of exchange, 
or tlic use of the sterling assets of the Paptu- Currency Reserve for replenishing the Secretary 
of Stat(‘ s balances, involve a eorn'sponding currency coniraction in India. It is a legitimate 
(jnestion to ask whcllicr this view was embodieil with ilue formality in the currency 
constitution, but there is no reason why, under the gold exchange standard, the same 
inlliicm-es for contracting tin* ciirreney should not bo bronglit into operation as under the 
gold staiulard in I lie ordinary accepted sense of the term. 

How far the clement of discretion inherent in the Indian system as liitherto ap])lieil is 
opiMi to crilicism is not so clear. It is part of aeeejited theory that eontraetion (jf the 
internal circulation should be the regular setpicl of Avitlidrawals of sterling from the reserves, 
and iinexee|.ition would presumably oidy be made owing to some such overriding consideration 
as the ilanger of (‘realing an excessive stringency in the Indian market.* 

ruder lli(‘ gold standard, eoiitimied losses of gold hy the Rank of Kngland force it to take 
^^tcps for a general eontraetion of credit in order to protect its reserves, but it is perhaps a 
matter of ojunion as to how far action can be regarded as “automatic.” The stage at 
which measures are taken rests within the discretion of tlio Rank, and it is obvious also 
that the I'ourso of events depends in part on the readiness of the large lenders of money not 
lo counter the policy of tlie Rank by, for example, decreasing ilw cash ratio on whicli they 
conduct tlieir business. In fact, it is hardly possible to conceive any system liascd on 
credit that is ])urely automatic. The ellicicnt working of the gold standard depends, as 
did the edicienl wiirking of the gold exchange standard, on the wisdom and jiulgmeut of 
those in iiulliorit 3 \ 'I'liis is aiipareiit not only from recent events in Kurope, bul also in a 
notcwortliy manner from the action of the Federal Reserve Board in .America, who have had 
to lake, spci-ial steps to jin^vcnl a great influx of gold from ex(*rting on i)riees its normal 
influence. 

(E) As the curreneg reserves ivere divorced from the hanliiug reserves^ effective regulation of the 

moneg market was impossible'' 

Idle im|ilications of llie obstTvation will be relViTcd to in anotlier connection. But in 
any case I ho so-callcd “defect” presumably is <lne to the fact tliat the note issue was 
i'oiitrolled hy llie (iovenimcnt ami not by the banking anihorities. It is not traceable lo a 
gold exchange standard as sueli. 

If an atlcMiipt is made to summarise the above comments regarding the five “ defects ” 
of the gold t'xchaiigc stamlard, it would seem fair to say that (K) is a separate issue 
concerning I he character to bo given in present circnmstaiiccs to the functions, of the Impi'rial 
Bank; tlial as regards (G) and {D'tliereis nntljing in the gold exchange standanl as such 
wliich precludes the ri*productiou of cundilions correspomling to those applying to tlie gold 
standard as ordinarily understood. (A) and (B), which are comiecled, are obviously suggested 
by rei^ent experience examined through xvar-tinted spi'ctaides. The removal of “defect” (B) 
does not n.Miuire a gold circulation. “Defect” (A) is llieorclically inlicrciit in any token 
coin. Tin* problem it occasionecl during the war arose not from a defect of the gold 
exchange stamlard, but from an impiM'fectioii in gold as tin* basis of value. Indeed these 
two so-calliMl did’ects in the gold exchange standard were altogether latent before the war, ami 
ju) practical nueslioii would [u-obably have Jiow emerged in regard to them were it not for the 
cxperienei's of recent years. 

It is, of course, right and desirable that Avliatever luirrency sj^stem is given to India, it 
should be made proof against eventualities, so far as these are w'itliin the range of reasonable 
cuntingenev ; but tlie war, with its devastating dTeets on currencies generally, undermined 
ev(*Ti the basis of the gold standard. Inlaying down a currency constitution for India, dne 
weight should be attached to the altogether exceptional character of the war period. 

On a r(‘view of the main consideratioiiH involved it. is suggested — 

(1) tliat from the point of view of llio interests of India the objective of a gold 
cireulation and a limited legal tender rupee is wrongly conceived, and that the 
scheme \V()uld, in all probability, fail to Jichieve ts pnri)ose ; 

• Cimipiiw tlw! poHitidii that nmse in 1920 in flio pmofl wImmi an attempt wae being made to give effect to the 
rfTOiuinmilatioiiH of tho Babington-Smith CoiiiiiiiLtoo. 
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!2) lluit tlic aiffuiiiciits ilin'ctfti avjaiiisl tlie ext lianj;i’ slaiitlani do noi justify the 
nrjcction of the gt*'*™*! curieiu-y seliemo wliieli served liidia well before the 
war ; and 

(.')) that the drawbacks iiihtironl. in the scheme for a gold eiirreiiey altogether outweigh 
any jiossibh' benefit to be anticipated fnnn its proinotioii. 

Jf avoidablo risks are taken by the authorities and needless e.xpense on what would be 
a serious scale is ineiirred, India might too late have eaus(< to appri-ciale the warning of 
the opening linesof Or. Leyden’s “ tble to an Indian (lold (.'oiu ” : 

“ Slave of the dark and ilirty mine ! 

What vanity has brought thee here ? 

How can 1 bear to see thee shine 

So bright whom 1 have bonglit so dear? ’ 

rre-war exiierieni'e suggests that, if India must for long years to come have a full legal 
lender metallic, circulation, the reipiirements of the country, including the desideratum of 
stability, can be met by an a])propri.ile ilevelopnient of tin' gold exchange slandanl. To 
suggest that the only way of reineilying llu* defects in the pre-war currency system involves 
the reduction of the rupee to a limite<l legal temler and the fon-ing of a gold circulation is to 
ignore I ho fundamcntul causes wliicli led to the breakdown of tlie gold cxi-hange stamlard in 
the course of the war. 


Note. 

The gene.’-al result of the scheme for iniroducing a gold currency on the lines suggested 
by ^Ir. Denning appears to be as follows;- ■ 
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♦ silvor :ii 24</. piT oy. uml li’iivmimotil. of lifliii ul nil. 

'riip tninsaclioii has ‘mivoIvimI tlio rx<‘liaii.i*p of Ifs. !?O0 t n»ros of silvpr for g«>ld. It is 
postnlatod that tlip salo ol silvor has ifrodiK'isI l{s. lIM) rmn's ^ohl, loaviii^ a dpricieiicy 
of Ifs. ID ororos iiooded to iiioet tin* iiidilics demand for ;;ohl exchan jL(e. This wonld redin-e 
the (Jold Standanl Reserve to Rs. I.*i enuvs, which is ref|uired to raise the .t^ohl ami sterling 
holdings in the (hirrency Reserve from tin? initial to tlie ultimate amount. Tlie halance of 
tlie loss in the reserve (lis. 90 — 4'! erures) is made goo»l hy writing np the Ooveriiment of 
India’s debt to tlic reserve from Rs. I,*) (o Rs. 90 crores. 

The loss shown in the table aliove — namely, 55 erores - whh.di is the true capital loss, 
represents the 55 ( roros of assets which the (lovernmcnt of India will have sacrificed in 
giving the ])nl)lie 110 crores of gold in return for rii|)ces, which on sah* as silver will realise 
55 crores only. It is claimed in the .Memorandum that the in‘\v system can he safely worke«l 
with this n'diieed (jiiantity of assets, that a part of ihc rcfluction of total assc'ts can Ix' 
efTecled hy diminishing the holding of metal, and that there is \u) effective loss o.xeept in so far 
as the interest-yielding assets also have to he reduced Tims .Mr. Denning, as shown in the 
foregoing figures, ]mt.s the rednel ion of interest-yielding assets at about .*17 crores and the 
iVHultanl loss of revenue, taking interest at .*) per cent., at I l‘J lakhs per anniim.^-^ 

Tlie argument seems to amount to this: that a scheme of expenditure iummI not be 
regarded as costing money if the fnuds to meet the expemlitnre are readily available and are 
not at tlie moment yielding any return. There are at present some 40 enn-es (nominal value) 
of temporarily redundant rupees still hold in the Paper (hiiTeney Reserve as the re/nane/ of 
the last period of depression. T’o this extent the present, metal holding is excessive ami could 
safely lui replaced as regards rupees 40 crores (nominal amount) by 20 crores (in real value) 
of interest-bearing scnirifies obtained by stdling the surplus rupees, and hy snhstitnting 
20 crores more of new Book Debt. Jhit this, if it were Wf>rtht doing at all, eonld also he done 
while retaining the ])resont s^'stem. Tims the ]>r()per eom|)ari.son to be made in n‘gard to {he 
interest-bearing assets under either sj^stem is one between -a) those now held plus an additional 
20 crores and (h) those which would be hold on a gohl standard system. On tlie p«>stulate» 
of the Alomorandiim the differenec would be 57 crores. 

* It is not iii-oiioHOil to ftimlvHO here in <li*tail Mr. Dt-nninKH •'Htiinati* of tin' los! i tlio tninnitioiial pcrioil. K.ximiinaiioii 
• of tlio inwHH liowfvnr. that the Hjriire will niiiteiiallv ••xfi'nl IiIh CMtimat f Its. Iti.) lakhs. 

t Whothnr it. wiaiUl la* a paying? to rlfirt the l•^•|»hu•l*IlH‘lll. is uniatHTof jaily:iiic*nt. ami niloiiliihon. U 

BfOiTifl likolv that the loaa on hhIo of ailver now aial ir|aiivha«e lalor whon fai llM j- silvrr nas n^'aiii napiiiiMl for t iim-in y 
piir|>o8fH wlaihl outweigh di« intfirut \rnmvi\ in the iiifuiitiine. 
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Ah llio securities in the (Jold Standard Reserve, amounting to iW crores, at present yielcF 
an average return of about 4.] per cent., tin' rate of interest for the purpose of calculating 
the loss entailed in saerilicing 55 crores can hardly be taken at less than 1 per cent. The- 
annual loss may ih ns he put at 2\ crores a year, of which IJ crores is interest now being 
earned and contributing to the balancing of India s budget, and the remainder would 
accrue as the rupees now surplus were gradually sold and re])lace(l by investments. 

This understates the ])otential inten^st loss, as rupees al)Sorbcd by tin' public in the 
ordinary course will Im* taken not at their bullion, but at their nominal value. The 40 croiw 
of surplus rupees thus n^presoni potential earning power of an additional 40 crores of sterling 
invest inents, assuming that the holding of gold remains unchanged. When the silver 
holding is reduced by absorption to Us. 50 crores, the reserves of (lovt'rn incut would be 
as follows ; — 



(FUjuve. 

V in vrovos of rupees.) 



(ildss 

rirciilalion. 

(Jold. Sil\(*r. 

Strt‘lin<; (». of I. 
aornrilii'i*. ai'CiintioH. 

O.S.K. 

Hterlin^ 

HciMiritica 

(Miniin^ 


‘2(1 -7 r>(i 

4B 

r);i 

IIDS 


The interest-yiehling assets amount tj» lis. 110*8 enires as compared with Rs. crores 
iindcT the (Jold (hirreney scheme, i.e. an exet'ss of Rs. 77 eroivs. If interest on Rs. 53 
crores is taken at 4 per cent., and on Rs. 1^4 en)rcs at, say, 3 per cent., the aggregate 
inlen'sl loss works ont at ahont Rs. <*rores per amnim. 

Something must also he added For loss in respect of future profits on coinage. These 
aecrned from IIXM) 15 at tlie average rate of 1;) to crores a year, and though a cirenlation 
of 150 erorest of rupees will itself need maintenance, the' future loss from diminished 
prolits may Ix' taken at \ to J erorc a year, (hi the wliole, the permanent loss to India as 
till' ri'snlt of adopting a seheinc for putting (?) 50:J; crores of gold coin into ciividat ion can 
scaively fall sliort of crores a year, besides an indefinite and incalculable amount depending 
on the extent to which the promotion of a gold circ-ulatioii clu'cks the future* natural growtli 
of the note issue (cf. para. 54 of (.Tamlu'rlain ( •ommissiou Report). 

Sir U. Ulaekett in his final .Minute (]»aras. and lT>) alludes to two jiossilih' methods of 
“ reducing the eosi,” viz. ( I ) a silver import <luty and (l^) the operation of the reconstituted 
Ra])er (hirnmev Ih'serve on a smaller metallie basis and tlierefoio a larg(*r basis of interest- 
yiehling securities than that suggested in .Mr. henuiug’s .Memorandum. The siiggeslijui 
that a new tax (and in passing, it may lu‘ noted, a very controversial lax) can reduce 
ex])endituiv is rather odd. Tin' tax will tend to obsi'iire tin* true cost of tlu* selieme, i.e. the 
piiliaiieed sums received for flu* sale of rupee-silver in India will iiielnde an (‘Icmk'hI which 
is properly to be n'garded as impml duly. 

As regards Sir U. Illaeketl’s sceemd *»xpedient, tlien* is, of course, wid(‘ scope for 
dil]’ereiii*e of opinion mi such Cjueslions as th(»s(' of the total strength of a currency reserve 
or its distribution Ix'twccu coin and investments. But tliose wlio would favour a comidelc 
de|>arturc from <* 0 Mscrvative |)r('i-cdcnl in propounding a scheme For a Raper Currency 
Resorsc for India mulcr a gohl slandartl might, it is llu)nglit, find ei|ual jusrilicatiou or the 
same d(‘parturc in (■(Jijnectioii with a gold exchange slainhird. It is dillieult to inaiiitaiii 
that a reservi*, which lias to support a gold eurreiiey and indirectly a still considerable 
rupre currency as well as tlic ad<lilional risk of a turn-over from iiott's to gold, will not be in 
iicimI of very great strength ami licprnlity of rcsoiin’cs. As has been previously ])oiiil(‘d out, 
thci'c is no true saving altribulablc to the jirojcct of a gold cirenlation in rnnniiig llie new 
r(‘s(M V(‘ (Ml a smaller body (d' resjMirees if ihc .same tiling could be done* with equal safely, 
or no greater risk (according lo the p(»iiit of view'!, under tlie iireseiit system. 

There is, of course*, an ch'iiicnf of Inn* economy in a gold curn'iicy in so far as it 
produc(‘s. l)y the ri’tMrii (»F gold coin I'nMii eireiilatioii, the* gold for ]»roviding sImTing (rredils 
in limes of depression, 'flic point opi'iis up a rather wide (jueslion, lint it will i)orhaps 
snllie'c to note* h(*re the V(‘ry great ]>rubability tliat, with nij) 00 s eircnlatiiig to three tiim^s 
the value of gold and being, as eoiii[»ared witli tin* gold, “liad money ” rather than “good 
money " (to use tin* terms of (Jresham's Law), any metallie returns of the eirculaliiig medium 
will be jiredominantly in the Form of rupees. 

+ 'I’lin jiroccHM muv lu' In llu- |Hisitioii (»f lln* Chjmt (?umMii-y llt'SiTVfi on ilOlli SrpliMiilMT 

laL’.") :iimI jHiiuary si - 1m*1ow - 

((lold and .sto' liiiLf Hocniitii's aro valncd ai ii.«i. i:{\ - £'l, and nil li^niri^N nro in croron of riijifcs). 

(iros.s N«iir Kii|ioo iSlerliii^' 

nrcnlal ion. Onld. Silvrr. Mcciiritii'p. M'rnntU‘». 

aotli Sopi. 11125 1SIJ-.5 j‘)-7 Jin-1 W-Uji 2d-7 

22iid.laii. 11)20 UHlS 21)-7 82-4 40-0^ ys-J 

§ BalaiH'iii^ lipirc. 

I About two-tliinia of tin* prcstM l I'stJinatcd ni]Mv riiTidiilioii. 

^ Oai «»r lie i-nircB of ^••old to bo isbikmI tlie lii-Ht .50 or iiioii* arc to be in bullion form. 
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Memopandum No. 4, on “Transfer of the Note Issue to the Imperial 
B^k, and connected Questions,** submitted by Mr. C. H. Kisch 
C.B., Financial Secretary, India Office. ’ 


The 


folloiriiig meinoramhim rrhites lo the .■n-hriin' for the fidiirr 
pdjii I r.urioiieii on the (iioniiiiplioii thol. Iiidiii roiil} Hites on 
skin, lard, as art oiu m paraa. 7-10 and 10-18 hi Mr. l)eiiiihi(fs 


mjitlation of the 
n ijnlil exchantje 
niemorftndunL 


1 . It may lx* aoc.'ptiM] iliat. mili-ss the (lovcnmiftit not.- isMu- ivi.lac'.l In- a 

bank noli; issue, llieiv is relatively little to be done iii the uay of relievin;; ( ioveiiiiueiit of' its 
resiKinsibi ities in rosan K. enrreney eontrol or of inereasin« the ilnties of the Imp.-rial Ihnk 
til i-omiee nm with the Itnlnm enrrmiey system. When the Imperial Hank wasVs.ahlis e.l 
in 1 L *1 It was no at the time within the seope of the seheme of the promoier-, of he 
amalgamation, or ol the (.oveinment of fmlia, that the Hank sh.aihl hoeotiie a bank ..f i.sue - 

bill asKiiming thai the ( on are stuislied, fnan the evitlemr taken in India ih il no 

untoward eons(s,neiiees atv to be expected fnan tlm rephieenieiil of a (lowrninent note by 
a bank note, the way is ojien to a nnml)er ol possibilities. ^ 

2. The following iioinis of principle may be noted at. the onisei ; 

(1) Apart fromany eonsideralioiis arising out of the except i.aial emiditioiis of India there 

are .leeided advantages, snbjeet to proper saf.-gnanis, in relieving th.. I.'overinnent of Indi-i 
01 col’tiiiri iliivot rcsponsilnlitirs in ivsjx'ct ol riirivney 

(2) The Iinperial Hank is not a P.mIral Hank in the Mmse in which this t,.rm is ordinarily 
understood. 1 he main business ol the Imperial Hank is understood to be .•oiavrned with 
ordinary eomtnercial banking operations tlironghont India, and the ree, at large im ivas.. in 

the nnmher of its brandies, which is a se.|Uel of the amalgamation, .•nij.hasis,.s thi. asiieei of 
its niisiMi'ss. ^ 


TIi(‘ (iiiostioii lias iwo si(l(.'s: - 

(a) Knan the (lovdiimeiil’s point of vi.ov it is necessary to lie satisfied that the Hank 
will be proul against the possibility tliat th.> diseharg.. of its duties towards regulation of ihe 
enrreney may In- allecled by its interest as a trading organisation working for profit 

(h) l-Vom the point of view of other banks in India, (loveriinieiit iinist consider w’hetiier the 
Hank competing for hnsim-ss ihronghout the coniitry is to be placed in such a paramonnf 
IKisition ns .1 m its cmnpelil.a-s as most ivsiilt from the control of the note issue iii addiii.ai 
tf) the liolflin^ (.il ilk* ( loviM’iinkMil halancos. 

In this (mnnecti.ai it is worth while to r.•fer to the part that tin- tioverninent balances 
play ni llu' (•oinluct of tlu* I’ank s l.)Msim\ss. 

Statistics are incind.'d in Appendix I showing the assets and liabilities of Ihe Imperial 
Hank at the eml of each ipiarler since its coiisiilnlion in -lannarv 11)21 and monihiv since 
January l!)2fl, and iierceiilages are included in the last three cobnnns showing tlie proportion 
of cash to liabilities, the proportiiai of tiovernmeiit deposits to cash, and the laoportion of 
public fi.e. (lovernnient) dciiosita to other deposits. The high propewtion of tin' public 
deposits to other deposits during cmisidei-ahle periods in l!)2l and l!)2o should he noted. 
The statistics may be compared with correspoinliiig figures for the Hank of Kii'dand in 
Appendix II. * * 


It Avill also be oliserved tliat iIk* anioimt of lln» (niv.Mniiieiit deposits lias toiuM at limes 
to fonn an exceptionally high peivonlagc of the Hank s cash, and on iinnieroiis ()(‘casi()iis in 
the course of Ihe last 12 inoiiths the Bank’s total cash has luni suhstaiiiially lower than tin* 
aniouiit of the (lovernment deposits. 

'riie <[nestioii arises whether it. is i.raetiealile and ex|)edi(‘rit in the i‘resent-dav Indian 
economy to provide for the eivalion of a reiifral Bank in the slriet .sense, that is a bankers’ 
bank, ontnisled witli (lovornmeiit halaiiees ami the imte i.ssne, engaging in rediseomir. 
bnsinesi^, anlhorist'd t.o bny and sell seenrities or hidlion. Inn g(Mi(‘rally not eompeling with 
other l)anks for ordinary business. Tlie ereation of such a Bank would presumably nivulve 
a splitting of the fnnetions now disehargod by Ihe lm[ierial Bunk. It is suggested (hat the 
Imperial Bank with its established position is the best, ami jicrlmps the onlv possible, oroan 
for promoting the development of banking habits tliroiighout India. If it is to eontiiim‘"'it..s 
pioneer work as a comimn-cial bank, tin' natural eoiir.v;e, assuming that the ditlicullies can he 
ovorcoine, would seeni to be in the direction of i-roating a new Ueserve Bank, which would 
take over jtlie central banking duties now dnu-hargetl by the Imperial Bank along witli anv 


* 111 referring to this question in 1921 the (lovernnient of liiili:i rciiiarktMl ; '‘When a slahle policy 

has been evolved and currency cmiilitioiis have .sett led down, and wlieii the nianagenient of the Paper 
Curi-cfiicy in India will consist of a more or less iiniliiie applicalloii of authoritatively csfahlishcd 
pHiicijdes, then we think that the oiiiphiyment of the Bank a.s oiir agent in this matter might well lie 
favourably consideml.'* 
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suldilional l)ankiii;^ and curroiuy functions now disfliargcd (loverninent iliat may bo' 
deemed siiitabU? for transfer to tlie Dank. Tlie constitution of such a Hank would naturally 
have to provide lor the due safe^^uardiii/r of (iovernmont's interests. 

The UH'inoraiida prepared by offudaJs of the Coveriiinent of India do not refgr to any 
possible dovclopmenls on the lines alluded to in the preceding observations. 'Die remarks 
that follow have therefore l)etMi ilrawn uj) on the* hypotlicsis, apparently assumed in the 
Indian mnnorauda, that the general eharaeter of the Iuip(‘rial Bank will not be materially 
changed. 

fS) Owing U) the dual character which the Jmperial Bank would have if, without any 
substantial cliangc being made in its functions, it were entrusted with the control of the 
note isMie, it is necessary to ensure that the CJovernmenl should Jiave an effective voice in 
regard to the liiglnu- linaneial policy of the Bank, though the management of its day to day 
business would continue tn rest with the Bank’s ollieers. 

The ade([uaey of existing arrangements in regard to Oovernment intervention {vide 
stH’tioii Id nf Agnrment witli Bank) will no doubt be eonsideivd. The (Jovernor-dencral in 
(’ouneil is entitled to issue iiistnietions to the Bank in respect of any juatter vitally affecting 
file linaneial policy of (lovernimuit or the safety of (loverument balamvs, and the rt'preseiitalive 
of the (l()vi*rniueiit of India on tlni Board at [iresein has a riglit of suspensory veto in regard 
to any aeti(ui prejudicial to (1 wernment's interests under the above-named lieads. This 
should, of course, continue, as sliould also the provision that the managing governors are to- 
la* apj)(»intcd hy the ( iovenior-( ien(*ral in (/onncil after consideration of the reeomnH*ndatioii.s 
of the (Vntral Board and sliould held (»Hiee for sneli term as (Jovermnent directs. Hio 
management of the note issue might perhaps be speeilleally jnentioned as om* of the subjects 
in regard to which (loverninent should lie entitled to issue iiistnietions to tlie Bank. 

A further suggestion may hi* mentioned in this eonneelion. Present indications ]H)int to 
an inen'jising assiieiatinn between ilie important (’cntral Hanks for the purpose of eontrolliiig 
the value of gold through tlieir eriMlit policy. India, as a creditor country with a large ]a)wer 
for alisorbing gold, is an im|M)rtaiit factor in the case. Ijiaison has already been ('sfablishcd 
between tlie Bank of Kngland and th<* Imperial Bank through tlie Advisory (’ommittee in- 
London. It might h(»lp the interests of ( lovernim*!!! ifeoutael were established helweeii the 
S(‘erelary of Slate in Couneil and the Advisory Commilli'i*. 

f-l) It appears m*e(‘.ssary tliaJ whatever arrangements are madi* regarding tlie liinetions of 
the lm|ierial Bank in respeel of the not** issue*, they should not have the elfi'el of impaiiiiig 
the freedom of (.loveriiment to deal witli its own balances as it thinks lit. There are strong 
oliji'cllons to attempting to tie up the S*‘ert*tary of Stale by an advance monthly programme 
or anything of the kind. It seems cardinal that il ( lovermuciit deposits funds al a liank it 
should ill a general sense he free to d(*al with tlios** deposits as it thinks lit. The action to lu^ 
taken in regard to remitiaiiee of (loveriimeiit balances from India to Kiiglaml cannot 1 m* 
forecast with any aceuia(‘y for any length of lime aliead, and if the exchange and other 
eireuiiislaiices are favonrabh* it must be open to tlie Setavtary of State to rei(nire remiltanees 
to be made to London as In* deems expedi«*nt. It a|>pcars impossible for the Secretary of 
Siati*. who lias eniislilulioiial and statutory responsibilities, to be satisfied with an obligation 
uiiderlakeii l)\ a hank, however eiuineiU, to keep him sujiplied with funds. The cniiiiiiiliueiits 
wliieli the Si-erelary of State lias to meet in London to Imlders of India stt'i'ling debt and 
oIIk'is are Ills eominitiiieiils, and it is desirable that the Seerelarv of State should retain in 
Iiis bauds tlie'power to arrange his liiianee as hi* thinks exjH'dieMt in tile light of (‘Ver-ehanging 
eiriMMii-laiiees. ’ The (picslion of the ag(*ney for the transf* r of funds from or to India is of 
course an entirely distinct issue. 

(o) d’lien* a|)]>ear to In* strong arguments in sui)porl of the view that the (lold Standard 
licserve ‘diould he iiiaiiitaiiied as a separate fund in the hands of ( lovmnmcnl. 'riie Stfcretary 
of Sial“, who niiilcr the exi>ting (*onstilulion is responsible to l^irliament for the goofi 
guveninient of India, eiijoy.s stalulory borrowing powers, which may be brought into play in 
the ultimate resort in the diM-hargi? of his duty as custodian of the Indian exehango. Il 
would s(*eiii scarcely consistent with his jireseiit responsibilities that ho should hand over tlie 
control of the reserve, which musl he employed for the support of the exchange, to another 
anlhorily. further tlie juilicy to lie pursued in regard to the remittance of (!ovi*rninent 
balances from and to India, in regard to wliicli it is suggested that the control of llic 
Seeri'lary of Stale should be beyond cpiest ion, lias a close bearing on the exehango and the 
res])onsil)ilit y for its maintenaiiec. 

This line of reasoning accords with the view regarding the seopo of a Stale Bank, 
ex])n‘s^ed Ml the annex to the Ifeporl of the Bo3’al Commission of 19L‘5 *1 (ji. 78), that “the 
eu>^' dy of the (lold Standard Beserve and the nltlmalo responsibility for the maintenance of 
exehango must ri'iiiaiii, in the most direct manner, with tlio Secretary of State.'’ 

(Il) Tin* conversion of the (jovermnent note Issue into a barfk note issue, and the general 
modelling of the Indian exchange arrangements, so far as may be, on the lines familiar in 

Il is worth iiolinjx hi this coiiiicM.‘lioTi tlisit the Seeretarv of State's Imlanees in bondou earn inlemst, 
whieh ill voeenl years has ainonntml to n,lMnit CM)(),0()0. Tlie existence of tin's iiiiportant .soui'ce of 
reY»*iuui will doahtless not l)e overlooked in aii\ proposals that may be made in regju’d to the Home 
'rreasiiry balances. 
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this rountiy, must ii'>t be allowcMl to obseiire not only tiu* diffeivnee between the eharaeler of 
tli(‘ Imperial Bauk iiiul tlie Ikuik of Kii^lniid, but the dilli‘rence betwt‘eii IamuIoii and Iniliaii 
monetary conditions ^enm-ally. .\n alteration of Bank rate in London m'Is in motion a 
nund)er of powerful forces which ijifliieiice the exchange and the level of inlcMiial prices. 
Owing to the organic unity of the civdit sysp-m on whicli business is conducted in the 
Tnited Kingdom, the reactions of the Bank | .obey are at (nice felt ihioiighonl the country 
(and al)road) ; but in India, where tin* vri'dil Mvslem is comparatively umleveloped, and lln‘ 
money market is less organic, changes in the Bank rate have not tin* sanii‘ vital force."' 
Presumably it is to this factor that the well-known dillieully of eirei-ling dellatioii in India is 
nltimately to be ascribed. Occasions may arisc^' when this problem may have to be lackh‘d 
with a high (legrec of indei»endence and resolution. It is snggest(‘d that the lm|H‘rial Bank 
will be forlilied in taking the stei)S that may hr necessary if the idtimate authority of the 
(lovcrnmeiit is adecpiatcly preserv('i|. 


hor th(' above reason> it is ])roposed, in ilisenssing the sehtMin* for the i-n^aiion of a 
bank note issue h)r India, to distinguish, so far as possible, between the Bank’s responsibilitv 
for the eonvertibility ot the note and the (lovernnienl’s responsibility for tlie maint(‘iianee of 
the exchange. It will now be e()iivenient to ri'fer to the difhn'cnt heails under which the 
scheme is set forth in para. 7 of Mr. Dtaming's .Memorandum. On the whole, and subjert 
tt) the comments that lollow, the system (uitlini'd si'cins gmierally suitable and nMains with 
apfu-opriato changes tin* guiding factors which serve to si'cnre exchange stability under the 
pre-war sysl(*m. 

(A) (laid cotn, htwd: iiolcft, (ind .'filrrv riiiur.'t to he Kniimifrd letjal teudev. - - \'\\r ipu'slion of 
gold is referred to below. 

(B) (lorernweni to be under on chUijafiou to (jire tjold coin in exeliuntje for (fold hnllion on 
pufjuient of a fieitjulnnofc to eorer inintimj eliunjes, -Presumably this does not ni(‘an that 
(iovormnont must maintain a stock of coined gold, but merc'ly that it will undertake \n 
convert bullion presented into coin. Such bullion if prescnited l»y th(‘ Imperial Bank would 
presumably n*main part of the Paper (hirreney Uo.scrve ilnring the process of eoinag(*. 

((.M 77/e linperiol Hindi to he under on oldlfjalion />//// tjold at a fi,rnl price, --'riiis 
reproduces the obligation formerly devolving on Oovermnent to giv(j local eiitrency in 
exchange for sovereigns, tin* development being lliat local enrrency will In* givi‘n in (*\change 
for bullion to be e(»ined as rertuired uinler * B).‘l‘ 1’he amount of gold going to India would 
presumably hr caiefnlly eonlr()llt*d by means of tin* standing olfer, made with the approval 
of (i<)vernmeiit, to sell rn|n*es at a sterling price corrcsj)ondmg with tlu'« upper gohl point. 

(D) lianli //o/c.s’ to he pajiohle on demand in rupees or <jo\d coin at tJuntpfiou of the. Hanh\ 
sutijeet to the riijht of holdertt of uotea of the denomination of Ih, IO,t)()() to demand paijment 
in foreitjn exchatnje at a price correspoutlimi /»> lotrer gold point -Vhe (d>jeet of this provision 
ajjjn'ars to be to give the Bank an incentive to maintain tin* excluinge value of tin* riipt'e, but 
then* is something artificial in nuiking a differentiation ln*t'Vt*en one category of not(‘ and 
others, and it Is snggest(‘d that the necessary incmitivi* to tin* Bank might be more 
approftriately giv»*n in ain)tln*r way, which woiihl emphasise the fan that the ullimatt* 
res|)onsibility for the exchange valin* of the rujK*t* rests Avith ( iov(*rmne!it, while the 
convi-rtibility of tin* note is the respt)nsibility of tin* lnip(*rial Bank. Tin; objec't to be 
aimed at is to s(*cun* that, as at pre^(*nl, the sterling land if necessary the gold) ifi the .l*aj>er 
Ciirrenc}" l{os(‘rve should be us(’d for (ontraction oP tin* circulation and thus indirectly for 
the Huj)[»ort of the rupee*, ainl that these resource's, if thought desirable, should Im* drawn upon 
bi'fore reiHUirse is had to the (lold Standard Ih'serve. It would si*eni that this aim would 
be achieved if the Imp/'rial Bank were placed iiinh'r an (»l)ligalion to sell to the (lovcrnmeiit 
of Imlla, if they should so re/piin*, against jmmient in India, gold at par or sterling at lower 
gold p{ilnt up to the limit of such n*sourc(*s in tin? (hirreiicy Note Li*serve.;I; • 

(K) The ITinli to he under an obligation to giresilrer rupees or notes on demand in exchange 
for gold coin. —This is understood to nn*au that tin* option is with the Bank. 


* Compare Mr. . 1 . M. Keynes, Imlisin (’urreiiey ainl fiimnce, I9l.‘>: “ 'flie Prrsi<l«-ney ikmks publish 

iui iitii(;ial iiiiniiiiuin I'mIi* of discount in the .same manner :is the Uiuik ol iMigl-.ind, .\s :ui alTecting 
intlnence on the niom*v market, the Presi<lency Bank rates tin not stand, ami tlo not jni'lrinl to stand, in 
a situation comparable in any respeel with the Bank ot hn^laml s. 1 hey do not atUanpt to control I he 
market and to ilietale what llie rati* ought to he; they ralhei iollow tin* mai'ket, and sapplv an index ti> 
the general position.” 

t Prior to Deeemher the (loverninent lia<l been |>repareil to receive gold hnilion in exchange 

for rii|iei?.s. • , ■ 

X The proiMisal would operate as follows :—M\ehaiige, it may he assumed, ivaelics lmx.*r gold point. 
The (iovei'iiment retpiire the Bank to place, sav, .Cl,tW.Mt,(K)t) sterling lield in Ihi* I a[K'i ( inieiic\ ltc,ser\i; 
at the credit of the Home 'ri-cMisur) in London’ against a. dehit of Rs IJ ertavs t<* the (.nvei nimul aenmnt 

ii» bnlia. Tho,Baiik then withdraws from its cash ».alaiiee Rs. erores notes which Hiieelled, thus 

viTeeling the a])pmpriate currency contraction. The sterling would he sold, ii exchange lepiained at 
gold e.xport point, hy the Imperial Bank, as the agents of (lowriiment, to lemitters, or wo.ild he availahle 

hir meeting the Home Charges. , , • , i 1 1 • 

It appears ani.eeossarv t» rontemplalo l.lu> issurof .Imfis by tlir In|iK‘nal Ib.i.k puyn ble in cvM.ntries 
“Ulshle Great Britain, as*^ the I'liited Kingdom may now he presumed to be on a gold standard,, and 
Lidiaii trmie is iioriinilly timinced thi*ongh iiondon. 
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(F) Tlie proposals Air. Denning makes for the eonslitntion of the Paper (^irrency lleservo 
are coloured by the idea of stimulating tlie use of gold in India. Put the holding of 
unnecessary gold is costly, iind snrrendei-s a large part of the advantage that India is in 
a position to derive rroni the close association of her currency and finance with sterling now 
that the Pritish £ is again on a gold basis. This question is referretl to Inrther in para. 4. 

((i) Hie (lold Standar<l Pcserve stands at I?s. /)3 crOres, wliicli would seem to he ade([nate 
lor any reasonabh! einergem*y, as together with the sterling securities in the Paper Currency 
Ueservi* there woidd be fivailable, assuming imthing abnormal (x?cui-s before* stabilisation is 
intmduced, Ps. 80 crores or more for the jmrposeof contracting the circulation and inllnencing 
tlie exchange. 

The size of the reserves must presumably be based on the view taken of the possible 
contraction of currency (Avith, of course*, an amj)le margin) that might be re(|nired for 
regulating the moncTary supplies of the eonntiy so as to bring the internal price level inb) 
accord with those of other gold standard countries. The figures given in para. 9 of 
.Memorandum I regarding ciirreney expansion suggest that a normal average of something 
under Ps. 25 erores a year might be taken to n'present the aimiial demand for fresh 
<*urreiiey. Hie steiTiiig seenrities, therefore, ajipear aih*c|natc, altogether apart from the gold, 
to draw" oil* tlii-ee years’ average absor|>tion. I/ight is also shed on the prfddem by the ligures 
<if the deposits in India of the Imperial Pank, E.\change Panks, and larger Indian Joint 
Stock Panks, which in recent years were as shown in the following table : - 


Dcimifs in Banks in India, 


VrHl'. 

lin|i<‘riul 

Uniik of Iinlia. 

Pniu‘i|ia1 hidiaii 
.litiiii St(M‘k Banks. 

K.vrlian^o 

Banks. 

Tolnl. 


Hs. fl-OltJS. 

Ils. crores. 

Hs. crores. 

Ps. croivs. 

M Deu. 

75*94 

5S*99 

74 •30 

209*29 


S7-05 

71*15 

7t*8l 

233-01 

10-n 

72 *58 

7(i*90 

75*20 

224 -(JH 

1!I22 

71*10 

fil*04 

73*38 

200*18 

„ 

S2*7d 

44-43 

118*44 

195 (>3 


It is suggested that a lar smaller dellationary inlhu'iice than is represented hy tlie sale of 
anything like Its. <SO crores of revers's, woiihl siillice, in any circnmstanc<*s that can jeasonalily 
be* foreseen, to iva<ljnst Indian currency and credit for the par|>ose of maintaining the parity 
of the jiiternal price level with gold jn-ices onteide. Indot'd it may lx* asked whether the 
eoiitraetioii, Avhich tlie jireseiit reserve's iulmit, could be effected without jeopardising the 
stability of the Indian money market as a whole."** It will, in any case, be some years before 
coinage of silver is again niidertakeii, and if things go well in the next few years, tlie sterling 
assets of the (’nrreiiey Note Peserve may be oxj)ecte«l to grow, in wlfudi ease it wimld 
proliably be safe to use the coinage profits cither in whole or part for the reduction or 
avoidaime of sterling ih'bt, a measure which conserves borrowing power and indirectly acts in 
siqqiort of the exchange.*!* 

ill) The proposed aiTangenicnts for the supply of silvt'r si*cni suitable, subjeet to the 
policy ])nrsned at any ]»articnlar time having the approval of the (ioveninnmt’s repiY»sentative 
outlie Puard of the Pank. It is iissiimed that time would lx* allowed fur coinage befnre the 
Pank demands rupees in 'Xf-liange for the bnllioii. 

(I) The view lias already been nrgi'd that the c-ontnil of remittances should continue in 
the hands of tlovoriinient, and the (jiiestion as to the inothod of elTccliiig the remittances i'i 
>eparately discussed in Menioranduni No. 5. 

‘1. It is now conveniiuit to consider the reconstitution of the reserve on the assnm|)tion 
that the rupee will be stabilised at la lx/., ami on the basis of the figures of 30th Septemlx’r 
1925, used in the Indian memoranda. The Paper (hirreney and tiold Standard IJeserve stood 
at that time as follows: — 

'Fitinres in croivs of rujiens,) 

fii'oss O. of 1. Sloi'liiitf Oul<l Siiiiuliinl 

circnljilioii. iJolil. SilvM*. wciiritifK, HocUririi'H. Ri'sorvr?. 

Isji-.-) 211-7 1H)-1 2iv7 I :)3 

PrrcentOfje of ijrosn circulation, 

ITiM) t7«» 22-7 Ul 

Hiis table assumes that the gain on revaliiaiinii of the gold and sterling assets in the 
Paper ('iirrency Peserve Avill be ai»plied to strengthening the weakest link, tliat is, the 

* An liitiM-osting light «n tin* (U'flatioii in-obletii in is suggested by tli« figures of deposits in 

Indiii in 1919 and 1920. The year 1920 was the year in which the (b)verninent were seeking to 
eoiitnict the einreiicy. as far as iiossihle, hy sales «d reverses a ggivgatiiig £rirnnillioiis. Yet the Pank 
deposits actually iiicissised. 

I ('/. Sir IT. Howanl, |». 30, Ap|». I, V'ol. Ill, A])peiidiees b) Report of Pahiiigton Smith CoiiiTiiittee. 

Possibly after a figure of £40 millions has Wii reaidied, half of any subsequent accretions conid 
proHbihly he diverted to capital ex pend it me; while when a £50 iiiillions figure is attained, it would in 
my view be safe to utilise for capital expenditure all the I'eeeipts, which would othei^wise accrue tt> 
the Reserve.” 
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(.iovenuuent of India socmilies, a iiufiiriil operation whioli goo.s towards nndoin*’' the 
writing-up of those securities when tlie reserve was valued on a 'Js. basis in 1020. ** 

There cannot be a question but that the i-eserve is of great strength. 'I’ho nietiillic ratio 
exceeds (50 per cent. The sterling and gold form api-j-oxiinately :’.0 per (rent. If the silver 
is valued on tlio basis of o0</. per o/. (standard), the real assets in the reserve rein-esont nearlv 
(50 per cent, (jf the gross circulation. 'I’lie silver holding is l.ighcr than is necessary and it 
IS worth considering Avhether Steps shoidd be taken to in I nee it somewhat Iiy gradual sales 
the proceeds being converrted into sterling securities. In such a case the natural cours.’ 
ATOuld be to tinance the transaction from the (lold Standard lieservo to which the coin ige 
profits werii credited. Hut the strengtli of the Currency Reserve is such that as a lu-w start is 
in conlemplation it would be permissible to tinance the loss bv increasing the ( h.veriiTiient of 
.India’s debt to the reserve. Obviously the proportions in whii-h these two rosources nii.rht be 
invoked offer rouiii for dilTerent opinions. ® 

Ultimately, no doubt, as nipee absorption continues, silver would have to be ivpurchased 
and the (lucstioii as to whether some sales of silvm- would be expedient dc|.euds in the main 
oil the (inancial results to be anticipated. These, it will be seen from the calculations* in 
Appendix HI. turn largely on the dilfereuce between the selling and Imviiig price of silver 
It is, in a sense, a specnlation in silver. On the whole, it may be doubied whether tliero is 
sullicient adyaiilage, assuming that the rupee remains unlimited legal tender, in reducing the 
(.loveriimcnt’s holding by sales, and whether it will not he preferable to allow the present 
surplus to be ivdiiccd automatically by natural absorption. 

.Vs regards gold, it is evident that so long as sterling and gold are svnonvmous, a gold 
exchange standard could Ikj workc^d ivith a givater or lesser amount of goid, or even with no 
gold at all as siig^sted in Sir Basil Blackett’s scheme for a sterling exidiaiige standanl. 
If India is to continue to hold some gold despitt; the co.st, it must presumably be on tlui 
iiuderstanding that the gold is for use either for export in support of exchange or for issue as 
currency in the event of any unexpected crisis. By holding a errtain amount of gold India 
/wo faiito protects hcrsidf against a possilde dcpivciation of sterling, and incidentallv the 
liolding of some gold would enable India in an emergency to give some support to sterling, in 
tlie stability of wliicb she would have a tremendous interest by reason of her large investnients 
in stm-ling and the important jiart that sterling plays in tlie trade of the coiiiUiy. Knrtheiv 
apart from any question of sentiment, to wJiich due importance iiiiist he attaelasl, the holding' 
of gold by Banks of l.ssue is sanctioned by estahli.shcd practice, and lias long been customary 
in the ease of India, jf, for these or other i-cusoiis, it is considered desirable lliat India sbonld 
continue to liold gold In tlie I’a/ier (.'unciicy Reserve, different opinions may legitimately e-xist 
regarding the amount that should be so ludd. It is, however, suggested thiit the amount 
should be earel'n I ly regulated and that, except for the purpose of maintaining the statutory 
metallic ratio, India, should not in /iresent cirenmstanees aim at holding moro than 
Rs. 30 crores of g(dd, and that interest-bearing sterling securities should be regardcfl as tlm 
main backing of an expanded issue. It gold is to be available for issue as Io(;al eurrenev it 
Avill be convenient that there shouhl be minting facilities in India. The Babington-Sinitb 
(.'ommittce preferred the sovereign to a speeifio Indian coin, but a new factor would be 
introdu(»id if exeliange were stabilisol at l.s. t>J., as at this iigiire the sovereign would not be 
(upiivaleiit to an integral number of rupi?es. On the whole practical considerations seem to- 
indicate a spocilic Indian gold coin. 

In the light of the above ob.servations a possible scheme for the ivscTve might then he 
estaldished on the following lines : — 

(1) The minimum nietnllic peroentage to Iw ordinarily 4l) per cent, of the gross eircuhilion, 
and the lidiieiary issue to be ordinarily limiteil to (JO per cent., ibe Bank to have the 
jKiwer to increase the invested proportion of the reserve to 70 jier cent, on payment of 
a tax which would vary xvitli rcfereni'c to the degree of excess, e.g. (5 jicreont. if the 
. metallic ratio is less than 10 per cent, hut more than 35 per cent., 7 p(*r cent, if 
the metallic ratio is less than .35 per cent, but more than 3i^ per cent., S per cent, 
if less than 3L’l |>or cent, but more than 30 per (^eiit. 

(’J) Of the metallic bolding Rs. 50 crorcs to be lixed as the normal maxim nm of silver 
rupees. It would be iiecc’ssary to allow the silver holding to exceed this ligurc until 
the iiresent surplus bad been absorbed. I agree with Sir B. Blackett lliat there is no 
nec(i to prescribe a minimum for the silver liolding, but it stniius a qiieslioii whether 
it Avould not lie desirahle to give the Bank a small share in the prolits of the noto 
issue in order that they might have some interest in avoiding an excessive holding 
of metal — possibly by allowing a small percentage of the yield on the sterling 
investments beyond the initial lignre. 

TJio metallic roservos would normally be loeateil in India siihjoct to a ri'asonable 
margin of time for sliijmients. 

(3) Of the securities in the reserve the rupee securities not to exceed one-third of the gross 
circulation, the (lovernment of India securities to he limited to Us. 13 crorcs. 

Tho object of this provision is to offer scope for the inclusion of an increasing 
quantity of suitable internal hills of exchange of short maturity if tlie rediscount 
market develops. 

The remainder of the sccuiitics to be sbort-ttura British or Colonial (iovernmeiit 
securities expressed in sterling. 
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Assiiiniiig llial tho gold lioldiiig is rounded up to lls. 30 erores and tliat silver absor|)tioii 
prom‘ds, llio reserve might evontually he expected to assume the following complexion, which 
allows for the re])laccment of silver hy sterling securities : — 

{Figures in c.roreH of nijH'ea,) 

CmIiI («. nf 1/ Strrliii}; (iolil Staiiiliinl 

nrciilal ion. Silvrr. s(Tiinli"N. srriirilii* ItcHcrxi 

l.s!!*.-) ;U) :)U 4:> 

IWrenlttije of f/ms.*? clmtUdion, 
i:)S 2^-4 22-7 :;.vi 


This hypothetical change in the eom])()sitinn of tin* reserve would lead to an increase of 
about Ks -h) erores in the <‘arning assets, repr(‘seiiting an annual inleresi gain of about 
|{s. 1 4 eior(‘s. 


o. Tlie (piotion of the reslriclions to be plaecsl on the exchange oixnations of the Imperial 
Hank of India is discussed in Mr. Denning s Memorandnm on the assumption that, subject to 
pri‘p(*r safeguanls, it is a[>propriate t(» entrust Avliat is primarily a commercial bank with tho 
wide ])ublic r(*s|jonsibilities involv(M| in tin* transfer of the note iss!ie without making any 
material <*hang»* in the character of the business it may undertake, it is obvious that tho 
control of tln‘ note issue involves the grant of ]x'rmission to tln» authority controlling it to 
transfer fiimls freely lj(‘tw('en India and London, and there s(‘ems no n'ason in that rase for 
restricting the o[)erationH to one centre. Krom this point j)f view the words “in India” 
in la) of tlie conditions set out in i)ara. 17 of Mr. Dennings Memorandnm semn unnecessarv. 


(!. "Idle <pic>tion as to the ni(‘thod by whic-h the ( ioviU’iinamt should (iontinue to obtain 
till' profits of till' note issue, in the event of transfer to the lm|>erlal Hank, is a matter of 
detail whicii is capable of solution along diflerc'iit lines. There will be practical dilliculties 
in lixinga fair |ierc(‘ntage to bi* paid by tin' Hank fora period of live years on the invested 
portion of the ri'servc ahovi* the ll.xed minimum which would he fri'c in order to cover thi' 
<'Ost of administration. Owing to tin' variable' character of rates of discount, any ligun' 
adojited for livi' yi'ars would almost c('rtainly be to the detrimi'iit of oiii' l>Jirty or the other, 
and involve claims and counterclaims. The suggestion is oiler ed that if the matter is dealt 
with on thes(‘ lines tin' percentagi' rate for each year might be based on the actual rate of the 
previous year, and on the amount of securities held during that yt'ar. This leaves over for 
si'ttleiiK'iit the ipiestion of the first year, which could easily Im* adjusted rv \iotit fado in the 
light of e.\[H'ri('nci'. 


7. Iiefcrenct' may here be made to certain banking duties perfoianed for the Secrelary of 
State l)y the Haid\ of Kugland. 

ruder clause 2.3 (2) of the (lovernment. of India .\ct, siicli jiarts of the re%renuos of India 
as are remitted to the Uniti'd Kingdom, and all mone\ accruing in the rnited Kingdom for 
the [)ur[)()s(* of the tiovernment of India, has to be paid into an account at the Hank of 
Knglaiid. 

ruder various East India f.oans Acts it is inovided that the registers of the loans should 
be kept, either at tin* ollice of the Secrelary of State or at the Hank of England. The^* 
registers are now kejit at tlie Hank of England. 

'File custody of securities held by the Secri'tary of State is in the hands of the Hank of 
England. The Secrelary of Stall’ has enleri'd into agreements with the Hank of England 
in) in res|)cct of his balance and tlie printing of cuirency notes, tin' agreejnent not cx]»iring 
until l!t2!l; and (h) in resjiect of the management of the India sterling debt, the agri'emein. 
not (expiring until lll.’lO. Tin? printing of noUs will be transferred to India on the expiry i»r 
Hio agreemi'iit. 'Flie relations between the Secrelary of State and the Hank of England are 
intimate and cordial, and the Hank is in a ])osition to render, and has continuously 
rendered, inestimable services to Indian finance — services which only a bank of the standing 
and authority of the Hank of England could render. 



Avpendix 1. 

The Imperial Bank of India 



lotli Dfceiiiber - 10,4U O»| T.kWj oI 
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Appendix IF. 


Bank of England. 


\h\U\ 


I’ublic- 

d(‘|)(Ksil.s. 

Ollii-i- 

Ca.'ili (iiotps 
and i'uiii). 

Purceiitiif^o 
of oasli to 
liabililios. 

Peix*t!iila^e 
of public 
deposits to 
cash. 

i^crceiitage 
of public 
deposits to 
other 







deposits. 

1920. 


X (millions^ 

X (inilliotiHj 

£ (mill ions) 

IVr cent. 

Per cent. 

Per cent*. 

15tli Deci'initCT 

- 

10- 1 

ll'Ol 

ll-o 

<J'6 

138-.3 

15-4 

1921. 




1 




lOtli Marcli - 


IS!* 

107-2 

18-0 

14-8 

101-3 

17-6 

15tli .liiiio - 

. 

151* 

i;u-i 

10-3 

13-1 

82-2 

12-1 

Mth Se|>tfMiibor 

- 

ini 

120-5 

21-0 

14-!» 

09-5 

11-6 

I4tli l)(‘coiiil)»?r 

- 

13 S 

140-0 

22' 1 

14-3 

02-6 

0-1 

1922. 








liltli Jfarcli - 


IS It 

115-0 

25-5 

18-0 

74-3 

16-4 

.lltlifliiiie - 


17-7 

110 1 

25-1 

10-8 

09-9 

16-1 

l.'Jlli Sopleniher 

• 

10-4 

113-4 

23-8 

10-2 

43-7 

0-2 

l.'Jtli J)ei'einl)er 

- 

101 

111-8 

2’^‘ 7 

18-2 

14-5 

8-8 

1923. 








1 Uli Marcli - 


lil'O 

100-5 

24-3 

19-3 

64-4 

14-3 

L*)tlj iTime - 


JIO 

108-8 

23-2 

19-3 

47-4 

10-1 

12tli Septoiuber 

- 

ir.-7 

100 "5 

23-3 

10 -0 

070 

14-8 

12tli December 

- 

IIG 

116-0 

21-5 

10-7 

53-9 

9-!)- 

1924. 








1 2tli ]\rarcli - 


19-3 

105 -G 

22-8 

18-2 

84-5 

18-3 

11 til June - 

. 

10-7 

122-3 

21-8 

16-4 

49-2 

8-8. 

17tli Se[)tember 


10-4 

111-7 

24-0 

19-7 

tl-3 

9-3 

ITtli DecM'inber 

- 

10 M) 

1(kS-8 

22-8 

10-0 

40-4 

9-7 

1925. 








Util January 


11*7 

117-0 

j 22-2 

17-1 

52-6 

9-9 

11 til btibniary 

- 

SIC. 

115 1 

23-5 

18-8 

40-8 

8-3 

11 til Marcli - 


13-7 

! 110-5 

24-2 

19-4 

56-7 

12-4 

.I5th April - 

- 

14-8 

110-3 

27-1 

21-6 

54-5 

13-4 

IJth May . 

- 

17-4 

102-2 

25-8 

21-5 

67-6 

17-1 

UtliJune - 

- 

134 

100-0 

31-4 

25-5 

42-6 

12-2 

loth July - 

. 

12-6 

115-2 

,38-2 

20-9 

33-0 

10-9 

12tli 

- 

157 

110-7 

38-8 

30-0 

40-6 

14-2 

lOtli September 

- 

17-4 

111-0 

37-3 

29-0 

46-7 

15-7 

Util Oetobei 

• 

8-5 

; 103-4 

32-5 

29-0 

1 26-0 

8-2 

18tli >' iveinljer 


151 

100-0 

26-2 

21-5 

' 57-6 

14-2 

11) til Decpinlicr 


10-7 

1 

118-3 

20-4 

15-9 

52-5 

9-0 
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Api'Esdix III.^ 

(a) Hypotlieiical ivsult of solliiiy; Jls. lo (■roix.?s silver until iv|»iJiTliasi* of sutnc anniiint is noiv.ssif!ile«l 
in oiHler to keep Kilvor reserve up !<» Hs. 50 crores, iiornial jibsorjilioii beiiiif fakcui at Jfs. 7 rrorcs per 
annum. It will be seen that in the sixth year tlieit* is a loss of .t'i)27.(H)0. a.irainst wbicli interest n*iMM|its 
amount to ;C68l,(.K)0. The sale pi’iee of silver is laktui at lUW. pi*r slandanl ounee ami ])nrt‘baso price at. 
«S4(f. per standard oinu'e. 

Y<*;ir N 

iiitei-fst 
fill iii‘r 
]ii*iM'e(‘(lN 
:it :l ]H*r 

(’(•lit. 

Hs. Ks Hs. .€ Hs. ij Hs. JC .C 

erores. erores. eroivs. millions erores. millions ei'ores. ; niillii millions. 

7S (170 

78 2:12:1 tit) tup; lait 

dt) 2:i2:l 5J- 6 1»6I» ‘JOJl 

51 :i 1-579 50 5:i90 Id'J 

50 7 :i(iS5 50 1-705 -051 

50 5 2-d:l2 -I..S --.W 

ii:U 

(h) Hy taking the sale price of silver at 2iSf/. and piirchiise price at :lb/., a loss in tl sixth 
is shown of £l‘:hl5 millions against interest rweipts of £575.00(j. 

1 Sales at 28f/. I 


1 st yojir 

90 

1 

1 

• 2 l «7 1 

. 

78 

2 i <;7 : 

• 0(»5 

2 iid year 

78 

7 

1 5 

2 ]fi 7 1 



li() 

t-.'m 

• l:lo 

:lrd year 

<)(> 

7 

5 

2- 1157 ; 

1 

54 

( 5 -.MU 

■ 195 

4 tli year 

54 

7 

— 

— . 

:i 1 - 579 , 

50 

4 !l 2 ‘i 

■ns 

5 th yoHi* 

50 

7 

— 

i 

GO 

to 

50 

i- 2 :n 


(Itb yiMir 

50 

7 


..... 1 

5 2 -(;:i 2 ' 

4 S 


■■ 


Ist year 
2nd year 
3iil year 
4th year 
5th year 
♦)th year 


Stoi'k 
af bo- 
vriaaiiiK 
• if vein*. 


Silli'N lit. |N>1‘ I 
sliiiifliiril oiiitor ' 


|K.T Ntilllliiinl 


.\ nil unit -IV oimmmU. Aiiioiiiiti 


\i*i 

'V*** 1 nriM'iMMls 
(W11..S- 


(bie rupee contains j standard ounces of silver: — 

(i) Value at 28f/. per .sfamlartl ounce = CO’OkTfr), 

(ii) :lOr/ CO-OWiH). 

(iii) ., :{4f/ = CO-05264. 


If it is assumetl that 15s. Ul crDi’t's ttf silver were sold in the course of a few years at an 
average price of about 2Ud. jter slandanl ounce, tlie amount realised would lie approximately 
lis. 9 erortjs, leaving a deficieiiey of about I5s. 0 erores wbicli might be made good by 
increasing tlu; (lOvcnjiiHMit td India’s sccnrilic.s in the nvserves to 15s. 10 erores and by 
tirawiiigon tlic Mold Standard Reserve for Rs. l\ erores. 

TJie result of sneli an operation on the reserves is shown in tin* following figures: — 

iFiffinrs In erores of rnpeesj 

(IposM t^iifr. SltM'Iiiiif Oiilil 

ciiviiliitifiii. tifilil. .SilviT. M-iMiril ifs. Mviirllirs. l(i‘siTVr. 

iWI-.'i :!0 7..-1 H> >70 

(»/ ijross l•^rl^n1alioll.) 
li)S 24:i •Jit-.’J 

Wliilc, liowever, silver bullion was lH'in« soM, llio absorpiion of silver ciirR-ncy nia 3 ’ be 
presumed to be (toiitiimin^ iiide|)endeiitly, and for purpose of illustratiDii it may be postulated 
that its place has been taken by sterling securities. In this etisc the reserve vvoubl ])resent the 
following aspect : - 

(Fujinrit ill ^•rores of ni/ieeii.) 

(J.nfl. Sirrliiii' (JiiM Sliifnlii 
.•irciiliiliiHi. linlil. Silver. M-.Mirili.'M. siimilii-.. It.wiv.-. 

lsfl -5 :w •'.O H. ' 

{IWcetdujje of <jross rircnltUion. 
ir.'S 'iO''!- 

Tbo real assets are Us. 6 erores lower than in the final table of para. I, as there is iio 

■‘lucstioii ill this case of a loss on the disiwsal vil silver. 

* Siv ttUo Appcnilix 75 (H). 
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AITENDIX 7:;. 

Memorandum No. 5, on Remittances/’ submitted by 
Mr. C. H. Kisch, C.B., Financial Secretary, India Office. 

TIi(‘ iiietlind of llic romittam-o rroni India uT funds ri*(iuircd for ilio purpose* of 

UKvlini^ llic m ods of the llonu* Treasury raises a number of iVunIs ^vhieli merit, attention. 
The Appeiidi\ to this Note sols forth tlio position as it has eleveloped in recent years. 

ti. Tlie sy.-tem of buyin^^ slerlinif in India, introduced in Ibid to sup|)lement the sales 
of Comiril drafts, wliieli had nee(*ssarily to be sold un(h*r dill'erent conditions from tliose 
prevailing befure tlie war (rh/e Apiu'udix), was a«loptetl w'ith reference to special eoiulit ions 
wlien the rupee was link(‘d neither 10 ^old nor sterling at a fixed rate and was a currency 
with a widely ibiclnalin,i; intcriialional value, thi the re-establishuK'nl of an elTeetive ^^^>hl 
parity tlie ranye nf lliictuation will be limite<l helwoen upper and lower >;old points, and so 
.far as tlie i|uestioii of an iind(*sirable uji-rush of cxi*han.t»i‘ is concerned (whicli was the 
origin of the introduetion of })ur(?liases of sterling in lndia» it w'ill bo an I'sscntial element 
in the exchange system that li‘nderers of gold should be in a iiosition to obtain rupees 
without limit at the now jiarity, and or that ruptu's should be available against payment in 
sleiTnig at a ]>riee corj’esjKinding w'ilh the upper gold ])oint. 

.3. It is suggested that a satisfactory sch(‘me for ( lorornment reinittaneeH must satisfy the 
following tests 

(u) It should Ik* so framed as to give (.lovernment the prospect of obtaining the best 
luiee for the rupees s(»hl, (‘onsonanl with market conditions. 

(/)) It should comply with the legitimatcj intt'rests of those engaged in financing 
Indian tradi*. 

(c; It should In* so framed as to prevent as faras jiossible the financial transactions of 
( iovi'rnuH'nt from bi'eominga subjt*ct of controveisy. 

4. In considering the systems of (Vuineil sales and purchases of sti‘rling as hithejto 
elTectcd, it is imi>ortaiit to delermiiie tin* following two issues 

il) Are public inten'sls better serveil by a system of open (‘ompetitive tender or liy 
operations of which tin* intended extent is not amioiineed in advance? 

(21 An? public interests best served by operations in liondon or in India, or in both ? 

5. In so far as (jovermneiit has to remit funds for its own jiiirposes, it is in tin* position 
of any ])rivate remitter, and if this WTre a complete description of their |)osition then? would 
seem to be no reason w hy (iov(*rnment should reganl ilfii*lf as being under any restrictions 
in reganl to its remittances, either as to place or manner which do not apply to the ordinary 
tradi*r. 

fi. The object of a system of publie tender is to safeguard the interests of Government 
by securing the freest competition for the rupees on oiler, and there does not seem to be 
any convincing reason for thinking that ]>rivate discn‘tionary o]H*rations, of which the 
intemh'd extent is not amioiinceil in ndvanci*, would, over a prolonged period, produce any 
better result as regards the rate at which rupei*s are sold. It is reasonable to sujiposi* that 
the sale of rupees on the scab? necessitated by the needs of the Home Treasury must, in the 
long rim, have a similar ellcet on the market whether these sales are conducted publicly 
or privately, and in so far as publicity tends to rediico the spt'culative element, sales by 
pnl)lic auction should make fiu’ stability in the exchange. 

7. In consi(h ring this (juesii(»n of [»ublie and ])rivaU‘ operations, the observations in 
para, o havi* a >])ccial relevance. The position of Government is not that of an ordinary 
remitter owing to the fact that the voluim* of its transaidioiis give it a ]>reponderaling part 
ill the determination of exchange tendencies at any ptirticular moment. The pro])ortion 
between the voIuiik? of the Government of India’s exchange operations aufl the .aggregate 
of transactions in the rup(*e-sterling exchange is probably a uniipie featun* in thfM*eIation of 
any important Government to the exchange market in its eurrciicy. Thcsi* considerations 
give those cngagt‘d in Indian tra<le a claim to know the action that (iovernmont is taking 
in regard to exchange* operations much in the same way as llit* Inisiness eommunity in the 
Imitcd King Itun are given immediate information regarding movements of gohl to and from 
tlie P uk of Kngland. 

.Though on the whoh* the systc’in of purchases of sterling aiipears to have worked 
snuiothly so far as trade iiiicresis are concerm*d, then* hav(* not been lacking signs that the 
absence of iiublicity is rogardeil as a defect."’ Jn this eonneclion reference may be made 

* Cf. reiiiarks hy .Mi*. V'. A. (indunn at incetiiig of AssooiatiMl ClmniberM of Cuiiimuice, Calcultu, 
vcporteil ill Sififfsninit of Itilli Dccetiilicr lf)25. 
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to the following report of soiiKMeiiiarks iiiade by tlip Cliainnaii of the Eastern Hank at llm 
annual general meeting of the Bank cm 2()th March 1025: — 

“llclerring to the (inestioii of exchange, it is necessary to mention a new factor 
which had presented itself in conneclion with the recent operations of tlic Indian 
(Jovernment. Kormerly, ('onncil drafts were sold on this side, ami the amount to bo 
offered was strictly limited. Of late, how(‘ver, as a result of pressure in India, tlie 
Oovornment had purchase<l sterling on the other side as well, 'riiero would bo no 
serious objection to that provided the (iovernmciit publii-ly announced beforehand 
the amount to be purchased during a lixetl period. No sn(*li announcement, however, 
was made ; the (Jlovernment came into the market from lime lo time, soiiielimes even 
from day to day, and then suddenly witlnlrew entirely, thus causing tlu' greatest 
un(!ortainty as to their future coui-se of action. lie liad the greatest respect for 
Sir Basil Blackett, who so ably adniinistcrod and conirollcMl the public linances of 
India, and he was quite satisfied that the practice initiated by him, witli tin* full support 
of many (listinguislicd Imlians, was designed, in the view of Sir Basil, to achieve the 
best ultimate result for India, lie would ])oint out, however, that when exehange 
operations attained a magnitude so greatly in excess of the actual requirements of tlie 
(lovernment, so far as one was able to judge, there w’as an elemeui of danger to 
eommereial transaetions exj)osed in such cireiimsUinces to factors outside the knowledge 
of tlie exchange banks, who could gauge the requirements of trade and commerce, but 
were quite unable to foreshadow the aetion of the (lovornmeiit in the exchange market. 
He lioped that the (jovernment would eoiisider tho advisability of ado|)ling for their 
purehases in India a |»roeediirc similar lo tliat followed in eonneetion with tin* sale of 
Couneil bills on this side.” 

Again, the linancial eorrespomJent of the Timc.^ of Luliu makes tlie following remarks 
in the issue of 2.‘ird May 11)25 : - 

“'file opinion prevails in banking circles that tiovcunmcnt should aiiiioiiiico every 
nmrning llu* purchas(*s of sterling ma<lc the previous day ami that iuovimiumiI of]»ubli(r 
fumis should not be kept private. It is eontmided that the sales of (.’(umcil bills are 
mad(» immediately imblie, and that the same ]>ro<’edure sliouhl be followed in the ease 
of i)iirchas<*s of sterling, the rate and aniuuut of purcdiase being made publie the day 
following the purchase.” 

tS. Sales of rupees by open coni pciitive temier place* all parties in the* same position and 
area safeguard to (iovernnieiit against any possible* question in regard to their e'xlensive^ and 
predominating exehange* ejperations. On the other liaml, to operate in a more or less |)ri\ate 
manner may, on occasion, invite eommeMit ami emiange r the full (‘onHdem*e that is a vital 
asset to (loverumeiit in its financial transactions. 


!). Expcriem?e has shown that sterling remittances e*an he cirecte*e.I at satisfactory rales 
email extensive scale eithew in India or in [.omh^n. If tlic view is held that it is elesirablc 
tJiat rcmitlanee* operations should be eondm-teel by 0 |»eu lender, with the pidilie-ity 
characteristic of the sales of C(»euu*il dralls, the ipifsiiou ol the s(‘at of e»prrations has to be 
consideuvel. Two iioints may be m)te*d : (1) Sales in India*’' involve the' eorTehiti(.)n of 
demands from various cenijvs n*mntc' from each otlieT ami the Imatlqiiarle'is of I lovi'nimcnl. 
This eannot be as simple or (*x])eelitiouf; as the iveeijit ami disposal in Eomlon of te*mlcrs 
from the head eillices of the Exchange Banks ami other loading institutions and firms 
generally situateel in close proximity to the Bank o\ England. Knillicr, in tim case* of 
(Joune'il sah*H in Ijomlon, rupees are; not issiu'd until the Sccreitary ol Stalej in ( ouiieril has 
becii paid in sterling. In the case of purchases of sterling in Inelia, the riqu‘e*s aiv eTeMlitod 
before the sterling has been paid over to ( iovernmenr. It is thcrcfoie ne*ccssary to iliscriminato 
in siK'h pureliases, ami tho area of ctmipctilion is thus not sei wide as in Eomlon, where* 
(hafts are open to tender liy all without distinction. 


10. Ueferern'e inay lion* be inadi' to the mi*asurcs required wdion (*xch;inge we'akems lo 
the lower gold point -a matter on wliicdL some further observations are ollerod in para. 4 
of the note on the future eontrol of tlie Paiu'i* (hirreucy. The Royal (Vaumissioii of 15)1:; I 
advised that the (lovenimeiit of India should make a public notification of their intention to 
sell bills in India on London at a price correspondiiig to the lower gold point, whrii(‘V(‘r they 
were asked to do so, lo the full (*xtent of their resouives. This vu'w was emior.sed by 
the Babiiigton-vSniitli Committee, who also appr()vi*d the iiractice of olleniig teh'grapliu.: 
remittances, as was first done in eonneetion Avitli cerlain sales at tin* i)Utbrcak ()f tin* war. 
The (!ommitt(*creconimemle<l (para. 02 of Report) that the (.overiiiiient of liiilia should be 
autlioriscd to aniiouuir, witliout pivvioi.s lu llio .Smvtary nf Sfalo <m oa.-li otrasimi, 

their YBniVmcm to s.>Il weekly a statcl amount ol Itovoi-so Oo.moils (iu<-hulM>« fdo^rapluc 
transfer) during periods of exol.ang.? weuknesr,. the rate being bane.! on the cost ..I shipping 


* n. is worth i.ioi.tioniup that wih-s t.f Stirling hy the Kxrhaiigu Hinik« iii liidiii, ns Inllii-ilo 
ooniluotoL aro nndorstooil uo.-i.iaUv, .r at any n.le »n ...•visions, lo involve the piiyniei, o n .•oiMinission 
hyttio seller to a broker. This thws not arise in the eiisu ol sah-s of lupees Hii-oiikIi I ho motlinin of 

Couucil drafts. 

(t 
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gold from India to I/jndon. In the uiiiionnoeincnt iaaned l>y tlie Government of India on 
2nd Kebniary 1920 (see page 1 1 of Meinorandnin 1), effect was given to this proposal 
in the following terms: “In accordance with the GonimiUcc’s i'cconnncndalioim, the 
Govermhent of India will, when occasion re(|nires, offer for sale stated weekly amounts of 
sterling reverse drafts on tiic Secretary of Stote for India (including immediate telegraph 
transfers).’’ It is desiiahlc that the i)re8cnt Koyal Coiumission should consider whether the 
decisitm end»odied in ihe above (piotation siiffieiently ensures that tho exchange valne of 
the rupee will ho maintaineil at the appiupriate level. 'I’he proi)er working of the gold 
exchange standard, as developed in Imlia, implies that rupees will be obtainalde at a price 
c-orresponding to the upper gold jwint without limit. A complementai'y condition for the 
perfect working of the system im]ilies that remitters shoidd be iible to obtain gold or 
sterling exchange at a jmee corresponding with lower gold point, also without limit. Hitherto 
Oovernincnt have not taken upon thcmsclv<‘s this last responsibility, and so long as the offers 
of sterling (or gold) at any time are limited the restriction on the amount may result 
in the market rate of exchange falling IkjIow the correc’t parity. An opportunity for 
reomsiilcring this question is inosmited by the impmved prospects of economic stability 
in conjunction with the present strength of the gold and sterling reserves, of which tho 
amount on .’list December 1925 was as follows: - 

{ii) Steiling securities in the Paj)er Gurrency Deserve (nominal value) - 29,285, (XXI 
(hi Sterling securities (market value) and eash in the Gold Standard Deserve- 40,()(X),(KX) 
(c) Gobi in I’apcrGnrrency Deserve in Imlia ----- 22,(118, (MX) 


'fotid - - - ■£91,()08,(I(XI 

'i'hc amount under (u) consists entirely of llritish 'I’reasnry Hills. I’resent-rlay policy 
aims at maintaining the Gold Standard Deserve i»i a high stage of liiiiddity, and of the 
amount under (h) .C9,()45,0(X) represents Hritish Government seoiritics with maturity not 
exceeding in any ease three months, whereas the balance of the reserve is in the form of 
securities with ready marketability. It would mark a delinito advance on the pre-war 
position if the Gonnnission see their way to advising that the time has conic for Government 
to announce its readiness to sell reveree drafts witliont limit at the jirice coiTcsponding to 
gold e.xport pfunt. In such a case the arguments for holding the reserve in a highly liquid 
form would derive increased cogency. 


Ai»i*endi.\. 

Recent developments in the system of Government Remittances. 

Heforc tho war tho niaiu method hy which the Secretary of State was pltieed in 
funds was by sale by open tender of Council drtifts® (that is, draits on India) at 
tho Hank of England. Subject to modilioations necessitated by war conditions, as 
described in the Habiugton-Smith Committee’s Report, the same system was 
niaiutaiiicd during the war. Remittances were occasionally effected hy the shipment 
of gold from Imlia, but thc^ amount of such shipments was small, and one of the 
objects that tho Secretary of State kept iieforc him in regulating his drawings was to 
avoid the necessity and expense of gold shipments. 

The history of the sale of Council drafts will he found in AppendLx VTl to the 
Report of the Royal Commission of 1913-14, and a copy of the regtdations of 1915 
(containing the pre-war conditions) and of 1921 (tho lati^ist form) are reprinted as 
Anncxnre A to this note. 

The rules now in force differ in two important respects from those in force 
before the War. First., they do not provide for the sale of intermediate drafts 
whicli wore habitually sohl, if rcquire«i hy trade, botwceii the regular weekly 
auctions, liitermediale drafts were suspended in Deeeinher 1916, and no question 
of their revival could arise until the resnioptioii of the sale of Council drafts 
in January 1923. (Since the resumption tho place of iiitcnncdiatos has been taken 
by ])urchases of sterling in India as explained below). Secondly, there is no 
provision for the sale of rupees without limit at a price corresponding to upper gold 
point, owing to the abnormal c.\chauge conditions under which sales have been 
recently conducted. 

During the period of stable oxcliange, the system under which Council drafts 
were sohl in Condon satisfactorily met the needs of (loverument and trade, and it is 
noteworthy that the fundamental I’lrinciples on which tho sj’steiu was conducted 
were not called into question either by tho Royal Commission of 1914 or by the 
Hahiiigton-Siiiith Committee of 1919. (.See para. Cl of Report.) 

* Tn lluH iio(.c, nnloHS tlic context otherwise reqiiiies, the term “ilraft’’ should he understood afi 
including tclegiuphic tranefers. 
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2. In considering the question of the methods hy which the funds requij’od by the 
Secretary of State for tlie discharge of his liabilities should be drawn from lud’ia, it 
is nec(588ary to distinguish between the abnormal comlitions of the last few years 
and the situation as it may be expected to be when the rupee again has an elTcctivo 
stabilised international value. 

Between the date of the imblicatiou of the Uabiugton-Smith Committee’s Report 
and danuary 1923, there were no sah's of ('ouiicil drafts in ]x)ndon, as e.Kpluined in 
para. 10 of Memorandum No. 1. When the Secretary of Slate ilecidcd in .January 
192.‘5 to reo])en sales, market conditions were uncertain, and the question of 
regulating remittances so as to admit of substantial drawings from India, and at 
the same time avoid unsettling trade, g:ive rise to much (onsideratiou. It was then 
decided, at the instance of the Uovernment of India, to su))pl(.>inent the weekly 
sales of Council drafts l>y purchases of sterling in India, ru|)ees being sold bv 
the Government of India, through the Imp<nial Bank, to the Kxchang(! banks against 
telegraphic transfei-s of sterling to be phiced to the credit of the Secretary of Slate in 
London at the Bank of England, cm the London oflicc of the Imperial Bauk. 'I’he 
extent of the proposed remitlanoes by sterling pnrch.ases in India, or the jat('s at 
which Government was prepared to effect them, were not announced in advance, nor 
were tenders invited. Government’s operations were discretional, the guiding 
principle being to secure remittance on a substantial scale, and at the same time to 
avoid, a.s far as jmssible, excessive fluctuations in the rate of exchange.® 

The following table exhibits the amount of remit lances in the years 1922 -23, 
1923~21, 1924—25, and for the first nine months of 1925-215, distinguishing Ix'twccn 
amounts drawn by l.’ouueil sales ami by jmrehases of sterling: — 

TAULE. 

UKMiri'.vscns in the (iovEUNMEXT OF India to the Seciiktakv of State kou India 

SINCE 1922-2:5. 




Sal<*s (if liills 
anil lcli*gra|)liic 
tninslVrs (in lii.lia . 
liy Si'cfctiiry ' 
of Stati*. 


Puirliascs of 
stiM'ling iti India. 
Iiy tiu* (lovorinnont 
of riidia. 


I'lircliiist's liy till* 
iSpcn-rai-v «»f »Si!itc 

priicffilrt of losins 
niis<>(i in Lrnnloii 
liy liidiun piiblip 
iMtilics, 


I’otal iviiiittaiuvs. 



.51 1 

•C j 

M 

j: 

1922-2:5 - 

2,570,02(5 i 

70,000 i 

2,12(5,210 

l,7(5(5,2;5(5 

1923-24 - 

.s,7:5S,705 

13,100,000 i 

1,:502,959 

2:5,111,001 

1924-25 

7,579,1(52 

:5:5, 19 1,000 

700,(KJO 

•11,470,102 

1925-2(5 (9 months) - | 

i Nil 

i 

37,50(5.500 1 

i 

, Nil 

i 

.‘57,50(5,500 


From tlanuary 192:5 to Decemlier 1025, the total riMiiittances ('ffccteil by purchases 
of sterling amounted to .^I3.‘5,927,5()0 while the (•orr('S 2 )onding figure in n sjK’ct of 
remittances by Council drafts tiiieliiding sterling taken over from Indian i»ubii(; bodii's 
borrowing in liondon) was t‘2:.5,017,l()<l. In this coiiueetion two ]>ointsiiiay be noted : 
first, when exchange niovenumts liave been wide and market prospects imemlaiii, it was 
considered ineonvenienl to maintaiiioft'ers of ( ’oimeils unless conditions dcliiiilclyjKanted 
to an active demand for rupees at rates that commended tlienisclves to ( ioverumeut. 
Council drafts were sold during (5 weeks from January to Marcli 192:5, :5I weeks 
in 192:5-24, and 17 weeks in 1924 -25. Si'eondly, it was dtaiided in October 1925 lliat, 
for the time being, remittances should not lie (dlVetod below the rate of l«. (5 
(a figure corresiiondiiig closely to iipix'r gold jioiiil on the basis of a l.s-. (if/, gold 
riqiee), and to meet all demands for remittauee that juight be furtheomiiig at this 
figure without making any binding aunouiicemeiil on the matter, l/mlcr (he.se 
conditions the normal conqiotitive oIciikmiI inherent in the tender system would be 
lacking and (here woulil have been no point in instituliug any formal offer of Oouneil 
(Irafts. Under pre-war conditions the then standing offer of milimited Councils at 
upper gold point would bave operated (vide para. 1 1 of Annexurc (ij). lii these 
circumstances on the 21st October the Secretary of State addressed the fellowiiig 
telegram to the Government of India : — 

“A decision having been arrived at as to the rate at which Oovernment 
reinittauces should be effected for the present, I have had umler consideration 

• CopioH of dospatebes exclitinged butwe-n Ilio Swwtur.v of State iiml tlic GoviMiimuiit of India in 
1923 will be produced if tbe Conuuission so desire. 



48G 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


the rjijestion whellier, in accordniioc witli practice in recent years in the busy 
season, it would now be expedient to reopen sales of Councils. 

“ Tliti deci.sion, however, not to remit below the dofinito figure of l«. Qittd. 
for the time being, and, without making any public commitment to this clTect^ 
to meet all demands for rupees at this ligure, makes the position exceptional, 
and, as during the continuance of this situation the invitation for competitive 
tenders for (.’onncils would lack reality, I have decided not to take any action at 
present. Should ii appear <‘xpedient at any time, the cpiestiou will bo 
n'considorcd. 'Phe general qtiestion of the most suitable methods under 
normal conditions of making remittances is, you will understand, left untouched 
by this decision. This is a matter on which the Iloyal Commission on 
t'nrreuey will no doubt report. TJiis refers to my telegram of the Idtlr 
October.*’ 


AxKEXI'KK. 

Sale of Bills and Telegraphic Transfers on India. 

(i) 1915 Regulations containing the pre-war conditions. 

In supersession of ])rovion8 notifications, the Secretary of State for India in 
Council publishes the following particular.^ as to the method of selling Hills and 
Telegraphic Transfers on India : — 

»Safc of Hills. 

1. 'Phe Secretary of State for India in Council is prepared to allot on Wednesday 
in each week Hills of Exchange on the (jovcrnmenl of India, the (Government of 
Madras, or the (iovernmeiit of Hombay of an aggregate amount not exceeding that 
anuonmuHl in a notice which will be previously exliibitt'd at the Bank of England. 

2. Tenders for such Bills will be o])ened at the Bank of England on each 
Wcdnes<hiy at I o’clock. 

3. T('n(ler.s must be made on forms which can bo obtained on application at the 
("ihief ( 'ashier’s Oflice at the Bank of England. 'Phey must bo ilclivereil, under cover, 
at the said ollice. 

I. Any l('nder may be for the wliole amount shown in the announeement or for 
any portion thereof not being less than Rs. 1(),(X)0. The amount of the tender or 
tenders submitted by or on behalf of any ou(‘ person, firm, or company must not in 
the aggregate exceed the amount shown in the announcement. Tenders which 
appear to the Secretary of State in Council to lx? submitted in direct or indirect 
infringement of this rule will be? I'ejectetl. 

o. Each lender must state the rate of <?xchango at which the applicant is prepared 
to purchase a Bill or Bills of the amount for which he l.end(?rs or any less amount that 
may be allotted to him. The ratt* of exchange must b(> expressed in pence, or in 
pence and a fraction of a penny, per ru]M'e; any fractitni that is used must be either 
one thirty'-second of a penny or a multiple of one thiity-second of a penny. 

fi. In tlx? event of two or more tenders being made at the same rate, and the 
amount to be allotted being less than the amount of both or all, a pro raia allotment 
will ordinarily be made, subject to the condition that no Bill will be granted for a 
less amount than Rs. 5,t0). 

7. As soon as practicable after the 0 ]X’ning of the tenders the result will bo made 
known at the Bank, and the maximifin amount to bo allotted on the following 
Wednesday will ordinarily be announced at the same time. 

8. On Wednesday afternoon persons w’ho have tendered will, on application at the 
Chief Cashier’s Ollice, be informeil whether any allotment has been made to them. 

!). Payment for Bills allotted on a Wednesday must be made on or before the 
following Tuesday. 

10. 'Phos(* applicants to whom an allotment of Bills has been made will be 
furnished with a form to be filled up with the parti-udars of the Bills tlcsired, which 
must be left at the C’hicf Cashier’s Uflice befon? 12 o’clock on the day preceding that 
on which the Bills arc requinnl ; the Bills will be dolivered next day on payment in 
cash not later than 2 o’clock. 
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11. Ifi juldilioii to tho touders iiifiitioupd jihow for Hills to Ijo iilJotlfid on' 
^V('dn<>s(hiys at 1 o’clock, applicalioiis may ho made on any Winlncsday after tlio 
result of the allotment has hecn annomiced '{hut not later than 3 o’clock), on Saturday 
between 11 and 12.3t) and on any other day bet ween 11 and .‘1, at the Oliief Cashier’s 
Olliceof the Hank of Faigland for intermediate Hills ilrawn on the Coverumentof India, 
the Goveriimcut of .Msidms, or the (iovernment of llomhay. No pledge can h(' given 
that such applications will he complied with ; hut, if iurerinediate Hills are granted, 
the following condition will he ohsetved, viz., that if, at the prei'ccling allotment, 
Hills have been allotted to th(5 full amount previously amiomu!ed, internuHliate Hills 
will only be granted at rates exceeding by at least on<( thirty-second of a penny per 
rupee the minimum price at whic.h an allotment was made. If, however, the minimum 
price has e.\c(!ednd 1«. 1.,^/. the ni]>oe this condition will not he enforced, as the 
Secretary of Slate in Council is prepansl to sell until further notice intermediaU! Hills 
at I*, ilil. the ru|)ee. 

12. If an intermediate Hill is granted on a 'riie-iday, payment must he made on the 
same day ; if a Hill is gninted on any day other than Tuesdaj’, payment must lie made 
not later than tlu^ following 'I’uesday. 

•Sub' of Tclefjmph'ic Tronufcrs “ ] iniiu’ilialc ” ainl “ Drfrrred." 

13. Applications for 'I’elegraphic Transfers on the Covernment of India, the 
(Iovernment of Madras, and the (iovermiuMit of Homhay, will he received on hehalf of 
the Secretary (d' State for Imlia in Council at tho ( 'hief Cashier’s Ollice at any time 
hetween 1 1 and 3, exee])t on Saturdays, when the hours are from 1 1 to 12.311. 'I’hoso 
which are n;ceived on Wediu'sday hefore 1 o’clock will l>e opened at the sainct time as 
the temlers for the weekly allotment of Hills ; and. if transfers an; then granted, the 
fact will he announced at the same time and in the sanu! manner as the allotment of 
Hills, 'rransfers will he granted only in thousands of rupees, and in no case for less 
than one lakh ; except that an ai)plieant to whom a transfi.-r lias hemi grant('d at the 
tinu! of tho weekly allotment of Hills may he allowed an additional transfer of an 
amount (in thousands of rupees) less than one lakh, provided that such adilitional 
transfer is [)aid for (at the pri<-c lixed for the lime being l)y the Secretary of Slate in 
■Council) on the same day as the transfer originally granted. Applicants tendering on 
Wiidnesilay hefon! L o’clock both for Hills and transfers may, if they wish it, iiiscu t in 
their tender for transfers a rccpiest that, if that temler he not siilliciently large to 
secure an allotment of one lakli of ru|)ees, it may ho increased to the lu'ccssary (‘xfeiit 

hv reduction of their tender for Hills. 

«/ 

14. If a transfer is granted on a Tuesilay, i)aym(Mif must lie made on the same 
day ; if a transfer is granted on any day other than a Tuesday, jiayment must lie made 
not later than the following Tuesday. 

In. The m.'cossary telegram to enable the amount of a transfer to he issued to tho 
recipient in India will he d(!spatched on the day on which payment for the transfer is 
made at tho Hank of England. Immediate transfers will ho payable in India on the 
day following tho issiu? of the telegram; deferred transfers will he pa 3 ’ahle Hi days 
after tho issue of the telegram. 


(icncral. 

10. Tho sales of Hills and Telegraphic Transfers, and the rates at which they 
have been made, will be from time to time announced at tho Hank of England, and 
the total amount’ sold up to date since the 1st of .\pril, with the sterling realised, will 
1)0 siinilarlv announot.'d on each Wedm.'sday mornijig at 1 1 o clock. 

17. Tho Secretary of State in (’ouncil, while making this announcement as 
rc'’'ard6 the practice to bo ordinarily pursued, leseitcs to hinrsell tin*, light ol 
rejecting the whole or any part of any ti.-nder and of departing in any respect without 
previous notice Irom tho foregoing terms should cjiiamistain.cs iond(*i it expedient. 


, SiKciiil Xotke. 

Persons or firms applying for Hills or Telegraphic Transfers arc hereby notified 
that by virtue of the provisions of Acts 22 < }oo. I J-, \IA.. Wion 10, and 

41 Uco. 111., cap. HII., every allotment of such Hills or lelegraphic I ransfers is 
made subject to the express condition that no Member ol tho House of (.ommons be 



488 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


adiiiittod to any part or share therein, or to any benelit to arise therefrom. The 
Statute does not apply to contracts entered into by incorporated trading coinpanies in 
their corporate capacity. 

India Oflice, 

22ud February lOlo. 

(ii) 1924 Regulations (the latest form). 

Tho Secretary of State for India in Council offers for sale on Tuesday, 
8()th Septoiubcr I'.)24, Hills of Exchange and I'elegraphic Transfers (Inunediate and 
Deferred) on the Cioverninent of India, to tho amount of fifty lakhs of rupees, 
payable at Calcutta, Madras, llotubay and Karachi. This and any subseipient sales 
will, until further notice, be regulated by the following conditions. 


(conditions ok Salk. 


1. Dates of sales and the aggregate amount to be offered on each occasion will be 
announced in a notice exhibited at the llaiik of England. 

2. Tenders will bo o])ened at the Hank of England on Tuesdays at 1 o’clock. 
They must bo inaile on forms which can be obtained on application at the Chief 
{’ashier’s OHice at the Mank of England. 

Any tender may be for the wiiole of the amount shown in the announcement, 
or for any portion thereof wliich in the case of a Hill is not less than Hs. 10, (XX), and 
in the ease of a Transfer (Immediale or Deferred) is a mnitiple of Hs. I,0(K) and not 
less than Hs. I lakh. T'ho amount of the tender or tenders submitted by or on behalf 
of any one person, firm, or company must not in the aggregate exceed the amount 
shown in the announcement. Tenders which appear to the Secretary of State in 
(k)uncil to be submitted in direct or indirect infringement of this rule will be n'jected. 

4. Each bmder must state the rate of exchange at which tho applicant is 
prepared to purchase the amount for which he tenders therein or any le.ss ainonut 
that may be allotted. The rate of exchange must be expressed in ])ouce, or in pence 
and a fraction of a penny, ])er rupee; any fraction must be either om; thirty-second 
of a penny or a multiple thereof. No annonneemont will be made of the minimum 
rate at which tenders will be ai‘cept(ul. 


.O. Tenders for Immediate Telegraphic I'ransfcrs will rank for allotment with 
tenders at lower for lUlls and Defernal Teh'graphic Transfers. When a jiro raLa 
allotment is made, no Kill will ordinarily Im* granted for a less amount than Ks 5,(X)0, 
ami no Telegraphic Transfer for a lt?ss amount than Hs. I lakh. .Applicants 
tend(;i ing both for Mills and 'I’ransfers may, if they wish, insert in their tender for 
'I’ransfers a rei]uest that if tliat temh'r be not sidladmitly large to secure an allotment 
of one lakh of rupees it may be increased to the neix'sisary extent by reduction of 
their tender for Hills. 


(■». On 'I’uesday afternoon tenderers will, on application at the Chief Cashier’s 
Ollici!, be informed whether any allotment has bcim made to them. 

7. Mayment for Hills and Transfer must lu; made before tlu' 'I’nesday next after 
the (lay of allotment. 

8. Applicants to whom an allotment of Hills has been made will bo furnished 
with a form to be Idled up with the particulars of the Hills desired, which must be 
left at the Chief Cashier’s ollice ladore 12 o’clock on the day preceding that on which 
the ilills an! rerpdred ; the Hills wdll be delivered next day on x^ayment in cash not 
later than 2 o’chn’k. 

1). When a 'I’ldegraphic Transfer has bi'cn allotted the necessary telegram 
authorising payment in India on demand will bo sent on the day on which xiaynient 
for tho 'rransfer is made at the Hank of England. Immediate Transfers will be 
payable in India on tho da.v following the issue of tho telegi’am ; Deferred Transfers 
will be i)a 3 'able IG days afU?r the issue of the telegram. 

10. Subject to further notice no “intermediate" Hills or Telegraphic Transfers 
will be offered for sale by 'he Secretary of State in Council. 

1 1 , The Secretary of State in Council reserves tho right of rejecting tho whole or 
any part of any tender, and of departing in any respect without previous notice from 
the foregoing terms shotdd circumstances render it expedient. 
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SPECIAL NOTICE. 

I’ersoiia or lirnis applyiii}? for I Sills or T«4<'f?niphi(r Tniiisfcrs iiro liorchy notilied 
that by virUio of llie provisions of Aols 'J2 (Jeo. 111., cjip. XLV.. section 10, and 
41 Ueo. 111., cap. Lll., (ivory allotnienl. of such I'ills or Tclc;^o-aphio Transfers is made 
8ubj(iot to tli(.i express condition tliat no .Member of llui House of Commons be 
admitted to any part or share therein, or to any benelit to arise therefrom. The 
Statute docs not apply to contracts <‘nlered into by incorporatr'd trading? companies in 
tlieir corporate irapacity. 

J.NUiA Okfici;, 

:f3rd Septciinber 1921. 


.MT’KNDIX 74. 

Note submitted by Mr. C. H. Kisch, C.B., Financial Secretary to the 
India Office, entitled “ Some considerations suggested by a review 
of the events of 1920 with reference to banking development 
in India.” 

'Phe year 1920 was in many ways exceptional in tho (voninnie history of India as 
it was in the case of other (lonntries. 'Phe year saw the; attempt to establish the 2s. 
(gold) rupee, tho revaluation of res(‘rvcs on the new basis, and the (wentnal 
abandonment of the policy of active support to the excliange. 

The events of the year may iiscfidly lx; studied with regard to the h'ssons th(?y 
can teach for future guidance. They bring out in a clear light certain dilliculties, 
which, at any rate for a long time to come, may Ix! (‘xpected to emerg(! it the Indian 
currency system is exposed to a severe test. 

First, it is necessary to remove a source of complication, arising from the fact 
that the eunvney note res('rve was revalued in October 1920 on a 2.s. basis. Jt is 
convenient, for the purpose of unravelling the facts, to nx’oristrnct tho paper currency 
reserve on a 2.'». basis in exhilutiiig tho lignros for 31st ])(!eemher 1919 for purpose of 
comparison with the position on .‘Ust October 1920, when adjustments connec.bxl 
with the sal(*s of Uevers(>s were completed. If this is donti the constitution of th(> 
resorv(? at tins end of 1919 and at tin? end of October 1920 compares as follows: - 

J’ajK'r (.'iivreiifij lii’srrrc. (Us. lo t'l.) 

{Fi jtirt's ill hiklis of UfifU’f s.) 




1 hiic. 

j (ir<).s.s Mtilo 

1 rircuIiOifiii. 

(lolti. 

Silv. 

Kii)h>u 

llritisli 

(uivuriiiiuMit. 

Securities. 

DciummIkt 

Hs. 

i,s±yi 

2<»,47 

Rx. 

•I.!.' 17 

1 

Hs. 

o7,77* 

Its. 

55, Ot) 

]lst Oot4)KM‘ iJi'JO 

1,511, .OS 

2:1,75 

51041 

(IS, 07 

s.;^5 

DifferoiuM? - 


-2.72 

+ 15,74 I 

+ 10,:5() 

— 4o,<l5 




The acUimI ourrt^iicy contraction in tlio first ten nioiitlis of 1920 as exliiliitcd by 

lh (5 change in the rosier ve was : — 

Votes - - lis. crores. 

kver - - - 


Hs. 39-07 


t The smoniit correspomls to 
niiiu uioiitlis of 1920, as shown in 


the iwt i-Htnru (Its. li-87 croros) of ru|iocs ami half cupces in llie ficst 
Statoiiiciit VIII of tlio Coiitn)ller of t^uiroiicy's Report for 1!)2() 1. 


The decrease in the currency reserve gold 
regarded as expansion, inasmuch as the gold 
currency. 


holding of I’s. 2*72 croros is not 
yvas not available for purposes of 
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The amount received in India in iiayinent for Ileverses sold in tlic period (January 
to Septeiul)er) was Us. 40 ' 9.‘i crores, and the net reduction in the gold holding represented 
a contracting power of Rs. 4 'OS crores. on the approximate basis of the selling price 
of gold at tlie time. The extent to which these transactions desiderated currency 
•contraction was thus Us. 51 ’01 crores. This may bo compared with the actual 
contraction clleeteil of Us. ’59 ‘07 crores as set out fo'riually in the following talde : — 


Rupees re(;eived for sterling 
sold 

Net reduction of gold (at 
Rs. 1 5 per 

t\mtractioii desiderated - 


{Fiflures in Rs. crores.) 

Contraction eflectod 39 ‘07 

40 ■ 93 Delicicucy — 

Issue of ud/it'c Treasury bills - 10 '.‘50 

4'OS Adjustment for gold at Rs. 15 - 1 *30 

Difference between rupee 

51 ■( receipts for Reverses - 40 '93 

and .sterling Avithdrawn 46 '05 


11-94 


51-01 


The sum of Us. 11' 91 (say 12) crores represents in effect an appropriation to 
Treasury of funds which, having been received from the public in exchange for 
sterling or gold Iield in llie reserve, should strictly have heen appropriatcil to the 
reserve. 

The ligure may bo regarded as rtjughly measuring the amount by which the due 
contraction was avoidcsl in connection with the o])crations of 1920. Still, it has to be 
noted that actually Us. 39 crores of currency coutractit)n was elTecleil. 

The effect of this dellation on tin* banking position in India in 1920 may now be 
examined. The relevant ligures of bank deposits and cash balances arc shown in the 
tables that follow ; 


l’rcsi(U*n(!> Hanks. 

Mxcliaii^o Hiiiiks. 

Princ.ipsil Iinliiiii 

Hiiiiks. 

Date. , .4 1 

II -1 i iisli. 

' lialaiKVs. 

IVraMit- ,v . 1 ( asli 

Dotiosiis. , , 

ajro. ' iijilaiioos. 

[ JVlVlMlI 

(\ish 1 
* ImlaiKTS.: 

PerciMil 

ajro. 

:Usi iiMH 7:i !» 

ail 

74- 1 HO 

40 -H 

51) 

20*7 

sist i)w.ii» 2 o L't; 

1 :!!»■!» 

74 S 

h:;-7 

71-1 Hi-;; 

22-0 



AJl Uaiiks. 




Diiti 



(\-isli 

baliini'es. 

1 Hi'i’iviilaw 

1 “ 


3lsl. DtrcmluT linn 


‘2oo:i 


:w-4 


Hist DiToinlier 


2H2 0 

(>7*ri 

20 ‘0 



Hero we may note ; — 

(1) that the aggregate de])osits of the I’residency, Exchange, and iirincipal Indian 
Joint Stock Hanks increased by Us. 23i crores in the year 1920; 

(2) that of tluise Us. 23i crores additional deposits, about lialf accrued to the 
I’residency Hanks, and half to the Indian .Joint Stock Hanks, while the deposits of the 
Exchange Hanks were practically unaltered ; 

I ’5) that there was a small decline in the cash jjercentago in the case of the banks 
as a whole and a larger decline in the case of the Exchange Banks, whose position 
Avas presumably influenc jd specially by the sale of reverse councils. 

On the above statistics it seems im]^)ossible to resist the conclusion tliat such 
<'urrency dellatiou as Avas achieved through the sale of Reverses Avas partially 
counteretl by the expansion of bank credit. 
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The discoitnt policy of the 
table : — 


Pie&itleiicy fiiiukB is illustx'ated iu the following 


Dismtnt Jlates of the Presidency Banks in 1920. 


Dflie. 

liiiiik of 

j IJank of Bombay. ^ 

Bank of Madras. 

Rates at beginning 1 

5 

5 


of 1920. i 

danuarj' 

6 (14th) 

C (22nd) 

7 (dlst) 

b ebruaiy 

April 

7(nth) 

7 f4th) 

8 (8th; 

8 aith) 

May - 


9 (22nd) 

8 (I3th) 

9 (Ist) 

dune 

r 1 

6 (10th) 

7 (27th) 

0 (16th) 

8 (19th) 

July 

5 (ist) 

5 (31st) 

7 (lOth) 

November 

0 (4th) 

6 (4th) 

6 (24tu) 


7 (l«tli) 

7 (12th) 

7 (12th) 


Ihese rates might appear not to indicate any such exceptional efforts to control 
credit as might have been expected at a time wlieu exchange was fallim^ -ind 
<-.nriency contraction was being effected. Ibit according to the report of \lie 
Controller of Currency on the year 1920-1, the 5 per cent, rate which ruled for a 
period m the sunnner “ can hardly be considered a true index of the state of the 
market, and tln^ average rale for accommodation in the bazaar, as calculated from 
the shroffs discount rate for traders’ bills, ranged in the year from 8 to 11 per cent 
Moreover, the Controller of (birreiicy observes that: “The continued demand for 
remittances in the early months of the year, and the large amount of reverse councils 
offered to the public, created a fictitious stringency in the market which is rellectoil 
in the bank rates.” The average rate of the Bank of Bengal for the year was about 
I per cent, higher than the average for the two previous yeans, while the avora<»'e 
increase was greater in the case of the Bank of Bombay. * 

.Mr. Denning, in his note on the sale of reverse councils in 1920, observe.s that • 
“'riio currency was not contracted to the full extent of the amount realised by the 
sale of reverse councils, as it was feared that the money stringency which would have 
resulted might have seriously dislocated business gen(?rally.” These remarks must 
of course be applied to the banking position, and it must be accepted that Iho view of 
the authorities at the time was that the advaiibiges, from the [loint of view of e.x(;han"e, 
of creating a greater stringency iu the money market, were likely to be moro tlmii 
counterbalanced by the anticipated detriment to trade and business. The facts set 
forth above bring those who are faced with the task of diwising and working the 
Indian currency system up against a fiindameiilal diiriculty, that is, the inability, iu 
the case of Indian conditions, to secure credit contraction on the scale and with the 
promptness tLat may be required to keep the situation in control. 

Undoubtedly there were factors at work in 1920 which made it dilKcult to enforce 
greater contraction of currency and tended to the (expansion of bank deposits. It is 
worth noting : — 

(1) that there was a heavy revenue deficit which for 1920-1 came out at 

Rs. 26 crores, and a large exchange loss outside the revenue account to be 
financed ; 

(2) that there was a large outsUinding amount of Indian Treasury bills with 

the public, the renewal of ivhich would have become increasingly oii(‘rous 
as stringency increased ; 

(3) that the acquisitions of gohl for sale to the public, which was credited to 
the paper currency rcserve against the issue of notes, tended, iu the 
first instance, to maintain the cash balances of the Presidency Banks ; 

H 
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(4) that the sale of reverse drafts, in so far as this did not involve corresponding; 
currency contraction (us exphiined above), tended in the same directioni 
as (3) ; and 

contra (5) that the sales of gold which in the year amounted to £33.V millions. 

(sovereigns weight; tendetl to displace currency in the hands of the public- 
and facilitated the contraction of the note issue. 

While some of the above factors no doubt liad an inflationary temdency, it is 
difficult to assert with any confidence that the situation would have beea susceptible 
of more rigorous control had they bt'en absent, because the limit of deflation was^set 
by the anticipated reaction of an increased stringency on business. This factori is 
likely to lie the dominant consideration in the luturo also, if a sevi«re crisis of a 
similar type arises, and the facts will not In) altered by any change- in the agenc}' 
charged with the task of applying the semv. ludeeil, if tliis duty were entniated 
to a bank whose main interests are commercial the effort to hold the jw*t may bo-less 
sustained than when nndividiHl responsibility lay with the Oovermnent. The 
argument points to the desirability of creating, if possible, a genuine ( -entral ISimk, 
whose fiiuclious arc closely circumscribed. 

Certain siiggc^stions emerge from tliis review of the events of 11920 Avhicli may be 
worth recording by reason of their bearing on future policy® 

(1) If at any time (lovcrmncnt remittances arc suspended ou account of esebange 

weakness, and cash balances at the bank remain high, tending towartls. 
expansion, the desirability of drawing on the caslv balances, for the. 
contraction ol the note issue shoiiid be kept promineutly in mind. 

(2) Uevorse drafts should not ordinarily be met from 1 lonio Treasury balances, 
as the volume of currency in India is not thereby nnlnced. 'JTie sale ol 
drafts should at once be l)ronght to the debit of the sterling reserves, 
involving corresponding contraction in India. 

(3) The extent of possible contraction at any given period of strain will bo 
determined not so much by the strength of the sterling resenres as 1)y the 
capacity of trade and business to endure the stress. 

(4) A central bank in India, if charged with the duty of credit and currency 
control, will b<! working, owing to the undeveloped conditions of credit, 
umhjr serious disadvantages as coinpared with central banks in countries 
with a highly developcil credit organism. It is desiralde to fortify the 
bank in every possible way and to protect it, so far as may be, from the 
risks involved in responsibilities, to the due discharge of which conditions 
in India are at present imperfectly suited. 

(5) It is desirable that central banking in India should advance on cautions 
lines whi(h take account of the special factors i)rovai]ing in India, and that 
the close association of (.lovcrumeiit with the central bank should he 
(lefiiiilely recognised as an important clement in the maintenance of a 
somul currency and exchange system. 


APPENDIX 75. 

Supplementary Notes and Statements submitted by Mr. C. H. Kisch, 
C.B., Financial Secretary, India Office. 

(A) Note on “ Suggested draft of lines on which a Cold Standard may be embodied 
in statutory form for India,” as explained in Mr. Kisch’s evidence. 

(11) Note on ” Suggested sales of Silver Iliilliou from the Currency Reserve, ” furnished 
by Mr. C. D. Kisch in amplification of the tables in Appendix III of his 
Memorandum No. 4 (Apj)en(lix 72). 

(C) Statement showing the monthly balances and interest receipts of the Home 

Treasury for the years 1912-3 and 1913-4 and 1921-2 onwards. 

(D) Statement showing the estimated and actual Home charges and the method of 

financing thorn during the four years 1921-2 to 192-1-5. 

* Tlie actual application of lliese suggestions will vary according as tlic i-esponsibilities for cun*eiHJy 
<jontrol rest with Government or are transferred to a centml bank. 
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(A.) 

jrote«n‘**Jngg«8ted draft of lines on which a Gkld Standard may be eni^died in statutory 
form for India,” as explained in Mr. Kisch’s evidence. 

1. Tlio Bank shall receive from any person making a demand at the head office 
an 'Calcutta or Bombay, or at any other office of the Bank which may be notilied by 
the Bonk for the purpose in the Ciaxette of India, gold bullion or gold coin which is not 
legal iteiitler in India in exerhango for Oovernment. rupees or l)ank notes at the rate of 
X grains'troy of line gold for lie. 1, subject to conditions to lie notified by the Bank in 
tbe Gazette of India with the previous approval of the Governor-General in Council. 

2. The Bank shall sell to any person in India who makes a demand in that bel)alf 
:aii the Tieivd office in Calcutta or Bombay or at any other office of the Bank which may 
be notified by the Bank for the purpose in the Gazette of India, and f)ays the purchase 
price in any legal tender gold at the rate of x grains troy of fine gold for He. 1, or at 
the option of the Bank an ecjuivalent amount of gold exchange payable in any country 
•ontsido India approved by the Governor-General in Council, and maintaining a free 
gold marhet, subject to the following conditions, viz. ; -- 

(«) No single demand for gold or gold exchange shall represent a less value in 
gold than approximately 400 ozs. of gold. 

';(?»*) The “ equivalent amount of gold exchange,” referred to shall be a sum in 
'foixiigii currency calculated by the Bank, subject to the a|)proval of the 
Governor-General in Council, to represent the standard price of x grains 
of fine gold in the country outside India concerneil, less a percentage 
■representing the normal charges of a remittance of specie from India to the 
■country concerned. For this purpose the Bank shall notify in the Gazette 
df India, with the previous approval of the Governor-General in Council, the 
•countiy or countries upon which gold exchange shall be issued and the rate.s. 
■of gohl exchange per rupee. 


(B.) 

on ^Suggested Sales of Silver Bullion from the Currency Reserve,” furnished by 

Mr. C. S. Misch in amplification of the tables in Appendix III of his Memorandum 

Mo. 4 (A^ipendix 72). 

Two statements are attached, showing the rc.snlt of an hypothetic sale of Rs. 15 
croies of silver rupees tni certain a.ssumptions regarding the repurchase later of the 
coin equivalent of the amount sold. 

Both stateenents contemplate that the metallic proportion of the note reserve 
will be maintained at 10 per cent, and take as their basis a gross circulation of 
Us. 190 crorcs -io. approximately the issue outstanding at the end of September .1925. 

Each statement assumes that a half-year’s interest is earned on the .sale j)roeeed8 
■of silver in the year of sale and lost in the year of repurchase. Gold added to the 
reserve to maintain the metalli(! ratio at 40 per cent, is assumed to be provided from 
sale of sterling securities and thus involves a loss of interest, a lo.ss of half a year’s 
interest being taken in the year in which the gold accretion takes place. Interest 
is reckoned throughout as 3 per cent, compound. Both statements assume that 
silver is sold at 30<f. ptu' ounce standard and repurchased at 34(?. per ounce 
standard. A larger difference would of coni’se exhibit the project in a more adverse 
light. 

It will be obseiwed that ; — 

(1) Statement A, which as-sumes the maintenance of the rupee holding at about 
20 per cent, of the gross circulation, shows a net loss of £200,000 at the end 
of the seventh year. 

(2) Statement B, which assumes the maintenance of the rupee Imlding at about 

17^- per cent, of the gross circulation, shows a net loss of 1*313,001.) at the end 
of the eighth year. 
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Hypotlietical result of selling Rs. 15 crores silver until repurchase of same amount is necessitated 
in order to keep silver resei^'e up to (A) Rs, 40 crores anti (R) Rs. 33 crores (nttrinal 
absorption being taken at Rs. 7 crores per annum), and at the same time maintaining the 
metallic ratio at 40 per cent, in each case.® 


STATKMKNT A. 


IVrind. 

Stuck 
at be- 
((inning 
uf year. 

Absori)' 

^ 1 rureljnBcs at 34<Z. 

8»l™atmp..r, tamlari 

«tandar(l.mncf. 

1 

' 

Ainuunt|pr(K'eod8. | A iiiuinitj Cuot. 

Atiioiint 

1‘oaliHod Half. 

Mock year’s 

ui year. 

'rhuHi!s(-). 

Amount uf| lioss of , 

' ndditioiml interest | Interest 

1 gold re* during the on net 
qiiired to year on gain or 
j Minin tain , sterling Jobh at end' 
a 40% socarities of {irevioasl 
iiietallic 'exehuuged; year. | 

ratio. ■' for gold. : | 

J*ro. 

gressin. 
giiiii(-! ) 
or InsN 
( ). 

1st year 

Rs. 

1*011*8. 

90 

Rs. 

croTifS. 

7 

Rs. 

crores. 

5 

£ Hs. £ 

millions; crores. millions 

2*323 

R» £ 

urorc».! tiiillioUB. 

78 j+2-:{23 

£ Rs. 

millions.' crores. 
+ •035 

£ £ 
inillionM. ' millinDs.j luilliims. 

+2-358 

2nd year 

78 

7 




66 i+2-323 

+ 035 

— 

— 

+ •071 

+ 4-787 

3rd year 

66 

7 


- 1 

— 

j 

54 j+2-323 

1 

+ -035 

— 

1 

1 

+ •144 

+ 7 -239 

4th year 

54 

7 




47 ! - 

1 


— 

1 

+ •219 

+ 7-508 

5th year 

47 

7 




40 1 - 


6 

-•067 i 

+ -225 

+7-6(;i; 

6th year 

¥) 

7 


7 

3-685 

40 :-3-685 

--055 

— 

-•135 i 

+ •230 

+4-tr21 

7th year 

40 

8 


8 : 

4-211 

40 i-4-211 

--063 


-•135 ' 

+ •121 -O-jliT 
Deduct O'OH? 
(see footnote f) 
Nfthss 






STATKMKNT B. 






1st year * 

! 90 

7 

5 

1 

2-;J23 i 



78 + 2-323 

+ •035 

— 



+2 -358 

2nd year 

78 

7 

5 

1 I 

2-323 

— 

66 + 2-323 

+ -035 

— 

1 

! 

+ 071 


3rd year 

66 

7 

5 1 

2-323 1 

1 

— 

54 +2-323 

+ -035 


1 

+ 144 

+7' 289 

1th year 

54 

7 


! 

— 

47 

— 


j 

+ •219 

+ 7 • t)0^ 

5th year 

47 

7 

— 

— 

— 

40 

— 


-•067 

+ •225 

+ 7-(!f)(i 

6th year 


' 7 

— 



Xi 

— 

7 

-•214 

+ •230 

+7-IW2 

i 

7fh year | 


7 

i 

j 

1 __ 

3-685 

33 -3-685 

- -055 

— 

- -293 

+ •230 

+3-879 

8th year 

33 

1 

8 

1 

1 

: — ; 8 

1 

1 

4-211 

3.3 -4-211 

- -063 


-•293 ! 

+ •116 -0'..7:' 

Deiinct O-iW 
(see fooliHiie t ) 
AV< Im - ••3'( 


.55 


One nipuo contains standard ounces of silver : — 


(i) Value at yOd. per standard ounce = 04(545 ; (ii) Value at Mil per standard ounce = £0*052(54. 

t If tliere were no sales or purcliases of silver and absorption jiroceeded at the same rate as is shown In tlu' 
statements above, the excbaii^o of sterling securit ies for gold in order to rnaintain a 40 per cent, naetallic lutio weuM 
have taken place in Statement A in the 7th year to the extent ot Rs. G crores of gold, and in Statement Bin tin' 
7th and 8tli years, wlien Rs. 5 crores and Rs. 8 crores, i-espectively, of gold would be rqnired. The loss of intcivst 
which this woulfl involve, calculated as in tlm table above, amoniits to £67,000 in the 7th year in Statement A, imil 
£56,000 in tlie 7th year and £203,000 in the 8tli year in Statement B. The sum of £67,000 should, thei’elbir, l’^* 
deducted from the loss in Statement A, leaving u net loss of £200,000, and the sum of £259,000 from the loss in 
Statement i5, leaving a net loss of £313,000. 
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(C.) 


Statement showing the Monthly Balances and Interest Receipts for the Home 
Treasury for the years 1912-3 and 1913 4 and 1921 2 onwards. 




Total 

Iiitei'est dui-inv; 



Tutal 

Inteitist during 

1 )at R. 


balaiuti'. 

llio year. 

1 )atc. 


balaiK^i’. 

the year. 

11 ) 1 - 2 . 


X, 


19*23. 


C 


IlOtli April 


10.:i5l,547 


30th Ai>»‘il 


7,110.iK)H 


illtffc May 




31st N!ay 


7.0:10.570 


Juim 




30tli June 


ll,}K>4,79-2 


31st .1 uly 




31st July 


14,.‘1.7.'<.8.8r> 


31st Aiiff. 


lH,a7:i,l!W 


.‘list Aug. 


20.827,118 


80ili Sept. 


l:J,(i9!»,222 


.‘lOth Sept. 


22,897,145 


31st Oct. 


9,1 17.207 


3 1st Oct. 


-20, 4-19, 4-21 


30th Nov, 


7.574, 0+:i 


.‘lOtli Nov. 


26,061,603 


3l.st Dec. 


9,09S,3H4 


31st Dec. 


-20.6-2.<,:i.70 


1913. 




19-24. 




31st Jan. 


7,99.‘1,4(V2 


3lst Jan. 


12,0,72..785 


•28th Fell. 


9.17:1, :148 


-29th Feb. 


il,:ioo, 0 'i 4 i 


3 1st .Mar. 


8,78:1,970 

191'2-:i C:i7‘2,17l 

31st Mar. 


10,071,310 

19-23-4 £.487,385 

30th April 


8,6(1.'),454 


30th April 


l-2,.707,2-25 


31st May 


10,1 4.7,978 


31st May 


10,901.-228 


.30th June 


10,.729,0:U 


30th Juno 


11,4-20.770 


3lst July 


7,.720.:U() 


31st July 


11,079,952 


31st Auj(. 


7,l:il,70H 


31 st Aug. 


10,.'J7-2,111 


30th Sept. 


ti,4H0.19<) 


30t.h Sept. 


15.:t!Kl,()()9 


31st Oct. 


:.1,998,521 


3lst Oct. 


‘21,s:i8,l:40 


30th Nov. 


4,49:1,47.7 


30th Nov. 


19,41.7,101 


31st Dec. 


4,880,120 


31st Dec. 


22.4-25,4.76 


1914. 




19-25. 




3l8t Jan. 


4,ai:l,.T8H 


31st. Jan. 


15.046.9.79 


‘281 h Ffl). 


7,12:1,84:1 


•28th Feb. 


14,8:14,10.1 


. 3ist ^lar. 


8,l:)2,77() 

1913-4 £-205,690 

31st Mar. 


i;i,31.7,:i99 

1924-5 £461,135 

19-21. 




30ih April 


10,352,081 


.30lh April 


(i..782,207 


31st May 


8,79.7.957 


31st May 


9,524.4.7-2 


30th June 


1-2,081,-240 


30tli June 


10,0W,ir).T 


3lsl July 


9,0-2.7.60:1 


3lst July 


7,872.:i44 


31st .Vug. 


10,807.404 


31st Aug. 


6,170,.790 


30th Sept. 


17,911,9.74 


. .‘10th Sept. 


5,28.7.7.76 


31st Oct. 


10,089.531 


,3lst Oct. 


2.01-2.0:i:) 


30th Nov. 


15,658,787 


30th Nov. 


8,600,978 


31st Dec. 


16,754,183 


3lKt Deir. 


.‘1,748.970 


19-20. 




19-22. 




31.st Jan. 


16,-2:10,001 


3lst Jan. 


2,400,841 


-28th Feb. 


17,-281,489 

to 28.2.26 £410,453 

281 h Feb. 


2.600,141 


3 1st ^[ar. 


16,195,81:4 

192.7-6 (forecast) 

3lst Mar. 


9,052,175 

1921--2 JC-2-28,;141 




£461,962 

30th April 


7,5.88,757 






3 lRt May 


6,-247,463 






.30th June 


5,8^0:10 






Slst July 


9,47:4,984 






3lBt Aug. 


10,:100,807 






30th Sept. 


10,771,142 






.31st Oct. 


7,698,380 






30th Nov. 


11,0«11,C48 






31st Dec. 


12,904,044 






19-23. 








Slst Jan. 


13,445,508 






28th Feb. 


18,598,487 






.31st Mar. 


9,895,388 

192-2-3 £168,152 
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Statement diowing the Estimated and Actual Home CSuuxes and the method of flinMiriny 
ttiem during the four years 1921-22 to 1924-25. 

1931 aa. 

IfdMK (’UAKliKS. FlNAMKIt A.S FOLLOWS. 


Nr( «*\jwiirlitiin* . 

Capitul cxurmliluiv imt cliaiyiMl 
to Hovniur: 

Hail wavs 

Irriiriitioi), &i'., Works 
Now Capiiiil lit Dcllii 
Honilmy Devolopmoiit Schoiru* 
Indian Hosts and 'rnic^raphs 
Dopartinont 

I’lddic Works D(*|>nrt moiit 


Net oxpondiinro • 

Capital exponditiiiv not charjfcd 
to Roroniio : 

Kailw'ays 

IiTijfaiion, &(.•., Works 
Now (Capital ai Delhi 
Hoinbuy Dcvolopmont Sehoino 


lS,4<ri,()iK) 

181,000 

221,100 


Not expiMidituro • 

CopiOil fxpi'inlitiiif! not (•liarj'tMl 
to HovtMiao ; 

For«?st. . - - - 

StalioiuTV and I’rinling 
Tiiiproveiiu'nt of FubbV lloriltli 
Railways 

Irrigation, &c., Works 
Now’ Capital at Delhi - 
Boinbay Development Scheme 
Hydro- Kleetjne Schemes 
1 ndiistrial development 


Not e.vpeinlitiiro ■ 

Capital (•xpeiidituro not idiarged 
to Ueven lie; 

Hail ways 
Irrigation Works 
New ('apitul at Delhi - 
Ronihay Dovelopnieiit Scheme 
Miscellaneous 


MadgPt. Aetiinis. 
i- £• 

27,rilil.;iOO 27,748.980 Debt (inelading debt of Railway 
Con.) Net ivceipts 
Tiimsfers ihrmigli Haper Cnrrencv 
U,;i;J6.800 1 3,564, fi64 K.-serw - - . 

35, ‘400 ‘lifKl.OHO 'I'ninsferH through (rold Standard 

28tl,7(K) 159,778 Reserve 

945.000 74t5,410 Net recoveM-ies from iiii])oriHl 

(toveriiment 

l,(X>),0(K» — Miseel la neons: RcmitiHiiec and 

1 lO,(X)i) — De'fMisit it l•ma- -Net receipt 

Di'crease of balance 

Hiirehase of gohl • 

, silver - 

MiseelhiiieoiiN : Remit tiiiiee and 

l)e|M»sit items Net ]Hiyments - 
Ineri'iise of balaiu'o 

44.275.200 42,7 10,771 

1922 23. 

32.182.200 30,238 071 I)id»l (ineliidiiig debt of Uaiiwny 

Cos.) Net receipt 
'riunsfiTM throiigli Haper CiiiTeiicy 
1 8,405, (XK) 9,808,140 Heserve . . . 

324, 9(X) 407,059 Transfers tliroiigli (iold Standard 

181.000 179,037 Resent 

221,100 259,088 Net reeoveries from Imperial 

(lovermnent 
(‘oniieil Hills 

Sterling piirehasiMl in India 
„ obtained in England 
Miseelhineoiis |{(Mniitaiiee and 
Deposit items — Ni*t receipt 
Decrease of balance 
5cf-s 

'rransfers through Paper Curivncy 
Reserve .... 
Itierensi* of ha hi nee 

5ra74.200 >i6,^52,tK4t 

1923 24. 

30,354,074 20,553,709 Debt (imduding debt of Railway 

Ctis.) Net receipt. 

Net reeoveries from Imperial 
2,200 030 lloverument 

— 8, .500 Transfers i hrtaigh Paper Curreney 

l.OlH Reserve . . . - 

19,(K10,(00 0,897,765 Couneil Rills - . O 

555,270 242,529 Sterling piirehnsetl in India • > 

8.5, 8(» (Kt,660 „ ohlained in Knglaiiil •) 

117.000 1 42,922 Sale of gold in India 

223 kliscellnneous RemittAiiei' ' and 

— Depo.sit items— .Vet receipts 

Decrettse of htihineti 

/w*ss — 

Tnnisfei*s through Paper Currmicy 
Reserve .... 
Inrreiise of Imlance 
MiseellaneoiiH Remittance line I 

l)e])OKil items 
Net payment 

50,ntl.7tX> 39.1X)8.922 

19S 25. 

30,110,690 26,807,570 Trim.sfer through Paper Curreney 

Reserve - - . - 

Couneil Rills 

11, 568, UK) 6,324,235 Sterling from India 

1,124,668 493,237 „ England • 

53,801) 52,9-46 Net reeoveries from Imperial 

76,112 12,688 (loveriimont 

•420 5,627 MificoIlH neons Honiittiince and 

Defsisit items— Net roceijit 
l)eenai.*<e of bnintice 
f.fW 

Debt (incindiiig debt of Railway 
Cos.) -Net discharge • 

Kiieiny Ships : Reveiiiio Transfer • 
Transfer t hnuigli Paper Currency 
Resei'vo .... 
Miscellimeoiis 

Remittance and Do))OHit items (not 
payment) 

Iiicrt'iise of balance 

42,934,090 :43, 786,^3 


19,(K10,000 

.555,276 

85,8(» 

117,)MlO 


11, 568, UK) 
1,124,668 
53,800 
76,112 
420 


Rudget. 

Actuals. 

€ 

L 

6,(K)0,(K)0 

14,805,114 

8,350,000 

2,501.159 

2,5(X),O00 

— 

29,073,8(K) 

27,144, l«7 

1,355,100 

100,280 

46,27K,4(K) 

lOO.tHJO 

H6H»,726 

109,913 

1,384 

1,1X13,200 

1,788,659 

44,276,2(X) 

42,719,771 

18,503,200 

31,329,605 

5,846,800 

-- 

10,5fK),OfX) 

— 

12,153,400 

3,365,481 

2,570,026 

70,(XX> 

2,126.211 

1,012,:«X) 

2,758,5(X) 

2,31.5,931 

ril,374,200 

41 ,777, 25 4 

— 

r>i6 

824,704 

51, <7 4,200 

‘U),952,tN)4 

15,119,800 

17,537,545 

4,787, RH) 

5,645,713 

5,8.iri,(KX) 
22, 155, (XX) 1 

8,738,705 
13,RK),(X)0 
1,302,959 
2,000, 0(X) 

2,915,100 

300,703 

50,822,:XX) 

48,625,6*^ 

- 

8,151,707 

504,990 

TOS.tXX) 


50,1I6.7(X) 

39,1X)8,922 

10,0(X>,000 

20, 000, (XX) 

7,579,162- 

33,191,(KX) 

7(K),000 

5,107.(XX) 

3,000, 82rr 

2,824,490 

17,500- 

4.8, 931, -490 

HiiJMoa- 

244,300 

2.36,221 

1,400,000‘ 


6,996,6:i0> 

753,100 

3,120,333 

48,984,090 

^,780,303; 
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AJTESBIX 76. 

Statement*^ of evidenoe submitted by Sir James Brunyate, 

K.C.S.I., C.I.E. 

L-Preliminaiy. 

1 have had the advantage of seeing the inoinui'andii which have becu prepared iu 
the Fiiumce Departments of tli(‘ (lovernniont of India and the India OHiee and 
communicated, as I understand, to the Koyal Commission. 

2. In the present rc-e.'cami nation of tins Indian Currency iwohlem the Royal 
(’ommission arc confronted with a uimd)er of new conditions: the rehabilitation of 
sterling; the de facto stabilisation of the rupee at 1j». fid.; the balancing of the 
Indian Ibidget ; the reattainment of normality in silver prices ; and so forth. 
Without attempting to distinguish between the relative importance of all the now, or 
now specially signilicaiit factors, J may refer to the following as having doubtless 
specially influenced the personal opinions e.\pressed below:— 

(i) 1’ho change of attitude among monetary authorities in regard to the 
self-snllicingness of a gold standard and to the methods of operating it. 

(ii) The romarkablo extent to which the note-using habit has dovelopeil in India 
in recent years. 

(iii) The e.\perience gained of a iiniried Imperial Hank for India and the 
resulting extension of branch business. 

3. The proposals of the Indian Finance Department einbrjice two main projects : 
(1) the estal)lishment of a gold currency, and (2) the investnumt of the Imperial Bank 
with certain imporUnt functions of a Central Bank. Speaking generally, 1 think the 
first proposal open to decisive objection. I see advantages in the second, and not 
least the fact that it tends to withdraw monetary ])roblems from tins political arena. 
But it is a serious drawback that the only in.stitution available for the role of Central 
Bank shoidd bo a Bank so definitely commercial in character. 


n. - Choice of Standard. 


I. In the last few years Inilia has had an interesting and not unsuccessful 
experience of a “ free currency.” There is no doubt, however, that she shoiihl settle 
down again upon a gold basis. But she should realise what a gold standard now 
means : a managed currency with the management centred iu New York, or at the 
best, concerted between the Federal IJcscrve Board there and the Bauk of England in 
liondon, each acting, 1 assume, in close touch with its respective Government. India 
cannot expect an eipial voice in this determination of common policy, but she should 
got what hearing she can. I think it important, thtn-ofore, (I) that machimjry should 
be established iu Ijondon for regidar joint consultation between the Governor of the 
Bank of England, the London representative of the Imperial Bank of India and a 
rcpi'escntative or reprcsentalivcs of the Secretary of State in Council; and (2) that 
India should hold a considerable stock of gohl. I incline towards holding that gold 
in India as the best means in actual practice of securing independence in the use of 
it. But if that is to be the case the exchange arrangements should be such that it 
may bo freely used. [Sec para. 21 (C) below.] 


5. I wrote above of a “gold basis,” postponing for the moment the question of 
choice as between (a) a “gold standard ” (/>) a “gold cxcliange standard ” and (c) a 
“sterling exchange standard.” I hope 1 may be excused for dwelling on this 
question. 


6. In the Governmeiit of India niemorauda the possession of a gold currency is 
taken as the distinguishing feature of a gold standard. A standard based on gold 
but not accompanied by effective arrangements for the circulation of gold is treated 
as an “exchange standard.” The idea that a gold system is not complete unless 
gold is 'the principal circulating currency is now, I think, rather old fashioned. 
As regards India in particular, \ve all held that view some 25 years ago, and 
apparently a considerable body of Indian opinion holds it now. Iho hopej then, 1 

^ This statement was pi«pared prior to the mieipt of the Iloyiil Coiiimissioirs questionnaire ^ 
t Cf. “ India and the Gold Standanl,” by Sir Henry Howard, K.O.I.h., O.b.I., page K>, i»ara. -o (1) , 
also page 19 ibid. 
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think, was that the would ri>tiiru from circulation in limes of depressed trade* 
aud so become a source on which to rely for tlie provision of sterling remittance. 
Tliis expectation was from the first, I suspect, vain, and looking to the scheme 
actually before me I do not sec any real probability that with 200 crores of notes and 
150 crores of rupees in circulation, and perhaps 15,0 to 200 crores of bank deposits 
a redundancy of purchasing power will express itself, to any helpful extent, in the 
return of the relatively marginal sup])ly of circulating gold. 

The pre-war policy, which passed, I believe, about 100 crores worth of sovereigns 
int «5 circulation prior to the outbreak of war, was not it is true assisted by the 
creation of an artificial vacuuni through the forced withdrawal of rupees. But it 
synchronised with a constsintly increasing demand for currency. It did have the 
effect of creating a limited circulation of gold, but there was never, I think, any 
indication of a helpful reflux of gold. 

1 would submit that a gold currency, though it may reasonably be considered on 
its own merits (see Section HI below) should not be looked on as an integral feature 
of a gold standard. 

7. Indeed with the use of gohl coin abandoned in the United Kingdom and 
insignificant, I believe, in the United States, it is rather a question whether there still 
remains any essential ilistinction between a “ gold standard ” aud a “gold exchange 
standard.” 1 suppose it lies in the use of gold as the ultimate medium of internatioual 
adjustments as distinguished from a mere undertaking to provide unlimited external 
credits, a procedure which suggests, and may, I think, come in some measure to 
entail, a relationship of monetary subordination to the centre on which the foreign 
credits are given. It is noteworthy, however, that the arrangements made by Ilis 
Alajesty’s ( Jovernment and the Bank of Kugland for supix>rting the sterling excliangc 
include the provision of credits in New York, and, generally, the policy of maintaining 
exch.ange by external credits is now, I should say, a fully accepted featurt? of post-war 
practice. 

8. As regards this point, which is discussed in para. 21 (0) below, my 
conclusion as regards reverse remittance is in favour of reliance primarily upon 
issues of gold at par. x\s regard-s inward remittance, an immense part must, iu 
India’s special eiroumstauocs, be effected by tbc sale of rupee credits, but gold wlicn 
imported ami tendenid to Government should bt> freely accepted at par. t)n this 
basis India would, 1 think, liave a “gold standard” as distingni.sliod from a 

— exchange standard ” iu the fullest and most practical sense of that term 
‘sterling ” 

.IS now understood. 


U. The question will still arise, however, for certain purposes, of “gold” renvs- 
“sterling.” I feel no doubt that the stabilised rupee of the immediate future 
slioidil be a rupee exiwcssed in sterling. It wotdd be idle too to assume that a mere 
prescription that, demands for outward remittance should be granted in alternative 
forms of gold currency (dollars or sterling) at the (qilion of the applicant wouhl 
iu itself effect anything. But there is, 1 think, a point of suhstance involved,, 
namely, the question wliether the Reserves should be specially constituted with a 
view to facilitating a turnover from a sterling to a dollar lnisi.s in the event of the 
status of sterling becoming at any time insecure. For example: («) should a larger- 
proportion of gold be hold iu the Koserves than would be necessaiy if the status of 
sterli 
secur 
Bills 


iig were fully assurcii : (6) bhould a proportion of tlie securities held be dollar 
ilies? (c) Should tin* sterling securities held be exclusively British Treasury 
as long as these coutimie to be available? 


10. 1 will deal briefly with these points. 1 am a little inclined to think it aiu 
excess of caution to provide deliberately for a failure of sterling. But on general 
grounds there is a good caso for a considerable gold bolding and for holding sterling 
securities only iu the most realisable form. 'J’he idea of holding dollar securities as 
well is at first sight rather fantastic, Imt India is likely to be a large and uneasy 
holder of exchange reserves, aud while fiom her point of view it may be advantageous 
to spread her risks, it miglit he also of advantage to Ix)ndon to spread a possible 
strain in the event of exchange weakness in India synchi'onising with exchange 
weakness there. I’he aiTaugemcnt would mean iu effect that India would have 
dollar credits in New York instead of relying on Ixmdon to provide them for her,, 
if the occasion for seeking them should ever arise. 
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m.— Question of a Gold Cuirancy. 

11. A gold currency can only maintain itself in India if the persistent demand for 
gold as a commodity or as a store of value is kept constantly satiated. The 
dimensions of that demand are very large and very fluctuating.* I cannot help 
thinking that this fact alone introduces an clement of unevenness and preoariouaness 
sufliciently serious to make gold a rather unsatisfactory currency medium. Dut 
however that may be, I think the great advance which India lias recently made in 
the use of notes sliould preclude the idea of so retrograde a step as the forcible 
introduction of gold. The point is fully brought out in the India Ollico memoranda. 

12. I subscribe to the view that India should not be hampered in obtaining the 
gold she requires. She already does this in ample measure through trade channels, 
and should continue to do so. I would also, as the India Olhco memoranda suggest* 
accept gold freely when inuxirled; allow tenderers the facility of getting gold 
converted into sovereigns; and recognise the sovereign as legal tender: so that 
holders of gold could hold it to the nnuxiinum advantage. But I would cease to issue 
it except for export, 'rids would represent a sharp departure from past practice, 
but it would be facilitated by the long disappearance of gold from actual circulation 
in India. 1 think that the Government of India memoranda are right in seeking for 
some clear decision as to the future place of gold in the Indian monetary system. 
Wo should work definitely towards a gold currency, or tielinitcly adopt as normal 
practice the use of gold exclusively for supp<irting exchange. 

13. The practical objections to the Indian Finance Department’s scheme for 
introducing a gold currency arc fully brought out in the India Olfice memoranda : 
the unreality of the project, whicli will in effect instal a double currency system 
with the inconvenience incidental thereto; its cost, namely, a capital outlay suHicient 
to build New Delhi several times over, and an even more than proportionate revenue 
loss ; its exceedingly drastic character, for the policy which informs it is surely that of 
“hacking one’s way through ” rather than of the tenUitivo* statesmanship essimtial to 
such an enterprise ; and its completely 8i)eculalive character, in so far as it ignores 
the really grave risk of destroying the notousing habit. It is, perhaps, worth noting 
with referenco to such criticisms as the last, Unit it is not necessary to the validity of 
an objection that the risk wliich it apprehends should bo a demoustrabh* probability. 
A mere chance — if substantial that the now policy will lead to the replacement of 
the smaller notes by gold would make the whole scheme a gamble. 


IV. - Choice of Bate. 

14. I think the rupee should be stabilised at Is. Gel., the rate already established. 
It has been proveil by experience to bo consistent in good years with the retention of 
a very large balance of trade in India’s favour. [It may be noted lien? that a helpful 
feature in India’s case is the size and elasticity of her demand for the precious metals, 
which give her an unusual power of uecommodation to all ordinary variations in tho 
trade balance, as reckoned on private merchandise, without seeking the aid of the 
special exchange machinery.] The price data in the two sets of official mcmoramla 
do not appear to contra-indicate the rate suggested. I speak guardedly on tliis 
point, however, because 1 am not very coufideut of the value or complete relevance 
of the data tliemselves. Nor again does there scorn to have been sueli a degree of 
inflation, measured in terms of circulating currency and bank deposits as should 
make the present rate unsuitable. The available material on this point will perhaps 
be of iutercst, though precarious as regards the calculation of tlie rupw) circulation 
and iucomplcte in taking the Lnperial Bank, the Exchange Banks, and the Joint 
tStock Banks as the solo representatives of the country’s credit machinery. 

15. Between 1914 and 1925 the circidatioii of rupees and notes lia.s increased from 
roundly 240 to 400 crores. The depositsf of tho banks above-mentioned rose from 


• If a gold cuiTencj liad tr) be introduced it i.s a question whether tin's could not be done with less 
risk and upheaval, nnd also less cost, by discontinuing rupee coiniige and issuing notes and gold until 
normal waHtage and the gr(»\viiig aggregate ileinaiul for currency had reduced the extant- rupees to a 
quantity only anfliciiig for everyday I'elail reqiiii’eiueiits. Such a method would admit of the steps taken 

being retraced if the experiment broke down. ..t.-, t>i / , -i 

t But with a deduction of one-lliinl from the private deposits of the Presidency Banks (now Impmal 
Bank) to allow, as well as may be, for the fact that they hold part of tho Ulaiices of otlier banks. 1 he 
Covemnieiit deposits are of course not taken. ^ 
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about 80 crol'cs at the end of 1913 to just over 160 crores at tho end of 1923, the 
latest year for which I have particulars. The slender gold currency of the pre-war 
period has disappeared from circulation. These figures run fairly parallel to those 
of the United Kingdom, where i*0 of notes per head are now said to be in use as- 
compared with of notes and gold per head liefore the war, and the deposits of the 
English Joint Stock Banks have risen from just over 4‘8(X) millions to about iil,800 
millions. Such statistics, of course, will never settle whether exchange should be 
fixed at this precise figure or that. But they may fairly be taken as suggesting that 
the present position is probably not fundamentally unsound. 'Phey help to transfer 
the burden of proof. 

16. T have seen it objected that a 1«. Gd. rate has not yet been tested by an 
unfavourable monsoon. This dilliculty would have been no less whatever de facto 
established rate had emerged from the currency (;onvtdsions of the post-war period. 
In this respect the rosponsihility lying upon the Koval Commission in recommending 
any named rate is far loss onerous than that which the Fowler Committee faced in 
1899. if the objection really means that after experience of a sei'ios of busy trade 
years followed by a deficient monsoon and slack traile a compromise rate, as it were, 
could bo selected as fairly well adapted to good and bad years alike, it is, I think, 
wrongly conceived. Any rate established over a period of normal years must tend to 
break down in bad years unless sustiiined by the exchange machinery. 


V.— Reverse Remittance and the support of Exchange. 

(a) (Jeneral. Comlderatiom, 

17. The India Office memoranda bring out the fact that the accepted pre-war 
policy of supporting exchange “with all available resources” was fundamentally 
qualified. The sterling offered was not freely issued : it was doled out in “ stated 
amounts weekly.” Tims in 1920 a disparity was set np between the rate for reverses 
and the effective market rate of exchange. This limitation of offers of sterling was 
quite deliberate, and such a disparity might well arise even in a less abnormal 
crisis. 

18. Uiid(!r a fully operative gold sfcindard no such limitation is recognised. In 
principle gold is freely issued for export. But (1) the issuing country relies on tho 
discount rate to correct an excessive outflow. (2) It is also the tendency of modern 
practice to employ the discount policy to regulate credit and prices nnteccdeidhj and 
thus limit the function of gold to marginal purposes. (3) Tho financial public 
accepts the necessary deflation. (4) They understand, ttx). that the maintenance of 
exchange is not an absolute obligation ; or better perhaps, that, in tho still unsettled 
conditions, temporary departures from the strict doctrine of a gold standard may 
from time to lime be fotmd necessaiy (cf. the “ embargo ” on foreign loans). 

19. Speaking broadly, the first safeguard has as yet but limited scope for 
application in India in a period of exchange weakness. The policy of (2) is not, T 
suppose, a{)piicablo at all, though one may refer, perhaps, iii this connection to the 
valuable practice now introdiiccd of issuing “ seasonal currency ” on tho security of 
trade bills. As regards (3) the Jiidiaii money markets are, T think, disposed to bo 
somewhat specially intolerant of dcilation, and it is this intolerance, 1 think, rather 
than any shortage of gold and sterling reserves, which may set a limit to the possibility 
of supporting exchange through a crisis of special severity. As regards (4), again, I 
think there is a disposition to expect more from tho Governiuont in India than tho 
controlling authority can, as yet, wisely undertake as ati absolute obligation, on the 
same plane, let us say, as a CJoverumcnt’s obligations to its debt-holders. 'I’his 
consideration by itself, I think, suggests a strong objection to tho retention by 
Government of undivided responsibility for exchange. 

JO. I deduce that Indian conditions are somewhat specially adverse to the efficiency 
and smooth working of a gold standard system, and that the great desideratum is to 
get on to lines of development wliich will eventually better those conditions. 
Meanwhile, failing more delicate methods of internal adjustment, though exchange 
may perhaps bo sustained by sheer weight of reserves, tlie machine will be apt to 
work roughly and to cause tlie maximum of external disturbance. 
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(6) Suggestions. 

21. I pass ou to the particular suggestions which I would submit for the 
consideration of the Royal Commission : — 

(A) Any gold or gold exchange system must be based on the two principles of - 

(a) unlimited acceptance of import<?d gold at par (or imlimit<Kl issues of rupee 
credits at upper gold point) ; 

(fe) unlimited issues of gold for export at par (or unlimited issues of sterling 
credits at lower gold point). ” 

I would adopt these principles in the Indian s}’stem, discarding the “dole” 
system hitherto in vogue for reverse remittance. 

13y “ unlimited issues of gold '’I mean unlimited in principle, but not exempt 
from such restraint as a Central Hank with high prestige may informally impose in 
the general interest, i would also recognise the “ ear-marking” of Indian gold for 
TiOiidon when it is thought desirable and is found possible to arrange it. 

(B) 1 would hand over the note issue and exchange machinery, with their reserves, 
to the Imperial Bank for administration, subject to suitiiblc arrangements for the 
association with the Imperial B.-mk in that duty of (1) the (lovcrmnent of India in 
India, and (l*) the Secretary of State in (!.’ouncil in l^mdon (see, however, ])ara. 21 
below). 

(C) 1 would rely for the support of exchange on gold issues for export rather than 
on the grant of sterling credits. 

This, [ presume, must be inicndod idtimately under Sir H. Hlackett’s scheme, and 
though I cannot think the change will be very welcome to Indian trade there is, I 
think, much to be said for it. 

It is the actual practice under other gold systems which India is anxiotis to 
emulate. It offers some impediment, I take it, to tlie abuse and exploitation of 
remittance facilities, and it supplies a real function for gold held iii India. 

The privilege of unlimited credits in external money centres is a veiy generous 
facility, and I am not sure that it has been both conceded in th(?ory and unreservedly 
applied and tried out in praeti(!(! elsewhere. I have suggested already (para. 7 above*) 
that it may give rise to a relationship akin to subordination to tho money centre on 
which tho credits are giv(m. 1 suggest, too, for consid(>ration, that in so fjir a.s 
Government and the Central Hank undertake the supply of unlimited credits they 
tend to hinder ordinary banking development, just as the supply of gold from huge 
central reserves necessarily renders superfluous any banking effort to draw gold from 
circulation. 

It would seem also that a correctly operating system for remedying o,xehango 
weakness should not only be deflationary in its local effect, but inflationary in its 
external effect. This requirement is not met by tho issue of credits. It would be 
met by the export of gold except in so far as it may be the policy of the receiving 
countries to regulate the cx[)ansiou (»r credit independently of the state of their gohl 
holdings. 

(D) A policy of free issue of gold for export, or of ’inlimited sterling credits, 
demands considerable strength in gold and the highest degree of li(iuidily in other 
reserves (see paras. 9 ami 10 above), and the reserves should be constituted 
accordingly. Bueh a ixflicy is not, I think, consistent with a simultaneous effort, 
implying great dissipation of resources, to establish a gold currency. 

(E) In some way— and I can see no better w.ay than a pronouncement of this 
Commission, for the mailer cannot be codified— the need during periods of exchange 
crisis for a considered policy of deflation requires to be emphasised, 'riio normal 
conventions ou the subject should be, as it seems to me, (i) that all gohl o.\[)ort (or 
special sterling credit) transactions should be passed through the J’apor Currency 
Reserve; (ii) that accretions to tho Imperial Hank’s balances (via “public deposits”) 
through the discontinuance of the Secretary of State’s drawings, should ii<jt bo made 
the basis of an enlargement of credit ; (iii) that credit generally should be^ restricted, 
and the l^uk rate employed for this purpose as far as may be. I’olicy would lie 
in determiniog wliether and how far these conventions should be depaitcd liotn with 
reference to tho circumstances of a particular occasion. I his, it may be said, is what 
the Bank would do anyhow. But the matter is of great moment and calls for some 

formality. 
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(F) Such a deflationary policy might well be fortified, at any rate in a very 
prolonged period of depression, by the sale in India as bullion of the redundant 
rupees wliich return in periods of slack trade. This would tend to curtail ptirchasing 
power in strata not readily reached l)y banking influences. 


VI.— Inward Remittance and the Secretary of State’s Drawings. 

22. As I do not advocate the transfer of silver purchases for rupee coinage ta 
India and the Secretary of State's ordinary drawings can obviously be most 
conveniently met by bills of some kind, 1 contemplate that inward remittance would not 
be elTech.'d by gold movements, except so far as might be necessary from time to time 
to bring the Indian gold holding up to the accepted standard strength. As regards 
the bnlk of inward remittance, therefore, the choice of method will, under my proposals, 
lie bctw(>nn ia) sale of bills by open tender in London, (6) purchase of sterling by 
open lendtw in India, or (c) purchase of sterling in India by the Imperial Bank on the 
lines recently followed. 

Whatever method is adopted there would naturally be, under a correctly operating 
system, (n) a standing and unlimited undertaking to accept gold in India at par, and 
(/)) at times when it was desired that gold should not be irniiortod and tendered to 
(lovernmeut, an unlimited undertaking to give Indian currency at upper gold point 
in exchange for sterling in liondon. 

23, The present method of remitting [(c) above] has worked well in the special 
circumstances in which it, was introduced, and in the circumstances, also abnormal, 
of the present time, and has, I think, proved itself a valuable innovation. 1 see 
nothing unmistakeably wrong in principle, though something to question in practice, 
in the view that the Secretary of State as a remitter on his own account should bo 
free to operate on either side and as and when he judges best. No oue in F.ngland, 
for example, expects the Bank of England to infomi the world from day to day as to the 
progress it is making with preparations for remitting American debt. But it would 
be wrong and inappropriate to employ the secret method of purchasing sterling as the 
procedure by which to implement a general undertaking to supply unlimited rupee 
currency at upper gold point. The parallel to that would be the concealment of the 
inward movements of gold in this country. These two olqcctivcs of remittance, 
i.e. (i) the provision of the Secretary of State’s requirements, and (ii) the maintenance 
of excliangc at or within upper gold point, so largely overlap that there will be very 
little real scope, I think, for the employment of present methods, when more normal 
currency conditions have been re-established as the outcome of the Royal (Commission’s 
prcs(u>t labours. Finally, there is great practical force in the view that the Secretary 
of,.Statc is too dominating a factor in the restricted monetary world of India to claim 
tlie full liberties and privacy of a private remitter. 1 would not completely disallow 
the present system, but I think its chief usefulness will be at times when a period of 
exchange weakness is giving place to one of returning strength. At such transitional 
points it oilers, T think, the best and a quite legitimate means of feeling the pulse of 
the mark(!t. When so used I think it should be accompanied by, say, the weekly 
disclosure of the amounts and rates negotiate*!. 


Vn. --Ttransfer of Central Banking Fnnetions to the Imperial Bank 

24. The expression of my views in para. 21 (B) is subject to proper consideration of 
the objection that the Imperial Bank is disqualified from exercising the functions of 
a Central Bank by its commercial chameter. 

This objection (1) may be final and decisive ; or (2) it can possibly be met by 
appropriate safeguards or restrictions. 

As to (1), I have not the expert knowledge to estimate the weight to be attached 
to this objection. Similarly, as regards (2), I cannot, in any technical way, suggest 
safeguards. But I think that on this and other grounds there arc, as I have already 
suggested, good reasons for associating the Coverninental authorities both here and in 
India with the Bank in the determination of high monetary policy. The Government 
cannot <livest themselves of ultimate responsibility for India’s monetary well-being or, 
specifically, for great sums of public money made over to the control of a commercial 
institution. The choice lies, 1 think, between the creation of .a Central Bank ad hoe, 
which might be premature now though probably an ultimate development, and a 
close association between Government and the only available alternative— the only 
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institution, too, which can systc'inatically {whlross itself to the extension of sound 
banking througliout India. 

My inclination is to postpone the true Central Bank for the present and try, with 
any sjifeguards which expert advice may suggest, what is possible on the lines of the 
Indian proposals. 


Vm. -Conclnaion. 

25. In these observations which 1 respectfully submit for the Royal Commission’s 
consideration, I have felt and still feel perplexity on certain points (the gold export 
question and the banking question). But I think there can be little doubt as to the 
main aims to be associated with the immediate task of putting India’s (uirnnicy 
system on a gold basis. The latter object can be ellieienlly achieved by a “gold 
staudai'd ’’ (with or without a gold currency) or, as Sir Basil Blackett has shown in 
his Minute, with a “gold exchange standard.” But (1) a sound standard to-day 
postidates banking control and a widely exteiulcd and ciosely inter-related banking 
system, and we have to try to foster that; and (2) there is, as it seems to me, a 
tendency for the monetary world to gnuq.) itself, with the United States of America 
and the United Kingdom acting in concert iis the dominant group, while later 
convalescenis from exchange troubles fall into a status of something approaching 
monetary tutelage. It is porliaps some instinctive perception of this wliich lies 
behind the demand for a gold currency. T think that any new currency scheme 
for India shoidd consciously aim at securing to her the inaxiimiin degree of mouctaiy 
independence. 


APPENDIX 77. 

;Supplementapy Note by Sip James Bpunyate, in reply to questions of 
Sir Purshotamdas Thakupdas on the subject of Government 
Remittances. 


1.- -Questions nv Siii Purshot.\,mdas Tiiaki:rdas. 


I. A witness before the Royal Commission has said : “ 'I'hcre arc strong objcction.s 
to attenii)ting to tic up the Secretary of State by an advance monthly programme or 
anything of the kind.” Do you agree with this ? 


2. It has also been said that “ tlic action to be taken in regard to remittance of 
Government balances from India to England cannot be forecast with any accuracy 
for any length of time ahead.” Docs your experience at iho India Oflicc warrant 
your agreement witli this ? 


3. What inc(tiiveniencc, if any, would be caused to the Secretary of State if his 
requirements for sterling in Loudon were supplied in accordance with his obligations, 
thus obviating the necessity for keeping sncli large balances in England as arc 
referred to in the Report of the Controller of the Currency for the year IJi24- 5, viz. : 
minimum balance £10,403,505; maximum t‘22,7I8,029 ; average t‘15,120,145 ; the 
annual requirements of the Secretary of State being in the neighbourhood of 
£30,000,000? 


IL — Noth by Sir James Brunyate. 

1. The Chairman asked me to submit a note on these questions and remarked (I 
write from memory) that they opened up far-reaching issues. That is irulccd the 
case, though I have endeavoured to keep away from tlie remoter aspects of the 

remittance problem as much as possible. . i i, , ■ 

I hciv6 cissumcd, for tho |)urpo.s6s of (ho noto, I lint n triio Ccotnil Jitiiik is 
established, holding the ’rreasury balances in India and London, transacting the 
remittance business of Government and managing the paper currency i*eseivo. I 
assume also that gold is caused to be sent te India (by the discontinuance of councils 
and sterling purchases) for tender to Government to that extent only which maybe 
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required under some independently aceeptotl policy on tlio question of the gold^ 
holding (c.f. pani. of my written statement). 

I propose to rcl'er throughout to the “Indian Administration” (i.e. Secretary of 
State in Council plus Government of India) rather than to the Secretary of State in 
Council except where it is necessary to particidtjriso the latter. Tlie remittance 
question is in e.ssence one which any unitary Government would have to face whose 
financial commitments and monetary system both required the provision of funds on 
a large scale in an external money centre. 

2. Question 1. 1 am not told the context in which the statement cited in this 

question was made. I assume that it had reference to the Indian Finance 
Department’s enumeration* of “ principles ” by which “ the demands of Government 
on the Hank would be regulated ” and especially to the principle rather cavalierly 
stated that the “ India Ollicc ” would have to give the Hank “a definite demand for 
each month made some time before the heginning of the month, the sunount of which 
the India Office would not be able to alter without the consent of the Hank.” 

I agree with the wit ness, if he Jiieant, as I take him to have meant, that the idea of 
the Indian Administration pledging itself to its bankers to be bound finally by a 
forecast of its re((uiremcnts is inadmi.ssible. I suggest that the true principle is that 
the relations between the Administration and the Central Hank in this matter will be 
those of depositor and banker, 'riicsc relations include in principle the right of the 
depositor fu) to get his money when ho wants it and (b) to use it to his best advantage 
while he does not want it, the term “Ix^st advantage ” in this case meaning of course 
the best advantiige of India. Or alternatively, I would say that for this purpose the 
relations between the Indian Administration and the (Central Bank .should (nmtalis 
mutandis) be those subsisting between llis Majesty’s Government and the Hank of 
England. 


Passing from principh's lo practice, there is no doubt, of course, that the 
Administration, realising that it is an uncomforlably powerful (tiistomer, and being 
as closely interested in the ])roper functioning of the Hank as the Hank itself, will 
giv(5 the Hank all tin; assistance it can and show it at all times (he highest 
consideration in dealing with difficulties inherent in the management of its account. 
The Hank on its side will, 1 think, realise that to hold the Administration’s funds 
where they are wanted ami to have them available whoa they are wanted is a primary 
obligation and xvill lujt be fidgeting itself to cut matters so fine that it must fall back 
on the pica that a forecast of some weeks back is not being fulfilled. Assuming, as 
we ought to do, a correct attitude on both sides, 1 think it is a little idle to try to 
“regidate ” matters of routine which the parties will settle for themselves wdicn they 
get to W(jrk. 


•1, Question 2. 'riie “ remittance of Government l)alances from India to England ” 
is the counterpart and consequence of the trade demand for remittance from England 
to India. The Indian Administration does not say : “ We are short of funds at home 
or wo have excess funds piling up in India; let us s(?ll councils (or buy sterling) and 
remit the surplus.” What it says in elfect is : “ There is a keen trade demand for 
remittance to India just now; we must jneet it, or trade will be hampered.” (Or 
alternatively, for it depends on the standpoint rf ” The trade demand is keen ; now is 
a good time for getting some of our funds sent home.”) 

Thus the dilliculty of forecasting the dates and amounts of Home remittance is 
not solely a difficulty arising from uncertainty as to the pace and amount of the 
Administration’s outgoings in Eondon or its incomings and outgoings in India ; but 
also the dilliculty of forecasting the volume of the trade demand for remittance and 
the periods at which it will come forward in strength. 


• Mr. I )ennijig'.s Momuniuduiii on ** Transfer of Miuiagenieiit of the Paper Curmicy to the Imperial 
Bank uf liniia," para. Id, 

t Sue Beport of tlie Babiiigtoii Smith Com mil ter, piira. (II: We agi*ee with tlie Cliamberlaiii 
Coinmissiou in hohlinj' that council drafts art* sold not for the convonicnce of trade but to provide the 
funds needed in liomluii to nie**t the requiivments of the Secretary of State on India’s behalf in thtj 
widest sense of the term.” (The whole paragraph should be I'ead.) I do not think it is possible fully to 
subscribe to this when now ciivisajging future conditions. If these two objects of Home remittance admit 
of discrimination, I prefer to give priority to tlie traile, i.e. the monetary Mpect. Poi*Bonally I think 
them eomplemeiita^'. In the long nui and as a matter of theory, the need of trade for i*emittance to- 
India is identical with the Adiniiiistratioii s need For funds in London. 
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The first, (lifiicnlty is great® and the seeond is iiisiiperuhle. It deniands, nut the 
statistiidan’s gift of estinuiting, hut that of prophecy, 

5. Question 3. 'Hie system of financing tlie llonie Treasury must not only provide 
for meeting obligations at due date, hnt he consistent with the nse of surplus funds 
(wherever iooato(l) to the best advautagi;, and in j)articnlar with due regard to sound 
monetary conditions-t 

0. T have just said that the amount of remittance to London is the counlerpart of, 
and dependent on, the demand for trade remittance to Imlia. Tlie sums remiUed to 
I/)ndon by the satisfaction of this demand are assigned, in the first instance, towards 
providing the immediate requirements of the Home 'rrcasury so far as the 
Administration’s Treasury balances in India have snilicient surplus for meeting 
them. If the surplus is not snilicient the Administration will have to borrow in 
sterling. If it is more than enough further itioeipts in England are credited to tho 
Administration’s Ifomc Treasury account. When the whole surplus of 'Proasury 
balances in India has thus been drawn oil any further trade demand for nunittance 
•can only be satisfied by the crediting of receipts for bills to tho pap(?r currency 
reserve in Loudon and the disbursement of currency to the payees from the paper 
currency reserve in India. Thus the total credited to the ’I'reasury balances in 
J.,ondon, plus the amount cretlited to the paper currency reserve in liondon, is 
•equivalent to the total trade dcinandij: whatever that may be. If Indian 'J'rensury 
funds are low less will go to the Nome Treasury and more to the Homo branch of the 
paper curri;ncy reserve. If Indian Treasury hinds are ample more will go to the 
Horne Treasury and less to tho Ifonui branch paper currency re.scrve. .V cascj 
conducing designedly to the latter result i.s where, as in recent years, the 
Administration effects all its borrowing in India, including provision for a largo 
part of the Ifomo requirements on capital account. Another case is when revenue 
and other receipts exceed and e.xpendituro falls below anticipation. 

7. Primarily then, and dealing for the moment with the London side oidy, the 
policy to which these questions tend, of stringently keeping down the 'Proasury 
balances in Ixmdon to a real minimum, would only enhance the amount.'? requiring to 
be credited to the paper currency reserve in Ijondon. In either case the sums in 
• question would probably be invested in British 'Proasury l)ill8, and, so far as tho 
T/jndon side of the matter is conctu-ned, the policy would apparently be nugatory. 


8. T luru ne.\t to the Indian side. If an unintended surplus of (.iovernment 
balances accrues in India the (’entral Bank may ado[)t one of three alternalives : — 

(u) Keep the. unintended surplus inert, i.e. refrain from making it a basis for 
tbe creation of credit ; 

(l>) Ueleasj! it, as it were, to trade by granting credit on the strength of it ; 

(c) llelease it to trade liy meeting council drafts or purchasing sterling from 
this source instead of from the paper currency reserve in India. 

Alternative (a) would not ordinarily, I think, l)e tho correct coui-se. 'fho 
unexpected yield of taxation and borrowing or economy of expenditure which has 
produced the unintended snrphis balance is equivalent to arbitrary dellatlon and 
normally needs to bo correctcul by the release! of tho funds thus drawm into tho 


• The iincertiiinly !<nm>imiliiip llio foivcHstinff of tVayx »"'l liUHiKlit out in |i!ira. 27 ..f 

.Sir BftHil spoPcl. iiitmlurinf? tlin Hmlifut, for l!l2(i 7 : I am m.-l.mMt to (li.nk (In.f tl.r 

pl.ra8Col(.Kyronsro.-ale.l l)v lon^ i" npoerlirs wliid. ivfrrs to the \\ajs 

Urtion of the statements as a ‘ Wtiys amt Moans Itmlget is somewlnit mi.slea.linK, in that .t nuiy tom to 
rive the anbUo the impression that tl.o fiK«n>s an.l ostimafos m the Ways lui.l Means portion of tin. 
bmlKct 1. ak.- a .•lain. t... e<..nparativ.M-x,K-t..css not inferior to that i.nnle hy tho hguiys of .,ur revenne an.l 
oxpemlit, US! estimates. O.ir Ways u.i.l Me.u.s b.ulKet is ...t.-nde. t.i and .leoessanly must he .llnstmtive 
Hither than exact Tbe Ways an.l .Means liK.nvs br.nK t..Kelh.-r tin. net R-s.ilts of openitions of very 

iy L and llnrma an.l in liomion. To a large extent these ..p.;mtu.ns .ire either 

not undo.- the cmtuil of the Government of Jn.lia «t all nr only very ...du-eetly ..... er their .ol . . 

n t es^ oimimstanees it is neither ,.<H.sil.le m.r desi.ail.le to attempt to lay .Imvn a .-.k..! Ways .....1 
MeaX.-oewm.no far in advance. The only result of -loing so iv.ml.l noeesaanly he U, swell .mr Imlanees 

iieedleKsly. 

+ irwlInldSo'me taE'fitm any pnrpose diselased in these questions to disenss the whole question 
of how far action by the ,,„t I Ihink that in eve.-y instance the 

“ «■ “ 

ill mind. 
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central banking balances. 'I'ho choice between alternatives (fe) and (c) presents a- 
banking problem. The distribution of credit by means of the remittance method 
[alternative (c)] directs credit automatically into channels of trade where- it is 
undoubtedly wanted. It also, pro lanto, effects, instead of postponing, the adjustment 
of the l>alance of trade. Normally it is, I think, the right course. But exceptionally, 
perhaps, there may be conditions of stringency justifying the creation of credit but 
more or less independent of the monetary reejuirements which the sale of councils 
and sterling purchases directly satisfy. In such cases it might be right to use high 
banking balances, originating in undesignedly high Government balances, for this 
purpose, leaving requirements directly connected with external trade to be financed 
through councils or sterling purchases adjusted through the paper currency 
reserve. 

0. 1 should add, ])crhaps, that a Central Bank, in the exercise of its regulating 
functions, might in practi(;e iind somewhat wdder scope for the employment of 
discretion in moving Government funds than the limited case which I have ventured 
to fonnniate. But such an authority would certainly recognise the principles (1) that 
the building up and retention of excessive Government balances as a normal means 
of supplying loanable capital is not sound practice; and (2) that remittance through 
the papiir currency reserve, at a time when remittance through Treasury is 
practicable, involves inflation, and ultimately, therefore, a correcting deflation. 

10. Finally it maybe added (1) that surplus balances in England are earning 
interest for Government while surplus balances in India are not ; and (2) that if 
surplus balances have in fact accnied at home there is no point in letting thjit 
interest go to the bank (vvhi<h would invest them on its own account if the Indian 
Administration did not) instead of to the revenues of India. 

1 1 . kly views and conclusions are : 

(1) The maintenance of the Home balances at a minimum is not an end in itself 
and needs neither to be sought after nor deprecated. The contrary view arises, I 
think, from looking at the Home 'Prcastiry as a mere disbursing oflice and forgcittiiig 
its place in the general exchange mechanism of India. 

(2) Normally, the only way of keeping the Home Treasury balances at a low 
avcragi! h'vel is by maintaining a close correspondence betaveen estimates and actuals : 
not as regards the Home transactions only or primarily, but as regards all transactions, 
rcveiiueor capital. Home or Indian, which react on the aggregate Govermneiit balances. 
Sound estimating is of course always an end in itself and to this extent, but only 
consequentially, low Home balances are desirable. 

{[^) lOxccptionally, there inaj’ be reasons as to Avliich a central bank should be a 
safe judge, and a commercial bank, however public s])irited, hardly an impartial 
judge, for special stops to keep Lulian balances temporarily at a relatively higli level 
with the consequence of keeping Home balances relatively low. 

(I) When surplus balances accrue at borne as the result of discrepauey between 
estimates and actuals it is possible to look on such surplus funds as provision for the 
Administration’s prospective requirements (see last sonbuice of first footnote to para. 4).- 
But this fact is not the cause of the surplus funds being sent to London. Nor is such 
anteccdciit provision called for on its own merits.''"' 

(5) tSueli surplusage is, in essence, a tem|)orary balancing reserve (akin in function 
to the Home branch of the paper currency reserve) set up by one group of normal 
exchange transactions and liable to be used up (or in other words retransferred to 
India) by another (e.g. Bcvers(? bills ; c.f. also the transfers and retransfers described 
ill the Paper Currency Report for 1924-5, page 15). 

12. Applying these results to the question put to me, I would summarise as follows 
the points which are essential to an adequate answer : — 

(A) lV7tot mma are needed hy the Home Treasury ? — The Homo expenditure of the 
year, including sueh large and imcerlaiii factors, outside the Secretary of State’s 
coiP”ol, as tho Railway capital expenditure. 

fB) What sums are available foi' remittance to the Home Treasury ? — The whole 
surplus of the Treasury balances in India, including not only that sum (an estimate 

• Indeed, any plea that this aim ahoiild be delilierately pnnmed aeema opposed to Bndfj^t principles. 

I am of couniifi as'HUTiiin^ that in the conditions of tlio futiii'o exchange will bo fully maintainable at the 
cliostMi jafe. This assumption could be less safely made in the pre-war period which, taken as a whole,, 
was ii leni alive period. And in recent years there has of course been no normal rate. 



APPENDIX 77. 


607 


of A above) which is included in the Budget for remittance, but auj' further surplus 
which Monies through undcr-esliniatiou of receipts of any kind or over-estimation of 
expenditure of any kind. 

(C) Wliat suniH iinll, in fact, be remitted to the Home Treasunj * — The whole 
amount (up to the limit of B) of the quite incalculable trade demuud‘ for remittance 
to India. 

\\ hik, therefore, it is clear that no inconvenience would be caused to the Secretary 
of State if the provision of funds was kept in exact accord with the maturing of 
obligations, it does not follow, as the question seems to assume, that the* recurrence 
of large Home balances could thereby be obviated. Tliis can only be achievoil by 
exact (wtimating— Home o»»d Indian— and this exactitude, on the Ways and Means 
side particularly, may often be not oven roughly obtainable. 

Finally, if the total Home remittance (paper currency as well as 'rrcasuryl is in 
question, uo estimate worth the name is possible and no limit can be sot. 


APPENDIX 78. 

Statement of evidence submitted by Mr. A. Bowie, General Manager 
of the Allahabad Bank, Ltd. (affiliated to the P. & O. Banking 
Corporation, Ltd.). 


1. I have tho honour to submit, as an expression of my views from the standpoint 
of indigenous banking, (a) a noU; on the qut'stion of tlui control of the note issue ami 
on what principles shoidd control or management be transferred to th(> Imperial 
Bank of India, and (h) a note on the question of what measures are desirable to secure 
greater elasticity iti meeting seasonal demands for currency. I beg the favour of 
your phicing these notes belbre the .Members of the lloi'al Commission on Currency. 

2. The control and nianageiueut of the currency should be a function of 
(loverntneiit atid ought not to be delegated to an institution, however powerful, 
owned by, and managed primarily for the prolit of, a body of private shareholders. 

.*». The result of the working of the Imperial Bank Act has been tf) erect a 
quasi-state batik to a position wlu're it is placed above economic competition and has 
left the indigenous banks defeucclcss iigainst the operations of the slate bank. 

4. 'Phe clauses of the .Act are frivmed to givi* the widest permi.ssivo powers to the 
Bank to engage in general banking business ami so that nothing in the Act may be 
construed as restrictive, it is specilically stated in tho Act that nothing shall be 
deemed to prevent the Bank front allowing any person who keeps an account with 
the Bank to overdraw such account without security to such extent as may he 
prescribed. 


5. Further, uo additional measure of security is provided by the terms of tin? 
Imperial Bank of India Act, 1U2(I, in regard lo the statutory information to be shown 
in tho balance sheet. In fact, th(? measure of proleetion to the public in this respt'ct 
is not equal to that ilemamled from the banks (?stid;lished under the Imlian (!i>mpanics 
Act in Form F, viz., to disclose the securcil and uuseenred advances and, as a 
guarantee of .tlie indepemleiice and impartiality of the control of the bank, to show 
the sums due by the directors as princi|)als and guarantors and as jiartners and 
dire(!tors in linns and companies. 

6. Tho privileged position of the Imperial Bank of India hinges on the i)rcstigo 
accruing to them as (lovernmcnt baidvers which, in the eyes of^ tlie^ public, secures to. 
them the support of tloveruineul. in an emergency. Ihis position in ilstdl nutans an 
actual iiioneiary advantage in that, with their credit as (utvernment liiiiikers, llm 
Imperial Bank of India ought silways to lie ahlo to borrow at lower niles than othei 
banks. 


7. One restriction placed by tlio Act on tlie Jlank’s fimctioiis is that the Bank' 
cannot engage in foi’cigii exchange bunking business so that ihe^ exchange banks 
working iil India are relieved from tho uneconomic competition ol the Bank. 

8. There are no obligations umler tho Act placed on the Bank requiring it to 
make advances to other banks against Ooveriimeiit or other appruvo(l s(jcunties, 
so it. i8-.withiii the p'oiVer of the Bank at any time, arbitrarily, to reluse hanking 


accommodation. 
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9. Tlic single condition imposed by the Bank Act requires the Bank to open 
100 new offices within a stipulated {period. As consideration for this undertaking of 
banking devolopinent, formerly carried out by other banks on their own resources, 
the Bank is given the facility of free transfer of funds and a monopoly as Government 
bankers of receiving the whole of the Government balances free of interest, militaiy 
and regimental accounts, trust estates, municipalities, railways, ports, universities, 
schools, security deposits and various semi-public funds. 

10. 'Pho use of interest-free funds, free transfer of funds, and the large payments 
it draws for its services in connection with the management of the Public Debt places 
the Bank in a position, where it meets with competition for banking business, to quote 
rates unprofitable to other banks. Indigenous banking development except within 
the organisation of the Imperial Bank is null i lied. There is also tlie danger of banks 
being forced to seek profits in a class of business which ought to be outside the sphere 
of operations of properly managed banks. Both these conditions are conducive to a 
Aveak growth of indigenous banking. It is clear that there can be no strength in a 
nation’s Itanking system Avhich depends for its development on a state-aided institution 
placed above comiietition. 

11. The strong competition of the Inqierial Bank witli indigenous banks is 
generally admitted. In argument it may bo stated that through the operations of 
the Imperial Bank, banking rates and charges have been lowered with a resulting 
benefit to trade. But if Govornm<*at wished by conferring special privileges on a 
selected bank to benefit trade, then in fairness to the established banks these benefits 
shoidd have been made available to trade through all the banks with which the public 
had been accustomed to deal. 

12. It may further be argued that banking services are given by the Imperial 
Bank to the state in exchange for the benefits conferred ; yet every bank gives similar 
services to its numerous customors, besides paying interest on customers’ balances. 

13. To add to the enormously valuable benefits and privilege accruing to tlie 
Bank through Iho operation of the Imperial Bank Act the right of note issue, with the 
revenue from the securities protecting the fiduciary issue, or with the revenue from a 
direct payment, estimated without competitive tender, for control and management, 
would have the effect of erecting an unassailable banking monopoly in India. 

14. The control of the note issue in the hands of a state bank, competing with 
other banks for general public patronage and banking business, would place banks in 
a position of dependence to the state liank and there would be the risk of bankers’ 
needs in the matter of the issue and exchange of currency notes being made, 
particularly at the up-country offices of the Imperial Bank, secondary to the needs of 
the Imperial Bank’s own non-banking customers. 

15. No definite benefit would accrue to the community through the transfer of the 
control and management of the currency to the Imperial Bank of India. So long as 
proper reserves are laid down by statute to ensure convertibility and to ensure that 
the rupee will have; a common monetary liasis with the leading currencies of the 
world the (piestion of a managed currency will not arise. There would be a distinct 
loss to the banking community if Government ceased to control the currency. I'ho 
definite guarantee of impartiality, which the control and management of the currency 
by the (lovermnontof India xirovidcs, wouhl be lost if these functions were transferred 
to a stJit(*-aided bank that is in active competition with other banks for general 
banking business. If it ivere decided that the note issue should lie handed over to 
the Imperial Bank, then the status of the Imperial Bank should be analogous to that 
of the Bank of England, a stati? bank, which does not compete with other establisJied 
banks in general banking business. 

(а) Measures desirable to secure greater elasticity in meeting seasonal demands 

for currency and what conditions should be prescribed with regard to the 
issue of currency against himdis. 

(б) Greater elasticity in meeting seasonal demands for currency can bo expressed 

in other words as provision for increasing the amount of loanable capital at 
the busy seasons of the year. 

IG. 'riie currency ought to have no concern with the provision of loanable capital. 
Assuming that an effective gold reserve for the note issue is established the volume of 
currency will increase and decrease with the gold withdrawals from or deposits in 
the gold reserve. This will be automatic following the seasonal demand for currency 
in India. Rupee exchange will move within the limits of the gold points, according 
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to the demanil for rupees. Loanable capital to finance eeasonnl demands will flow 
to or from India through the agency of the gold reserve ; the attraction of loanable 
capital to or from India being governed by the comparative profits yielded by the 
Indian or English bank rates. 

17. The Imperial Bank rate should be regulated by the demand for money or, in 
other words, by the supply of loanable banking funds in India. Artificial measuri's 
for controlling the bank rate should not Ite resorted to. The bank rate ought to bo 
the limiting and rcgidating agency controlling credit, hiasy credit encourages 
over-trading leading in the end to financial crises. A high bank rate when seasonal 
demands arc urgent is salutary. It keeps speculation within bounds, is a factor in 
preventing goods being held unduly for a rise in ])rice, increases the velocity of the 
turnover of banking funds, and attracts local money to tlio money market, Sloney is 
available in India if the price is paid for it, and there is no more powerful agent* for 
bringing lioards into fruitful employment than a good price for money. 

^ 18. There ought to be no (picslion of emergency currency until an emergency has 
arisen, when, if panic conditions e.xist, the (jlovenimont can take exceptional measures 
to suspend the Currency Act within strict limits and conditions. 

19. Regarding the que.stion of what conditions shonlJ be prescribed for tlie issue 
of currency against huiidis I beg to state my opinion that the enrremy should not be 
asked to function as a re-disconnt market. It is a dangeioiis principle to admit that 
loanable capital can be mannfactnred by the issue of cniTcncy notes against the deposit 
of security. Tlic supply of loanable capital is a banking function. If the local money 
market does not sulliee to meet seasonal demands then additional siqiplies of loanable 
capital must be attracted from money markets outside India. 


AITENDIX 79. 

Statement of evidence submitted by Mr. M. M. S. Gubbay, C.S.I., 
C.I.E., General Manager and Director of the P. and 0. Banking 
Corporation, Ltd., London. 


This Note is snbmitti'd on the assumption that it is permissible to travi'l beyond 
the particular points covered by the Supplementary List of Questions, and is intended 
to concretise the points on which 1 should wish to tender myself for oral examination 
in addition to points covered by the Supplementary List. 

1. The basic priuci|iles on wliieli the plan appears to rest are : — 

(1) The responsibility for the holding of e.xchange, wliatcver maybe the point at 

which it may be stabilised, should not rest, as hitherto, on the autliorilies 
in Simla ami London. 

(2) Fluctuations of exchange should be h?ft to be corrected automatically by 

the inflow and outflow of gold. 

(3) For this purpose, as also as an internal eirenlatiiig ciirnmcy medium, a 

gold coin should be introdncinl. 

(4) Indian Hauk Biiti* policy will play an important part as a ri'gulator to 

check or stimulate, as eiVenmslances may require, the movements of gold 
in and out, and, tlierofore, the credit and excliauge policy of India must 
be unified and be directed by the Imperial Bank. 


2. One of the primary issues ivhich emerge from any consideration of the Indian 
cxiihauge system is the question of the (loverninmit participation in its inanugeinent. 

My view, as an old oflicial of tlie iMuance Depaitment, is tlnit the tio\oinnieiit 
authorities themselves wish to see reduced to amiuimnmtlieir icspousibilit} and their 


intervention. 

3. A complete change over. howi)V(?r, such as is contemplated in the plan, involves 
two radical changes in the Indian liuancial system : 


ciirrencv notes 


(1) the reduction of the status of the silver rupee ; 

(2) . the alteration of the elrar.actcr of the present Govcrmueiit 

into bank notes payable in gold. 

4. Ido not consider that the effects of these two 
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consequences, and jointly they would result in general confusion and disturbance of 
the existing machinery. 

5. A gold coin in internal circulation and commonly acceptable is an essential 
preliminary to the proposed reduction of the status of the silver riipee. It will be 
only when the necessary conditions of general acceptability of such a coin as an 
internal (drculating medium that the stage of denionetising the silver rupee could be 
safely entered upon. 


(5. 1 feel v(>ry strongly that the replacement of Government currency notes by a 
bank note, whether payable in gold or silver, needs to be considered, not merely with 
reference to its acceptability as such, but also with reference to the different conditions 
under which a bank note will bo available for issue. So long as the note is that of 
the Government and not of a bank, impartiality can generally be expected from those 
whose function it is to manage its issue, whether at loesj points or at the chief 
<-ommorcial centres. Suggestions have already been made of partiality under the 
system now obtaining at some inland points on occasions. It must be remem bereil 
that not(;s play a most important part in the movement of produce and goods from 
point to point. 

A bank which has at its command the supply of notes available at any partietdar 
trading centre is naturally regard(!d as being likely to offer better service than another 
hank which docs not enjoy this privilege. The utility of other hanks to the trading 
and general community inaj' ho impaired, and their sphere of activities seriously 
curtailed, and it may he that there will he some reaction on the progress which the 
note-using habit has made among the community as a whole. 

7. If the Government responsibility for the convertibility of the note is to be 
withdrawn, the acceptability of the bank note will need, in my view, to lie secured by 
provisions as to a melaili(; proportion far higher than that proposed in the plan. The 
credit of the bank note can hardly rest on a metallic basis smaller than that which 
past exp('riono(3 has shown to bereepured in the case of the Government currency note. 

8. The admi.ssibility as fiduciary cover for the note issue, whether Government or 
bank note, of internal trade bills appears to me to be (piestionable. The primary 
objective should be to attract gold into the Indian currency, under whatever system 
it is to be operated, whenever Indian monetary recpiirements call for an increase in 
the currency. The rediscounting of internal trade bills by means of an enlargement, 
oven temporary, of the currency will interpose an obstacle to such How to India. 
Further, such rediscounting becomes all the more questionable when the trade bills 
to be olTcred ns cov(?r for the fiduciary issue are bills not rediscounted ivith the 
Imperial I lank or with the bank of issue by other banks, but may be bills pui'chasod 
by the luqs-rial Hank in its character as a bank engaged in general commercial and 
joint stoi'k banking. 

1). Similarly, the provision as to the admissibility as fiduciary cover for the note 
issue of sterling hills drawn in India will, if it became operative, also interiwse an 
obstacle to tin; flow’ of gold into India. 


10. 'I'lic pliin hij’s upon the Imperial Hank the obligiition to keep the Secretary of 
Static supfdicd w ith funds to meet the sterling chiirgcs of Government. 

As the eusiodian of the Government’s balances and as holding hankers’ balances 
the Imperial Hank has responsibilities as well as privileges ; the discharge of these 
functions cannot always be impartially harmonised with its own iutcrosls as a bank 
engaged in joint stock banking, and commercial hanking, .as a branch bank and as a 
bank of dejwsit ; and the privileges which it already jiossesscs secures for it a favoured 
position. ’PIk' extension of its functions so as to embrace (.•/) the management, as 
principals, of the noto issue, and (?>) the provisi«)ii of the sterling requirements of the 
Indian Govm’nmeut will not only vastly increase its commitments, it will also increase 
the points at Avhich its interests, as a private institution designed to make the bust 
use of shareholders’ capital, come into coidlict with its duties as an impartial body 
conceived for the purpose, and charged with the duty, of regulating the supiJics of 
credit in the general interests, and of stimulating under guidance and wise control 
th. dev()lo|)ment of banking in India. 

It would appear to be essential to define very clearly and rigidly the limitations 
which shoulil be observ»'d by the hank in the different capacities in whicli it will he 
required to function if room is to be made available for other banking enterprise in 
India. I’rcferably, these different fuuclioiis should he differOntiated, and their 
discharge left to be effected, not by f)ne single institution, but by separate institutions 
or agencies. 
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Statement of evidence submitted by Dp. T. E. Gregory, D.Sc. (Econ.) 
Lond., Professor of Currency and Banking in the University of 
London. 

The rupee should be slahilised and the gold standard adopted. 

1. I believe that the tiiiie lias now arrived when tlie stabilisation of the rupee 
can be safely imdortakeii. .\t the time of the I)abiiigtoii-.Smitli (Jommissioii, it was 
not held that the practical abolition of the gold stamlanl in Kuroiie stood in tho 
way of lixing a parity with gold, ami the case against a contimianee of a Ihurtnatin^ 
•exchange is innch greater now, when the greater part of the world has again 
stabili.sod the external value of the various currencies employed. 

The time has also arrived, in my opinion, when Imlia should adopt tho gold 
standard, and not nierelj' tho gold exchango standard. T base iny opinion upon tho 
well-known fact lliat Indian public opinion has long demanded such a steji, upon the 
consideration further that the failure of the e.\perimcnt of I U20 has discredited the 
•currency policy of tho Indian (lovernmcnt ; lastly, upon tho feeling that tho wider 
tho area in which gold smwes as a standard and tho principal coin, the less the danger 
of a further fall in the value of tho metal. 

7V/.C rnpee should be stabdiseil at the rate of I s. Od. 

2. I attacli no imponanee to the suggestion tliat the transition to the gold 
standard would involve a smaller ilciiiand for gold if a rate lower than the existing 
rate Wf're adopted as the basis. This view seems fonmled on the eiToneons idea that 
the total volume of the eurreney in India would be the same whether the parity 
were Is. lid. or Is. 4d., or even a lower ligure. If a rale lower than I.'?, lid. were 
chosen, the volume of money in India would have to be incri'ased to prevent the 
sterling value of nipees from rising, and eonstuiutmtly moiujy incomes would risis 
also. It makes no dilference whether an individual Iniy.s ll-o grains of gold with 
lo rupees or with 15, if he is in die second cas(» given a larger number of rupeijs to 
buy the gold with. It is true that a reduction in tho gold or sterling value of the 
rupei! would reduce the buying power of those classes of the population whoso 
incomes are lixed in terms of money, by law or by custom, but 1 cannot admit that 
this wotdd mak(‘ much dilTcrcnce to the total ilcmand fop gold, or that, even it it di<l, 
it is a policy which ought to be advocated. 1 do imt think th.it the serious social 
conscrpicnces which ficcompany a fall in the value of money ans outweigluMl by the 
consideriilions that the adojitiou of an l-s. (id. rupee gives an awkward rchitiou to tho 
t st(‘rliug, or that it may have some slight elfect in stimulating imports into India, 
or that on paper it gives a higher sterling yield to the holder of rupee securities. 
So long as gold only buys about teii-sovent(!enlhs of what it did before the war, tin? 
creditor of the Indian (.lovcriimeiit has very little to bi' jubil;mt about. In any ea.se, 
against his gain must also be S('t the gain to India arising from the smaller rui)ee 
burden of the Ifome charges. 


The question of gold output and prlees. 

3. I have no special technical knowledge of the economics of the gold-mining 
industry, which would cnabhi me to give a categorical answer on the suliject of the 
future output of gold. Ihit the gcnm-al economic aspects of the matter arc clear 
enough. There is no reason to sui>pose that gold-mining dilVers from other mining, 
so that it is likely that the progress of mining technirpie will operate in the future, 
as it has in the past, to make the marginal mine one that in the past it would not 
have paid tu work at all. 'I’liis kind of inlluencc on the output of gold one has every 
reason to expect, even if no new areas are opened up. Of course, if world ])rico8 
were to fall, it would pay to operate mines even poorci than the piesmit inaiginal 
ones 'riiti's thontdi it inav he true, as ^Ir. Joseph Kitchin has argued,-' that the 
tondenev for gohl output is to fall, yet the rate of ilccline may be slower than uas 
anticipahul. In anv case, the fall in output which he prcdiclud ni Vm has not yet 
begun to manifest itself, for his estimate of gold output for 1 02;) is higher than ns 
estimate for 1924, vi/. millions against £70 mdhons.t Kven if wc take us 
original figures and argue that worhl production will lal m t le. next decade at the 
rate suggetstod by him, world-output would still be millions in 9o() and, on 

tho assumption of a contimious fall at the same rate, .U,i millions in 1040. If we 

• Havvanl Review of Econou.ic Statistics, ApriUm “ Cold I'mJuctiou ; a Survey and Forecast.'' 

t Figures from Mesws. Montagu’s “ Aimuiil Balliou Lettei. 
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assiiiDP that the Indinu private deniaiul will continue at the average pre-war rate- 
(lUOS- 13), i.c. 29 crores, say, at 1«. Gd. per vtipee, £22 millions, and if wc further 
assunui that the transition to the gold standard w’ore to start in 1930 and were to he- 
completed in IIHU, then India would absorb about three-sevenths of the current 
supply in the first year, and rather less than 50 per cent, in the last year. 

The world’s industrial consumption of gold -is stated in the 1923 Report of the- 
Director of the U.S.A. Mint as 87 million dollars in 1921 and 101 million dollars in 
l'.>22. If wo take £2t) millions as the average iigiire, then the Indian private demand: 
plus Indian currency demand plus world industrial consumption would absorb and 
ill of the total output at the beginning and end of the transition period ; the surplus, 
available for the currency demands of other countries being then in absolute amounts, 
about .£23 millions and £15 millions respectively. 

4. Any prediction as to how the future of prices will be affected by demands for 
gold of this order of magnitude in relation to the supply of gold as estimated is. 
impossible, so long as wc know’ nothing of the luture reserves of gold which nations 
ivill think it worth while to keep. In this respect the war has brought about a 
currency revolution, kehfeldt*^ and Cassell have shown that in the 19th century 
the semilar course of prices varied according as the actual output of gold rose or fell 
below the “ri'quired” output, i.e. the amount which would just have kept prices 
steady, world productivity being what it was. Roth these writers agree that in 
pre-war years the actual output needed to be between 2 per cent, and 3 jier cent, of 
the actual stock of gold in existence in order to keep jtriccs steady. Rut eun-ency 
conditions to-day have completely altered. Not only is little gold in circidation, but 
it is now recognised that the central banks of the world kept gold reserves much 
larger tlian they needed to keep in order to meet all demands likely to be made on 
them. The result was, of course, to keep up the- value of gold. 

The tendency in the post-war world is to keep smaller reserves, ])arlly because 
central banks want as large a portion of their assets as possible to be earning assets, 
partly beciause the war showed that gold reserves were not the sinews of war that they 
had been supposed to be before the war broke out. Consequently a falling olT in 
gold output does not necessarily have any direct effect on prico levels at all in these 
days ; banks reduce their reserve ratios a little, and that is all. Some banks have 
reserve ratios which are absurdly large, even now, and it is quite clear that it would 
pay, in the strictly economic sense, for the United States to exchange ,500 millions of 
supurlluous gohl in the vault.s* of (he Fediwal l{e.s(*rvc System for an interest-bearing 
debt contracted by India. Taking a world view, 1 cannot regard a demand for an 
extra .£100 millions of gold on the part of India as likely to imperil the general 
stability of world credit in any way. 

The poailion of llie Loudon moimj inarlicl. 

5. Though it is, in my opinion, clear that the present and anticipated yearly 
output of gold, and the prejsmit monetary gold stock of the world, are quite large 
enough to support an additional demand of the kind suggested in the “ IVojKised 
Scheme,” I feel also that the proposid to absorb as much as £50 millioi).s within one 
year of the commencement of tln^ jilan would tend to create alarm in tlie 1-ondon 
money market, and would to that extent cause opposition to the whole plan to 
1)6 intensified. 'I’he gold in the Rank reserve can bo taken at £23J millions, the 
reserve ratio at 20 per cent, as compared with the pre-war 45 to 50 per cent. L’ndcr 
these circumstances, it can be argued that the inauguration of the schomo would 
involve grave risk of higher bank rates here, in order that the gold taken for India 
from bank reserves here would be attracted here again, either from South Africa, 
America, or other areas at jn-esent on a gold standard. The question whether such 
higlu'i’ bank rates here would inaugurate a series of rising rates in the rest of the 
world depends on the extent to which other countries regard themselves as possessing 
sui-plus stocks of gold or not ; if they w’cre content to allow gold to move to I.ondon 
to replace that taken from thence, the influence of a higher bank rate would be tlirectly 
confined to Ixiudon, though it might have indirect effects elsewhere. 

Under the actual circumstances of the Ijondon money market, a drain of gold to 
India would probably not have the effect, so much of raising rates over time, as 
of ))ostponiug their reduction. The position of I.ondon is complicated by the 

* liitlifeUli. Gohl Fnceit ami the lR7/f7a/r?w7riM/,iCliaj)ter H. See cit, p. 37 for further reforeiiceH. 

t Cnssel. Theory nf Social EcMianiy, Vol. fl., Sec. 63 ot seq. 
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•circuiiislauce that the process of adjustment to the restored gold standard is still going 
on, and the market is thus peculiarly sensitive to losses of gold. The temhnuy o” 
rates to lull when our own adjustment had been completed might thus he interrerod 
with , but to the extent that the bank authorities can lie induced to consider a lower 
reserve as not necessarily imperilling the position of Txmdon as a linancial centre, an 
outflow of gold to India would not induce permanently higher rates. Whilst I regard 
it as very important that any acipiisition of gold should be carried out in such a way 
as not to bring undue pressure to bear on .the London market, both on economic and 
psychological ^^-ounds, I think it ilcsirafile to stress also the two following points 
in order to avoid misunderstanding : — 

(a) A country cannot “lose ” its gold against its own will. Cu.ld can always be 
got at a price : tlie price to bo paid is a price-level wliicli will attract gold. 

(/)} The acquisition of gold in pnrsuaiico of a pre-determineil plan Is, in its 
reaction on the situation in the country from which the gold is drained, to bo judged 
differently from losses of gold in that country due to lack of equilibrium of price-levels. 
For the latter indicates a disease which is peculiar to a particular area, which, unless 
cured, means continuous mouotary deraiigenieiits. The policy which must follow 
from the formor situation depends on whether or not stocks, in the country from 
which gold is taken, are to he regarded as redundant or inadequate. 


£100 millions of gold not neccssanf. 

G. 1 do not, however, regard the anioniit of gohl which will he rc(|nired by India, 
in order to pass to the gold standard, as being necessarily anything like as large as 
the figure stated in the “ Proiiosed Scheme.” Tliis opinion 1 reach on the following 
grounds : — 

(a) The scheme is built up on the old-fashioned assumption that the correct way 
• of inaugurating a gold standard is to acquire large supplies of gold and to exehangc 
them for silver, which will then be sold at a los.s, the extent of which it is impossible 
to estimate beforehand. 'Phis method of introducing the gold standard (piite rightly 
foresees that it is impossible to maintain in circulation both the existing volnmes of 
non-gold currency and the amount of new gold it is desired to introduce ; and hence 
proposes to deal with the matter by reducing the legal tender quality of the silver 
coin. But the value of the silver rupee depends noton this, hut on its quantity. I 
believe this method to ho wrong in principle and likely to bring about tlio very evils 
it is dcsinid to avoid. 

(l>) The iutrodnctiiiu of the gold standanl tloes not logically or practically involvf^ 
the immediate, cirendation of large (piantilies of gold. What it does involve is the 
extension of the use of gold In Ihn fit/ are, i.c. the (..peningof the Mints to gold, the 
grant of full legal tender power to gold and the maintenance at i)ar with gold [though 
not the imincilintc right of conversion into gold'^] of all other forms of currency. The 
correct device for ])assing over to the gold standard is tlms the Umltation of the 
qmntitij of other forms of cnirennf. The normal growth of trade and population 
can then bo relied upon to lill tlie gap caused by the non-increaso in the other 
forms of currency, other than gold. 

Provided tliat the quantity of silver is limited, tho’o is no reason to limit the legal 
tender quality of the silver riq)cc, and every reason wliy it should not be limited. 

(i) The knowledge tliat such silver as is actually hoarded will he deprived of its 
legsil tender quality is surely the best moans possihh^ of (ransing a panic and of 
increasing the immediate supplies of gold which may have to bo provided. 'J'his 
danger of panic demamls is certainly increased hy the suggestion in para. Hk (ii), that 
the putting into circulation of a gold coin in e.xchange for notes and rupees should be 
discretionary in the interim stage of the seheme. Whether or not the scheme is 
introduced hy stages, on the lines suggested in the ” Proposed Scheme ” or on some 
other basis, both Cioverninent and the p(!ople of India should know in advance 
precisely what it is intended to do at any pirticular stage. 

(ii) .'\88uniing the scheme to he adojjb^d, there seems considerable danger that the 
time required to carry it out will he increased owing to the pressure of intereslotl 
parties, who will protest against the losses to them resulting from the fall in the price 
■of silver. The experiences of Germany after the currently reforms of 1871— >5 show 
how the fear of loss from the sale of large stocks of silver on the one hand, and the 
alarms of tho silver party on the other liand, proilnce the very situation it is hoped 

• That is, the date at wliicli tlio Mints are oiM-mcd to gold ueod not ii.iiieide with tlio date at which 
silver is made convertible into pold on demainl. 
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to avoid : a panicky silver market and a postponement ol the final stages of ihc 
reform If the (Jovernmeut is to get rid of silver, let it do so as soon as possible and 
not disorganise the market for lOyeai's. 1 attach no veiy great importance to the 
argnim'iit that the annual sales would amount only to the “ average net imports of 
silver into India in recent years.” The net demand for .silver in India will decline, 
mainly becansc if silver is regarded as likely to depreciate in value no one will want 
to hold large stocks of if. (I can see no virtue in the proposed import duty: the 
world pj-ice is bound to fall if large sales of silver take place, and though the Indian 
prict? may Ix) somewhat above the world price, it too will bo lower than it is now. If 
it is niueh above the world pi’ice, the duty will certainly encourage smuggling. The 
political consequences of the policy also seem to be uiuhjsirable.) 

(iii) A further point may be alluded to here. India is a relatively poor country, in 
which the mass of m-dinary transactions is likely to be for small amounts. On the 
(ither hand, technical conditions make the issue of small gold coins undesirable. The 
present rupee stock, including those in the currency reserve is only about 12 per 
capila. 1 suggest that this is jiot an amount which, provided that the total is not 
increased during the transition period, could possibly imperil tho transition to the 
gold stamlard. 

(iv) I notice a suggestion in para. 4 (i) in the Proposed Scheme which should bo 
questioned. I n.'fer to the .senteiice implying that during stage I “ a statutory 
obligation shoiihl also be iuqx)sed on (Sovi'rnment to give, in (exchange for gold 
bullion, notes or silver at a price equivident to the par of e.xchauge, I'tc.” There is 
no valid objection to be made if this sent(moe only implies that silver or notes 
will be issued against tender of gold within the limits of the existing issue; if it 
implies that the volume of notes or rupees is to be increased, it will delay and not 
assist the progress of the reform, for, so long as tlie rupeo! or the jiotes are 
not convertibh} at will, their value does not deiiend ujxni the nature of the security 
behind them, but upon the total quantity in circulation. To the extent that 
there are more rupees or nqiec' notes, to that extent, other things etpial, will tlieir 
value fall. .\s the object of tlie reform is toh'ave a gap in tlio cirmdatiou wiiich (ran 
1)0 filled by gold, silver or notes sliould only bo given for gold witliin tho limits of the 
actual existing eireulalioii, so long as complete convertibility has not been introduced. 

7. I am of o[>iuiou, therefore, that there sliould be no iuterferenoe with the legal 
tender quality of the nqiee. If tlie rupee remains unlimited legal tender, a reduetiou. 
in the number in circulation is not necessary on any grounds, no heavy pressure on 
the world’s money markets will then be felt and no danger to the progress of the 
reform will arise from the possible ill*e!Teets of tho sale of vrry large amounts of 
silver. The reduction in tlie number of rujices, in onler to wiilen the area to be 
occupied by gold, slioidd be coiiliuod to the sale of the rupees in the paper currency 
reserve. As, however, the smallest gold coin cannot be le.ss than Its. JO, and as 
it would proliably be better to make the smallest gold coin twice as large as this, 
(lovcriimeut will always reiiuire .some silver for tho conversion on demaiul of the notes 
under lbs. lU. If no uotes under Us. 10 are issued, the place of silver in tlie 
eireulatitin will be increased. The ma.ximmn sale of silver would thus be 90 erorcs, 
and it luiglit in practice be a good deal less (see para. 9 below). 

S. 1 come now to tlic transition to the gold standard. I recommend — 

((/) 'I'liat the Mints be iumiodiateJy opened to the coinage of full-weight gold coins, 
in unlimited quantities. The minimum dcnojuiiiafioii to be Us. 20 until tJio 
iiiaugu ration of the full gold standard, vvliieh 1 reeonnnend should not bo delayed for 
a period of tuore than five years from the date that the Mints are throwjt open to the 
coinage of gold. I’lic size of the smallest gold coin can then be reduced to Rs. 10, if 
it is considered desirable. The gold coins to be nnliniited legal tender and a 
seignorage charge to cover cost of coinage to be imposed. 

(b) That no further coinage of rupees or increase in the note-issue beyond the 
present, limits be permitted in the interim ix'riod. If gold bo tendered for notes, tho 
total of tho notes to remain unaltered, and a corresponding jiortion of the investments 
in tho paper currency reserve to be eaneelled. 

ic) That of tho 90 crores of rupeo.s in the paper currency reserve such portion to 
be sold as is not required to take the place of Jiotes under Us. 10, the retirement of 
which 1 reeoinmcud, anu a further amount wdiieh may he required to encash such 
Rs. 10 or other notes as may be presented for redemption before the expiration of the 
first live years of the scheme. On the inauguration of the convertibility of notes into 
gold, whilst some silver will probably still have to be held, the silver portion of the 
paper currency reserve to he reduced still further. 
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0. IjStimiitiiig thp suuoiintot iiotps under Hs. 10 denoniiniition us in tlie neiglibour- 
hood of 20 croTCs, this scheme involves a ma.\imnnisule of 70 eron's, ov, say, oO ci orcs 
within the next live yeiu’s. The inininnnn nniunnt of gold to bo acquired will uinount 
to 27 crores or 4i20i millions sterling, or ahonl t‘ I to 4Tj millions per annum. The 
sale of 50 croi-es of rupees will involve some 172 million ounces which, at the price 
estimated in the “ Troposed Scheme,” would bring in about £17 millions. The 
resulting deficiency should lie made good eiiher by a loan or by appropriations out of 
the gold standard reserve. 

10. 1 he Committee may care to considerthcca.se for the iiniuediate coiniiuMieemenI 
of an Imperial Hank note issue. This could be done by traiish'rring the gold in the 
paper currency reserve to the Imperial Hank, which would issue gold cert ilicates 
therefor. Cold when pri'scnted for the first live yearn would be bought not with 
rupee notes but with gold certificate.s, a given increase in the Hank’s issue of these to bo 
accompanied by a ])ioportionatc reduction in the fiduciary note issue of the J’npcr 
Currency Department. Cold acipiired by Covernment against tlic .sale of silver 
similarly to be transferred to the Hank and the gold certilieate.s to be Indd in the 
paiier currency reserve iiist(>ad of the gokl itself. In this way, at- the end of 

five years, the Imperial Hank would hold a minimum amount of gold tHpial to 

crores against a total of Oi crores ol gold eeiiilicatcs in the paper (riirrency 
reserve. .Assuming no gold to have been sold to the Hank for gold certilieales 
except by tlovcrmnent, the tJovernment note issue would still remain at 1!)0 crores. 
If 10 crores of gold had br^cn sold to the Hank the Paper Currency issue would 
stand at 180 crores, the Bank’s gold certificates at 07 cronis, of which 10 crores 
Avould be in cireidation ami 57 crores would lie held by (Jovernment. 'I’liis 
suggestion does not in any way alter the m)nuinics of the sit nation; it has the 
sentimental value that it would afford some prcKif that the traiisitiou from a 
< ioverumeiit to a Hank paper currency was under way. A spo.nal (hqiartment of 

the Imperial Hank would have to be created, and the' certificates would have to he 

at all times fully backed by the gold which they represeuted. Since gold coins 
woidd already be in circulation there is no reason why t,he.'<e cert ilicates should not 
be convertible into gold on demand. 


AHHF.NDIX 81 . 

Statement of evidence submitted by Dr. Edwin Cannan, M.A., LL.D., 
Professor of Political Economy in the University of London. 

J. The interext of ivdio. 

If (<i) 1 felt complete confidence that the principles of the gohl-cxchange 
standard would always be jnojicrly carried out, and if (/») I disregarded the view of 
thecpieslion which is taken, rightly nr wrongly, in India, 1 should see, so far as India’s 
interest is conceriicil, very little difference belwocui a gold-exchange standard and 
a gold-cnrrcncy standard. 

Hut neither of these conditions are bdfilled. 

in) Considering the histoiy of the past and the probabilities of tin? future, I feel 
no confidence that the management of a gnld-cxcliange standard will always Ix' in 
the hands of persons willing and able to make it a snccc'ss. 'Plierefore, if I were 
myself an Indian, 1 fchonld prefer the simpler gold-cnrreney standani as being less 
likely to be broken down by bad management. I slioidd not regard the fact that the 
gold-exchange standard, properly worked, is a lilllc cheaper, sis sullicient compensation 
for the extra risk involved in it. 

{()) Opinion in India cannot be disivgardosl. So far as I can judge, the opinion of 
those who take any interest in the subject in India is overwhelmingly in favour of a 
gold-cnrnmcv standard. Probably this is very largely a matter of national sentiment, 
the feeling being tliiit Western nations ado|)U'd gold currencies in their own interests, 
and that India is prevented from following their example by the inllncncc of J.ondon 
financial circles upon the British Covernment. To argue that India is too poor and 
backward to make good nso of gohl is very naturally reganleil as lulding insult to 
injury. It is cxtremclv desirable in the general interests of liulia that a giiesantc of 
this kind should he removed at the earliest possilde dale, even if its removal costs an 
appreciable amount of money. 

2. ThchilerrHof (hmnUUaiuoiidlhe Wextficncmihj. 

The rnterest of tJrcat Britain and tlie West generally is that India should be 
prosperous and well satisfied, and to secure this Creat Britain might well be 
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coDtentod to incur some inconvenience, especially when the inconvenience would not 
be peculiar to herself, but would be shared by most of the Western countries. J3ut 
it seems more likely that the gold-standard countries would be benefited than that 
tliey would be inconvenienced by the introduction of a gold-currency system in India. 

'I'he production of gold is likely to i-cmain high tor a considcralde period yet. 
The I'hiropean and American demand for additional gold for currency is not likelv to 
be as great as before the war, since (a) people who hjivc once become accustomed to 
paper currency do not wish to retiirn to gold coins (c.g. California has not returned 
to the habit of using gold coins), and (h) the superstition that immense cellai-fids of 
eternally idle gold are necessary to “ hack ” or “ support ” the value of paper 
currencies is, like other superstitions, losing strength. Conse(iucntly, if the East 
takes no more gold than before, there is great danger of a further depreciation of 
gold, and, which of course is the same thing, a further rise of prices in the gold- 
standard countries. It is true that rise of prices makes things temporarily easy for 
the business man who lives by profits, but all experience goes to show that it tends 
towards general unrest aiul the spread of revolutionary and destructive ideas, that it 
ruins government finance, and should be avoided like poison by every wise statesman. 

Additional demand from the East, therefore, if on a moderate scale, is not to be 
fearerl, but to bo welcomed by the gold-standard countries of the West. 

Sinalluesn of the amount of (jold reqiiiml for a gold-cuirency standard. 

I see no ground for supposing that if complete liberty of exchanging all silver 
rupees and currency notes into gold coins wore given at once all over India, there 
would be an enormous demand for gold coins, mdess some ill-advised action had 
<.*roatcd distrust in the rupees and notes. 

Small cash is a necessary of civilised life. The principal factor in determining 
how much per head of population will be required in the smaller coins is the magnitude 
of tlio coin or note immediately above them. In other words, the amount per head 
of silver coins in any country, where gold or notes are used for large payments, will 
be found to depend |)rincipally on tin; magnitude of the smallest gold coin or note. 
'I'he silver coins in circulation in the United States amount to about 25 dollars per 
head ; in England they are about double that amount, and the explanation obvioitsly 
is to bo found in the fact that the lowest note in England, ten shillings, is much bigger 
than the lowest note in the United States, one dollar. 

Th(! poorer tlu! peoi)le, the larger the proportion of their total cash will be in coins 
of small value. 

Taking these facts and everything else known tome into consideration,! find it 
dillicult. to believe that no more than 11s. 5 per head would be required for ai'tive 
circulation, even if the smallest gold coin were the half-sovereign and the existing 
amount of o-rnpee notes remaineil in circulation. If the smallest gold coin were a 
lO-rupce piece, which is quite small enough fora gold coin, the amount required would 
be still larger. 

'I'he impression that in case of the introduction of gold currency there would be a 
rush to convert silver coins into gold ones seems to be founded on a belief that a large 
iwoporlion of the silver coin outstanding consists of hoards which have been saved 
and arc not in very active circulation, and, further, that these hoards would to a largi* 
extent be brought out for conversion into gold. Hut, granting their existence, why 
should these hoards be converted? 'I’o bring them out would be inconvenient to the 
owners owing to the risk of publicity and robbery, and nothing would bo gained bv it 
except some saving of space, which is really quite negligible in the case of hoards 
already made. No doubt in future those hoards, if any, which would under existing 
circumstances be ma<le in silver coin, would tend to be made in gold coin, but there 
set*ms very little reason to expect any appreciablo eonveraion of existing hoards — 
provideil, of course, as I stipulated at the' beginning of this .section, nothing were 
done to create distrust in the silver coins. 

•1. Silver ru/ms shndd continue lo he nnlimiied legal tender. 

Few things are more likely to create distnist in the silver coins and consequently 
leail to a wild rush for gold than an announcement that it is intended to enact that 
after a certain date they shall cease to be unlimited legal tender. An Englislnnau 
knows 1)y experience that the limitation is of no ])rac"tical importance, and has no 
fear, when he happens to have collected a hundred or even a thousand shillings, that 
those coins \yill not buy him as much as live pounds and fifty pounds in notes or 
sovereigns. But to an old Indian villager the news that he has got more silver rupees 
than his creditor need accept is likely to be most alarming. Brudence will suggest 
to him that he should at once take advantage of any iiossibility of convertiu”'’]ii8 
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silver into more reliable money. 'J'lie proposal to limit tlio legal tomlerability of silver 
rupees is most dangerous and should not be mentioned even as a remote possibility. 

In limiting the legal tenderability of the silver rupee India wouhl only slavishly 
copy a completely unessential and unimi)ortaiit feature in the Knglisli system, .\ilain 
Smith suggested a limit for the English silver long before the true principle of token 
currency had been discovered, and he had nothing to say for his proposal except that 
it would prevent bankers on whom tlnu’e was a run from endeavouring to gain lime 
by paying in sixpoiieos, and thus, he thought, indiure them to b(^ more careful to keep 
reserves adequate to meet a run. In iSKi his projiosal was adopted, and since then 
the English silver currency has given little trouble, but this has not lieen in the least 
due to the legal tender limit of forty shillings. It is tine to the fact that the executive 
tiovernmeiit, apparently by accident rather than by design, never carried out the 
intention of the Act of 1816, which was to establish free coinage, of silver, subject to 
•a seignorage.® The Mint was kept closed against coinage of silver for anyone exeeiit 
the (lovernment itself, and the (lovernnicnt voluntarily limited the amomit issiu'd to 
what Avould cireulale comfortablj’ at par. hot uiider.standing tins, writers on currency 
and authors of ctronomic text-b(K.iks used to say that the value of the silviw (H)ins was 
maiiiiaiiied by the limitation of tlicir legal tenderability — as if a disability cuidd 
increase the value of anything! When this extraordinary doetrine was ebaihmged, 
■tlio only defence whieh conld be tbouglit of was to allege that tlie limitation i)reveiite([ 
the silver currency beijig much increased (and therefore dcprc'ciated) by the operations 
of false <5oiners— as if there were the least probability of false eoiners trying to pass 
nine bad half-crowns or forty-one shillings in a single i)ayment! .Mr. Arnbedkar, in 
a book w’bich in some* respects is valuable (“ I’roblem of tin* lbi])ee,” ]>. 1*1)0) tries 
to revive the doctrine by suggesting that the limitation of legal lender ])reveiils tins 
(lovermnent itstdf from issuing too much token curnmey. Mnt this is not true, since? 
in transactions between tin? post office and its customers, and in paying dockyard and 
■other weekly wages, the Government can easily pay out far more silver coins than it 
n?e(?ives, and that without (•(?mpelling anyone to take more than I0«. at a tinn?. 
.•\s a matter of fact, when Gosclien was Gliaueellor of the Exchequer and wanted “to 
do SOI net hi iig for silver,” the t ioverument did actually issue kx? luucb in tliat way, 
ainl was only stopped by the renn 'list ranees of tin? banks, which objected to having 
their vaults crammed with silver coin which their customers liad no need for. 

It must not In? forgotten, too, that the wildest advocate of a limitation of legal 
tender has never gone so far as to claim that it brings about a reduction of the silver 
currency when that is required in order to meet a diminution of demand. In a steady 
])rogrcssive stak; of things such a diiniimtiou is not likely to oeiair, and none seems 
to have been observed in Great Britain afU?r 1816 till recently. 'J’beu it was found 
that the silver currency reqiilreil a coiisiderabli? n?(luctiun from the peak which it had 
reaeht?d during the war or the armistice period, and the Government had to witlulraw 
no less than i’ 7, WO, 000 from circulation and place it in reserve. 

'I’here are, of course, plenty of o.'tamph?s of silver currencies with unlimited legal 
tender power existing in gold-currency standard countries. I he thalers in (iermaiiy 
after 1870 are an liistorical inskinct? ; the silver dollar in the l oiitcd States is still, I 
think, uiiliiniteil legal tender. 


5 . Silver rupees should, lihe notes, he roitverflhle into ijold coin. 

It is true that in tlreat lirilaiii the Executive has maintained the value id the 
silver (‘iirrencv without being (^omiielled to do so Ly Statute, and lliar, iii the ly'iiiled 
States the E.<ecutive has at some periods maintained it while the l.cgi.slature was 
doing its best to destroy ihi* gold standard, but it seems desirable as a rule lliat the 
obligation, to keep up tlie value ol the silver by not issuing tix? much and by 
withdrawals when by any aeeident tlie amoimt lias bi'oome excessive, should be 
definitely imposed upon Ext'ciitive Governments. Jlie best wa_\ to impose the 
obligation is by reapiiriiig tlie Goveriimeiil to i‘onvei'1 tin? siKei^into gold coin on 
demand, as tvas done in tlie German monetary reorganisation ol 18/0. 

f see no reason for supposing that India should be an exception fioiii the iiile. 

6. Cautious and nruduul hut rapid iiitroiliwtion of ijold~e,urt eneij Hlandaid. 

I submit the following as the steps by which thj? transition to a gold-currency 
standard oould be made in India without any large risk at any ])omt and at the same 
lime with considerable rapidity, assuming, of coursi?, tliiit ddh/julty is not jul rod need 
by an attempt to combine the reform with a departure from the already established 
actual exchange market valne in geld of the rupee : 

* The provision for five coiniwe of silver was not stniek out of il.e law till the Act ..f ]S70. 

If it had ronminfld till the time^of the bimetallic conliwei-sy, doubtless murli more would hii\o been. 
lieai*d of it. 
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(a) At once open the Mint to the free coinage of golil ; the Mint to be bonnd to- 
give (after a reasonable interval for time in inann factoring the coin) as much gold iti 
coin as it received in bnlliou less a small charge for cost of manufacture. 

(b) At the same ti/ne declare the new coins and equivalent old ones, if any, to Ijo 
legal tender (unlimited j as rupees at the ratio lixed (e.g. if the Ix. (id. exchange is 
the basis, sovereigns would be legal tender for liJ/, rupees and a new 2()-rupee coin 
would contain as much gold as a sovereign and a half). 

(c) At the same time' 8UKq)end all additional issues of silver coin, and stop all 
additional issues of notes redeemable in silver. 

(d) Then make the notes convertible into gold coin at the option of the holder,, 
but proceed by inslahnents, taking first the iiotes of largest denomination, Rnd 
proceeding dowmvards, cla.ss by class, very rapidly if in. demand appears at each 
stage, till all the notes are convertible into gold. 

(e) Then apply the same method to the silver rupees, taking them in instillments, 
beginning with those of most recent date. 

There seems every retison to believo that if this method wen? ado])ted without 
much flourish of truinpet.s, complete convertil.ility of silver coins iind notes into gold 
coin could be introduced in the course of a single year without causing any appreciable 
deuiiind for gold. The ovm-wlielming majority of tin* people would not become 
iiware tlnit any change Wiis going on, and those who knew iibout it would have no 
rciison for taking iiny iiction. 'I'lie maximum possible additional dcimmil caused by 
.•ach successive instalment would bo exactly calculable before the instalment was 
taken in, the e.xperienee with the earlier instalments being available. 

lint though so imohtrnsive and safe, the melhotl would aeeomjrlish all that is 
required, and that very (|ni(;kly, since Imlia would he on a gold-currency standard 
from the moment when the I (M)() rupec notes gave their holders |)owcr to draw 
meltablu aiul exportable gold. 

Home time after thi' process described altove was complete, increase of population 
miglit require the suspension of additional coinage of silvijr to he terminated, ihit 
to prevent any tciiq.tathm to make a proiit by over-issne, it might be well to provide 
that any profits ol.tained by additional issue should bi* realised in gold, and held in 
reserve to meet the possibility of a backward fluctuation necessitating a redemption 
of silver coin. 

7. Cost of the reform : viagnifude of renei-vcs, and their use. 

It may bo asked, “If (as is argued above) little or none of the existing silver and 
jiolo curremty will be converted into gold coins, how will India have a gold 
currency ? ” 

The answer is that she will have it in the .same sense as the United States lias it. 
■^rwo years ago I travelled at my own expense in that countiy from Detroit to J.os 
Angeles, and then to Washington and New York, without ever touching or seeing a 
gold coin, but nobody doubts that the United States is a gold-currency standard 
country. The fact that nobody there wires to carry about b-dollar and 10-dollar gold 
coins does not prevent their being current coin whicli will satisfy any creditor’s claim 
for dollars. 

Prolwhly, indeed, private )>ersons in India would soon be bolding more gold coins 
than private persons in the United States. At present most hoarding is said to be in 
the form of uncoined gold, and it would certainly appear likely that gold coins each 
of wliich was a definite number of rupees, would he preferred to bullion wherever no 
question of ornament or ostentation arises. 

Moreover, the reserve against notes and (if any) against silver coins would be 
held entirely in gold. It is in the cost of the exchange into gold of the silver at 
present held that we are to look for the cost of the reform. If the reserve is to be 
kept up to its present nominal magnitude and the silver rupees in it can only be sold 
in the world bullion market for flt/. each (instead of at the rupee value of la. (Id.), this 
cost will amount to about .£33 millions. 

Whether this sum could safely be reduced by some euttiiig down of the proportion 
of the reserve, 1 do not profess to know. It must depend largely on ludinn conditions 
with whi di 1 am not familiar. But 1 do protest strongly against any provision that 
th. reserve shall not be allowed to fall below some stated ratio. Such a provision 
simply sterilises a quantity of gold, making it as useless as if it were still at the bottom 
of the mine from w'hich it was extracted. A reserve shuiild be usable down to the 
last penny. To say that in an emeigency the law (ran be broken or suspended is no 
defence, since violent disturbance is caused by the agitation. which ensues when the 
absolute limit is approached and it is still uncertain whether the law w'ill be maiiilained 
in force or not. 
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Ari'KNDIX 82. 

Statement of evidence submitted by Mr. Joseph Kitohin, Manager 
and Director of the Union Corporation, Limited, London. 

I. (lOM). 

Thb Relation Between the Woui.d’s Demand for (jIoi.d and Its Supply. 

• 

1. Tablp VJ I. givos tlic (ictail ot‘ lh<; world’s production Iroin the record of 
1915. It covers a period of 11 years during whid» the world lias prodiiceil 
£868,600,000 of gold, of whicli £1()7,000,000, or 47 per cent., was contrilmted by 
the Trcinsvaal. It is worth iiol.ing that of the B4, 080, 000,000, which, aci-onling 
to the re(»rds, has.beeii prodncied since 14lh{. £2,025,000,000, or jiractically one- 
half, has been produced in the liTst quarter of the present cenlnry, as compared 
with £1,568,000,000 for the whole of the ninelw'iith century. Tn 1848-1875, 
Edward Sucss has calculated, 88 per cent, of the ont])nt was derived f rom alluvial, 
while to-day its quota has fallen to 8 per cent., and b.ankc't practically conrmed to 
the Hand -yields 50 jier cent. 

2. Ill reading the table it must be remembered tliat the Kami white mitier,s' 
strike of dannary -March, 1922, reduced the ont])nt of that year by about 
£6,000,000. and so in a sense the year of lowest production since tbe reeord of 
1915 was 1921, and not that which f(»ilowed it. One can therefore say that., partly 
as a rc.snlt of exhaustion of mines, but also as a re.sult of tlie increased cost of 
working resulting from tbe (Ireat War. the yearly production fell from 
£96,400.000 to .£68,000,000, or 70.^ per cent, of 1915, while it has siiuv increased 
annually until it has reached £80,000.000, or 83 per (cut. of 1915. In 1924 - and 
again in 1925, by a narrow' margin-- the Transvaal improved upon its previous 
best, and Canada also achieved a record, .\parl fmm these two. and probably 
Russia, the [irincipal goldfields of tbe w'orld w'eie either stationary or deidining, 
and there is distinct indication that, although the world’s .recovery has ]HM’haps 
not yet sfient itself, any further advance, if it takes jilace at all. will probably he 
on a more moderate scale than in late years. 

3. The gold out[)ul for 1925-29 is aasumcxl to vary little from t he £s0, 000,000 
of last year, and to he between £75.000,000 and £80,000,000 in 1930. Of this 
amount the 'I’ransvaal is credited with £35,000,000, and the rest of tin* world with 
£40,000,000 to £45,000,000. By the vear mentioned Canada mav reach 
£12,000,000 and Russia £5,000,060. while £9.000,000 is taken for the United 
States. For the five years to 1929 the world’s production may ho c.stimatcd at 
£395,000,000, of wliich 1925 has alrcaily contributed E80,00b,000* There is at 
present no reason to a.ssume any liiglier figure for the further period to 1935, when 
indeed it is expected to average less, ami to total £360,000,000. 

4. Table VII. also shows gold consumption annually for 1915-1925. 'I'he first 
four side-headings give the demand for gold for other than monetary pur|)oscs, 
and the difference as eoinpared w'ith the output of the year is the amount a.ssmned 
to be added to the stock of gold money in tbe w'orld, excluding India, China, and 
Egypt, which are reganicd as Jioarding countries, except so far as they may dis- 
gorge gold. The data for these three countries are the net gold imports (or net 
exports where the minus sign is employed) correcU*d to the normal or mint price 
of gold, pins the gold production of the fir.st two. I'he figures for industrial arts 
apply to now gold only, and are based on tlie incomplete returns to the Ihireau of 
tlie United States Mint with the writer’s estimates for the gajis. 

5. India’s demand has varied in extraordinary degree. For .some years that 
country was prevented by administrative action from absorbing the metal, and the 
high figures of recent years are doubtless due to its making iqi for lost time ami 
also to over-stocking In 1924 25 its quota reached a record figure, and 1925-26 
will show a sensible reduction, though it will still be high. It is assumed at 
£27,000,000, including its own production. In the tabic India’s fiscal year to 
31st March is taken because it is lietter to base the figures on the annual trade 
returns and also bccuuse there is a lag Ivetween output and import owing to gold 
taking one to two months in its journey from the place of birth to the place of 
virtual burial. If the calendar year were taken the figures w'ould differ very widely 
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iroiii those given, though they would naturally show the same average over a suffi- 
ciently lengthy period ol‘ time. The alternative figures are £200,000 (net 
exports) for 1010, £:12,700,000 (net imports) for 1020, £10,300,000 (net exports) 
in 1021, and £17,500,000, £24,000,000, £20,800,000, and £43,200,000 (all net 
imports) for the succmling four years to 1025. On this view of the matter India 
took more instead of less gold in 1025 as compared with 1924, but there is at 
present a distinct falling off, which the table better reflects. 

6. The balance available for mone^ was exceptionally low in 1924 as in 1019, 
and. on the whole, there has been a distinct falling off', for taking the figures from 
1011 to 1025 for three years at a time they have l)een £133,000,000, £217,000,000, 
.£120,000,000, £122,000,000, and £85,000,000, the setxmd figure being doubtless 
exceptionally raised by reason of the War. 

7. With regard to the demand U) be set against new gold pnxluction, the first 
column of Tabic I. shows tliat the requirements of the industrial arts up to the 
War continually expanded, exi-ept that they remained practically stationary 
during the 20 years to 1804, i.e., during the period of falling commodity prices. 
'I'hc amount in 1894 was £10,800,000, and thereafter it incTcased almost annually 
until in 1013 it reached £27,300,000. For the 12 years since, owing t«) the War 
and its after effects, it has averaged only £18,000,000, and for the last two years 
has been about £10,000,000. Judging by the 1913 figure, there is evidently 
much r(K)m for expansion, but for the five years to 1920 the writer takes it at 
£18,000,000 per annum only, while for five years further perhaps £22,000,000 
cnuld be set down. 'I'he Tndiafi demand has also varied with the trend of com- 
modity prices, the average of £5,000,000 per annum for the ten years to 1869 being 
more than halved during the subsequent fall in commodity jirices, but thereafter 
averaging £4.800.000, £6,200,000, £10,000,000, and £10,200.000! For Urn Four 
quinquennia to 1914-15. J'he five years to 1910-20, including 2-J- years of 
restriction of imports, showed £10.200,000 per annum and the follmving five years, 
with free importation allowed, £20,600,000. the average for the ten years being 
£15,400,000 per annum. 'Phe demand for the five years to 1020 30. with Indian 
monetary conditions unchanged, might be estimated' at £120,000,000. of which the 
first year will probably have given £27.000,000. leaving £23.000.000 f)er annum 
for the last four years of the period. The following five years might require 
£110,000.000. China’s demand is fickle, but less so than in the case of silver. 
1 1 has taken £1 1 ,500,000 in a single year (1010), but at other times di.sgorges gold! 
There are indications that China’s preference later on will be for gold, which 
would be in the natural course of events. But this tendency may not bo pronounced 
in the coming 10 years, and its demand may he set. down moderately at £2,000,000 
per annum for the five years to 1020, and at £3,000,000 for the following ’five 
years. 

8. 'I'he figures suggested are as follows ; 

5 years to 1929. 5 years to 1934. 

£ £ 

Industrial Arts (America and Europe) 90,000,000 110,000,000 

India 120,000,000 IIO.OOO^OOO 

f^hina 10,000.000 15,000,000 

Total demand 220,000,000 235.000,000 

Assumed gold production 395,000,000 360,000,000 

Balance available as money 175,000,000 125,000,000 

M „ rate per annum ... 35,000.000 25,000,000 

Stock of Gold Money at end of period 2,275,000.000 2,400,000,000 

I. » per head ... 272d'. 272rf. 

9. Other observers might vary these estimates — and in both directions — ami 

fulfilment may, and must be cxjiccted to, differ from them to a more or less 
'..iportant extent. But however they may be varied, they would not materially 
alter the general result that the balance available as money in the ten years must 
he exyiected to lie much below the £54,600,000 and £49,400,000 per annum of the 
two quinquennia to 1914, while the needs of the world will be much lareer than 
then. ® 

10. In the past there have been fairly well-defined periods — which can natur 
ally be varied by a I ew years, according to the taste of the observer — in which the 
Stock of gold money per head has alternately risen not at all or but slowly and then 
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advanced with marked rapidity. Such periods with their figures are as follows, 
the ^mpound rate of increase applying to the “ aggregate ” and not the “ per 
head column 
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11. In the two j^ieriods 18lU-lbul and 1873-1895, following with a lag of a 
lew years the periods oL comparatively stationary gold money, Londtm Hankers’ 
Clearings, U.K. foreign trade, U.K. incomes, and U.K. wages were stationary 
and the Hank liate fell; while in the two periods 1851-1873 and 1895 1920, when 
gold money was rapidly increasing in amount. Bankers’ Clearings, foreign trade, 
incomes, ami wages advanced swiltly and connnodity jirices and the interest rate 
rose markedly. Of course, the Great War and its after elTects exaggerated the 
rise, but it would, on a more moderate scale than now appears, stilll have been 
there, and 1920 would still have been the turning-poinl. 'I'hat yeai-, the writer 
believes from the evidence of the figures, commenced another ])criod of stationary 
or falling factors the end of which cannot yet lie fore.se(*n, whicli would 
normally last, with a world working on the gold standard as k'fore the War, 
until such time as the difference between the output and the dema»id for gold 
again jiermittcd of a rapid increase in gold money per capita. 'I'his difference 
can be obtained only in two ways, i.i'., liy increased supply or l(*ssc‘ned demand, 
or l)oth — by new gold discoveries such as” those of California and Amstralia or 
of the Rand, or by the industrial arts, India, and (’hina moderating their require- 
ments. All that can be said on that subject at present is that there is no indication 
at present of new gold di.scoveries of imjKirtanec; that the industrial arts as time 
goes on and with a normal world are likely to exact a greater toll, as the 
pre-War figures and rate of iiKToa.se .suggest; that India’s demand prior to the 
War was growing rapidly; and that China, which is passing from the copper to 
the silver stage, shouhl in time with increasing wealth progress towards the gold 
stage, as India has done before it. 

12. The„se remarks are made largely from the pre-War point of view, and as 
though the War had changed nothing. Hence the im|)ortance of the qualifieation 
“ with a world working on the gold .standard as before the War.” The War has 
for the time being altered tlie position, so that, although the return loathe previous 
form of gold standard is iirocei'ding, only the United Stales, Itfexico, and the 
Union of South Africa have a full g<dd .standard, and in the world generally - 
even in those countries there is a tendency to cmitralise gold money as much as 
pos.sib1e, so as to make it more effective. How far these efforts will tend to 
increase the influence of a proportionately reduced amount of gold money remains 
to be seen. 


Increase of Gold Needed to Keep Pack with Economic Development. 

13. Professor (jiustav Casscl has argued that the gold supply is iT5prc.senta- 
tive of all money, and that by comparing the increase in that supply Ixitwee.n years 
at which commodity prices wei’e at the .same level one can arrive at the rate of 
increase necessary to meet the general economic development of the world and to 
keep prices stable. In his work on “ T'hc Theory of Social Economy,” English 
edition, 1923, he says : ” The quantity of money is not rigorously marked off in 
relation to the total supply of gold.' On the contrary, the gold pas.ses from 
the non-mouetary siijiply to the monetary and back. . . . Thus the 

monetary supply of gold at the time affords no objective cause for determining the 
value of money. To trace the general level of prices to objective causes is, in 
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fact, only possible wbeu this general level is brought into comieetioii with the total 
supply ol gold. ' He Lliofi puiuis out that bauK-iiotes aud bauk deposits and the 
rapidity ol circulation ol these and ol money have to Ue taken into consideration; 
tiiat il rapidity ol circulation or paying capacity iii the period per unit is assumed 
to be unchanged, there are three variables, i.e., the quantity ql‘ money, the 
circulation ol notes and the amount ol" deposits; that these variables ai'e not 
entirely independent since *' the amount ol the notes and deposits is wiumonly 
regulated, given a certain quantity ol money, by the terms on which banks make 
advances ” ; that “ the determination ol the general level ol prices might be traced 
to two factors, i.e., the terms ot bank advances and the quantity of money in 
circulation ” ; that “since under a gold standard the amount of money 
in circulation is . . . related to the total quantity ol gold . . . 
fluctuations ol the general level ol prices arc, if the real exchange is not altered, 
determined by the total quantity ol gold and the terms of the bank advances as 
well as the elTectiveness of the media of payment ”; and alter showing that the 
latter are not independent variables he comes to the conclusion that ‘ ‘ the general 
level of prices is directly proportional to the total quantity ol gold.’’ (Pages 
428-430.) 

14. Uousequently ' ’ when vve take the gohl standard into consideration (we) 
cannot stop at tlie quantity ol money, but must go on to the whole quantity ol 
gold in the world. " i'lie entire supply he takes at £490,000,000, £1,410,000,000, 
aud £2,yo0,000,000 at the end of 1800, 1890, and 1910, respectively. Ho selects 
Sauerbeck's Commodity Price Index as being the besL index available of world 
conditions, since it is carried buck over a very long period and England is a Free 
Trade country. The level ol Sauerbeck’s Wholesale I’rices of Commodities was 
the same in IbOO, 1880, and 1910, aud iu the periods 1860-1910, as well as in 
1860-1880 aud lbbO-1910 there was an average annual rise ol 2 79 per cent, in the 
actual gold supply. “ The increase of the gold supply during tliat period as i 
whole has clearly hud no inlluence on the general level ol prices, aud the increase 
merely cijrresponds with the im;reaso of the gold supply necessitated by the general 
economic development.’’ (Pages 441-444.) The inci’ease of 2'8 per cent, pisr 
annum “ vve may call a normal increase lor the period in question and the gold 
supply at any particulai’ point of time iu the period, assuming a normal increase, 
may be called the normal gold .supply,'’ which he builds up by starting with 
£400,000,000 in 1850 and building forwards and backwards on a uniform annual 
increase of 2'8 per cent. “ As far as the changes iu the gimeral level of prices 
in the period 1850-1910 may be gmierally traced to i hauges in the gold supply, 
they may be ascribed entirely to the divergence of the actual gold supply from 
the normal.” (Pages 444 and 445.) 


16. He gives on page 448 a rather remarkable diagram showing the approxi- 
mate agreement lictween Sauerbeck’s price index and the ‘‘relative gold supply ” 
(ratio of the elTective and the normal gold supply). “ Tlie main cause of the 
secular variations of the general price level lies in the changes of the relative gold 
supply, and the quantity theory is right to the extent that the general priee level, 
though it is also induenced by other factors, is directly proportional to the relative 
supply. . . . The general price-level is also subject to annual vaiiations, but 
these have no c.onne(;tion with the gold supply.” (Page 447.) According to 
Lexis, a total yearly loss of the total .sujiply of 0 2 per cent, must bo assumed (as 
is done in Professor (‘as-sel's iigurcs) for the loss from wear, and so ‘‘ an annual 
production of 3 per ('cut. of tb.e sup[)ly at any time is a cojidition for the main- 
tenance of the general price level unchanged, as far as the gold supply is 
concerned.” (Pages 442 aud 451 .) 


16. These results ‘‘ refer mainly to the period 1850 1910 and the evolution 
of the world demand for gold during that periml. To apply these results to the 
future is only po.ssible on the assumption that the demand develops as it has done 
during the period in question. Put we must ]ioint out that it is possible that 
the experiences of the (Ireat War may malerially modify our idea of the import 
ance of gold, es[)eeially as regar<ls its circulation and the great central reserves, 
and that in consequence of clianges in the demand on this account there raav 
be appreciable changes in the value of gold and the general level of prices.’’ 
(Page 454.) 


17. In distinguishing between secular variations aond annual variations 
^whirn Tiifly cilso bo Ccillcfl fundciTneiitnl niovpinents, or trGiid ciiid trddo cyck 
movements, respectively), he attributes the main cause of secular variations to 
the changes in gold supplies, the anini;)! variations having "no connecjtion with 
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gold supplies. Professor Cassel’s conclusions are sliared by many economists 
and are in essence identical with those indicated by the writer in his Trade 
Cycles Chart (a recent edition of which was published in the Annual financial 
and Commercial Review of “ The Times ” of February 10, 1025) and in various 
published articles. 

18. Professor Cassel’s method of arriving at the annual increase in gold sup- 
plies inquired U> meet the general economic development of the world a>id to kcej) 
pricesi stable is undoubtedly right, but the writer considers that it could be 
apj)licd to more appropriate figures. 

10. The Professor suggests that the quantity of gold money cannot Iw rigor- 
ously marked olT from the total supply of gold, for gold passes from the non-mone- 
tary to monetary uses and back again. Ilut there is a constant ab.sorptiou of nmv 
gold by industrial arts every year in addition to the old gidd re iised. and India’s 
absorption, with only a very few unimportant exceptions (ESOO.OOU in 1878, 
£2.200,000 in 1802, and £1,800,000 in 1804), is (ionstant, as is idainly shown in 
Table I. Prices .should, accordingly, be affected iu)t by monetary and non- 
monetary gold together hut by gold money only. Profes.sor'C/a.ssel might, po.ssibly, 
have worked out his thesis on the basis of gold money only if he had known of 
continuous statistics calculated annually ancl ctivering the ne< essary period. Such 
exist, mainly in unpuhlislied form, in the writer’s anmial figures of the World’s 
Stock of Gold Money (excluding India, China, and Kgypt), which rnn l)ack to 
1835). 

20. The writer’s figures differ from other estimates in that the Stock of Gold 
Money is assumed to be added to each year by the amt)iint of the world’s gold 
production after deducting the alisorption in Ihe indnstrial arts (tf Europe and 
America and the absorption of India, China, and Kgyi)t. The figures (h) not 
allow for wear and tear. This is considered to be negligible, since Professor 
devons, ill the middle of the nineteenth century, showed it to be 0 04.'>7 per cent. 
j)cr annum for circulating coins only, Avhilc before (ho War money iti circulation 
was one third of the wliole. The calculations start with an assumed £200,01)0,000 
in 1843, and though their base is so distant in time, they liave so far met the 
necessary tests very fairly. 'I'he totals at five yearly intervals are giveii in 'fable !, 
w'hich shows how tlu' Stock has been built up. Other estiniiites, which have some- 
times varied w'idely in the past and which are largely of a non-contimions 
character, liave been generally based on the visible sfoc'k ()f Ihe moment in the 
l)anks and publi( trea.snries of the principal cminlries. with an estimate of the 
gold in oircnlation. 'I'lie following shows the correspondence between some of 
th('se estimates and those of the writer : - - 
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21. The writer’s own attempts to cheek tin? totals by okservation made on the 
.same lines as those adopted in the other estimates resulted in tlio 1913 and 1924 
figures given in 'fable V, the 1913 amount checking wdthiii about I per cent. 'Ihe 
figures fer capita for the World's Stock of Gold Money, shown in 'fable 1, arc 
based on the total population of the world (duly coinpiilcd by the writer for the 
purpose on the basis of censuses and e.stiniutes). including the pojndation of India 
and China. 'I'hey should, perhaps, he based on the population of the gohl-money- 
using countries only, hut this ivonhl involve tc.o much labour, would result in 
jerks, and would be open to more errors of jiidgmenl.. I he figures per capita 
form an index of the growing Stock of Gold Money after allowing tor increa.se 
of population. 


• Excdndinsr India, China and Hgypt, whore they are apecilied, in onler to make the com- 
parison fairer. 
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22. Following Professor Cassel’s method the writer has taken years when 
commodity prices (Sauerbeck — “ Statist ” index) were at the same level and com- 
pared them with the increasing Stock of Gold Money. . Those years are not quite 
the same as those selected by the Professor, but consist of two sets— 1851-1884-1907 
when tlie index on a three-years (centred) average was 77 on each occasion (90 
on the basis of 1?)13 ^ 100) and 1844-1880-1913 when the index similarly 
averaged, wa.s 85 (100 on the basis of 1913 lOO). The periods covered are 56 
years i ji the first case, and 69 yea rs in the second. The results fitted to the Stock 
of Gold Money curve are : — 

{Increases fer rent, per annum, compound) 
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23. Ilow far the advance in tlie Stock of Gold Money exceeded the growth of 
populatioiii is indicated in the tabic. The Stock of Gold Money rate of increase 
shows a certain amount oi slowing down, and this is just what one would expect 
if Gold Money has jncroiiscd in clliciency with time, as is no doubt the case. 
The rates given arc not those of the ecoJioiuic ilevelopment of tlie world, but the 
increases in Gold Money necessary to luamtain that rate of development. If 
adequate statistics of world economic factors were available they would doubt- 
less show higher percentage increases than shown, and as an example the world’s 
pig iron output (not a money factor) increased 4‘59 per cent, and 4'92 per cent, 
for the two sections of the period 1851-1907 and 4‘76 per cent, and 4 23 per cent, 
for the tw'o sections of tlie jieriod 1844-1913. 


24. The attached chart is drawn on a uni Idrm logarithmic or ratio scale so as 
to give equal rates of increase precisely the same slope and to enable the various 
curves to be directly comjiarcd. It gives the growing Stock of Gobi Money, 
.showing clearly the impetus given by the Galiforuiau and Australian discoveries 
of 1848 1851 and by the discovery of the Hand in 1886, together with the slacken- 
ing off which subsequently occurred in each case. 'I'hc straight lines joining 
portions of this curve iiulieate that the rates of increase were different at dilferent 
times (and it would, of course, show other dill'erences if other portions of the 
curve were taken instead). The chart also gives ( he Sauerbeck- — “ Statist ” index 


of Wholesale Prices of Commoditie.s and the Hank of England Itiite for Discount. 
The latter is given on a three-years moving average to partly remove the often 
violent annual variations, which are recorded in the writer’s “ Trade Cycles 
Ghart.” 'ITiroiigh the Gommodity Price curve and also through that of the Bank 
liate arc drawn lines showing the Stock of Gold Money for direct comparison. 
In drawing such lairves it has naturally been noi«.s.sary to appropriately slope 
the St(K’k of Gold Money curve so as to make it move about a horizontal level, 


and thi.s has been done by drawing such lines as much above or below the hori- 
zontal base chosen as tlie Sttx’k of Gold Money curve is above or below straight 
lines (shown on the chart) drawn betvreen 1851-1884, 1884-1907 and 1907-1928 in 
the case of Gomimxlity Prices, and between 1851-1870, 1870-1909 and 1909-1932 


in the case of the Bank Rate, i.e., between years when Prices and the Bank Rate 
(nine years’ average) respectively stood at the same level, except for the current 
pcrio<l.s, for wliich a drop of 0-2 per cent, per annum on the previous rate of 
increase is assumed as a result of the [irevious ligures. The fit between Prices and 
the Stock of Gold Money is as gixxl as could be exfiected, tlie variations shown by 
Prices from the comparison line being mainly those due to the trade cycle 
variatii.ns which are superimposed on the fundamental movements or trend pro- 
c.iccil by the varying Stock of Gold Money. Tn the case of the Bank Rate the At 
is as good, and the trade cycle fluctuations swing the curve almost equally from 
side to side of the Gold Money line. The writer’s attempt to carry back to 1800 
the corfespondenc.e between the total gold supply and Prices of Commodities has 
met with very indifferent results. 

25. The curves aro continued into the future, but in view of the after-in- 


fluences of the War. the result must be subject to a number of uncertainties, such 
especially as the doubt as to the period when “ normality ” in employment, pro- 
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ductiou, trade aud commeree will be readied, and the speed and nature of the 
return to the gold standard after its abandonment during the War by every 
country except the United States of America. On the chart the stock of gohl 
money has liwn extended from 1924 to 1930 on tlie basis indicated in tlie previous 
section of this statement, imd the corresponding money lines have bmi extended 
through the commodity prices and Hank Kate curves from 1907 and 1909 respec 
lively to 1930 on the method already mentioned. 

26. The lirst jioint to be noticed is the chariicter of tlie .sUhJv of gold money 
curve, which rose strongly from 1849 to 1861, while between 1861 to 1918 the rate 
of increase was sensibly lessened, and from 1891 to 1918 the rise was again 
prominent. During these periods (subject to a lag of some years) prices of 
commodities and the Hank Rate rose, fell and rose respectively as regai’ds their 
general trend, and there is no doubt that, but for the War, the general advance in 
prices and the Hank Rale which commenced about 1896 would have lasted until 
about 1920. Since 1918 the rate of incrca.st' in the gold money stock lias sensibly 
lessened as it did in the period 1861-1891 and this state of alTairs seems likely 
to continue for some years to come, so that at any rate I'or anotbiM' ten years to 
(omc there should (apart fmrn the War) have been an appreciable fall in prices and 
a decline to a small e.xtent in the average Hank Rate. Allowing for a lag in the 
operation of the itiHuence of the stoik of gold money, and as.sumiiig that the chart 
has been (‘orrectly drawn, prices should have risen (on the, basis of 1913 - 100) 
from 80 to 1896 to 100 at 1920 and then should have fallen to 90 at 1930 and 8.5 at 
1935; and the Hank Rate, after rising from the iieighboiirlnKid of 3 per cent, at 
1895 to the neifjhbourhoml of 4 jier cent, at 1920, should have remained more or less 
at that level afterwards, considering, of course, only tli(‘ matter of trend and not 
trade cycle variations. 

27. That i)rices will actually reach an index of 90 by 1930 is Px) much to e\ 
jMJct, as the influence of the War will not have ceased by tlum or probably for .some 
time afterwards, but already they have dropped from the high level of 230 (gold) 
for 1919 -1920 to alxait 140 in 1922 1923 with a recovery to 1.58 for 1925, while the, 
presemt figure is 148. Tt would .seem evident from a study of the chart lhat Ihey 
may go a considerable way towards 90 in the next few years, (lenerally it seems 
that unless strict economy in the use of gold is exercised, the trend of j)rices must 
be downward for a long time, to come. The Hank Rat(^ should apparently 
oscillate about 4 per cent. with, if anything, a <lcclining tendency. 

28. As previously show'u, Hrofessor Cas.sel applic's his rw|uired annual rate 
of increase of 2-8 per cent, to the aggregate gold production, and at the Hrussels 
Cenfeience of 1920 he gave £100,()00,()00 as the annual gold production then 
necessary to meet the economic development of the world and maintain the 
stability of prices. 'I’lie amount iiUTeascs of course annually at 28 per cent, 
compound interest and the Cl 00,000,000 needed in 1920 would become 
£132,000.000 per annum in 1930 and Cl74,000,000 in 1940. These figures compare 
with an annual gold production which is at ])rc.sent £80,000,000 per annum, has 
never exceeded .£90,400,000, and has averaged .£74 ,000,000 for the last eight years. 

29. Using the different figures of the pri'-scnt .statement, and in view' of the 
rate of increase in the stwk of gold money having been 3 09 pcM‘ ccuit. ]XM‘ annum in 
the period 1851-1884 and falling to 2'91 per cent, in 1884-1907 owing to the in- 
creasing efficiency of gold inoney, the rate of increase at present applieahle ?nay Im’ 
taken at the 2'7 per cent, rate already snggesled. In 1907, the st(X-k of gold mo?iey 
was £1,289,000,000, and the following compares the amount at which this should 
increase to keep pace with the world’s cf^onomie development with the actual or 
anticipated stock : — 


I'or five ynjir ppritMl.y. 
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The }xisition speaks for itself. During the 10 years 1026-35 an average of 
£04,000,000 per annum of addition to the gold money stock is required, and the 
estimate, based on the Indian monetary system as at present, falls short of this 
by about 55 per cent. The past five years have added an average of £32,000,000 
per annum, and the estimate for the next ten years suggests an averaj^e rather less 
than this It is evident that great economy in the use of gold, both in regard to 
its use as a commodity and in respect of its use as money, is very necessary. Unless 
that economy is exercised we have to look forward to a prolonged period of steadily 
falling commodity ])rices and of a diminishing degree of prosperity and economic 
development throughout the civilised world, irududing India. 

30. The amount of gold required to keep pace with the ci'onomic progress of 
Great Britain cannot be sharply distinguished from that required for the world. 
What affects one will affect the other, and (Munmodity prices are to a largo extent 
world prices. 


11. SII.VER. 

The Effect of the Pkkh-; of Silvku on the Production of the Metal. 

31. There are striking contrasts in the manner of ocimrronce and winning of 
gold and silver, which (from an economic point of view) may be summarised 
thus : 

Gold. Silver. 


Almost always native (chemically 
free). Usually assiH’.iatod with sul- 
phi(le.s, &c., of other metals. 

Largely found in alluvial, in banket 
and in lodes. 


Mtsstly won for itself alone. 

Subject to sudden increa.se.s of output 
owing to alluvial discoveries and 
such discoveries as that of the 
Rand. 

British Empire produces 70 per cent, 
of world’s output. 

America (including ('anada) produces 
30 per cent, of world’s output. 

Output at its highest (1915) 196 per 
cent, above 1S93. 

Output for 1925 147 per cent, above 
185)3. 


Always chemically combined witii 
sulphur and other elements, except 
when it m^airs native in oxidised 
deposits near the surface. 

Never (practu'ally) found in alluvial 
or in banket, and almost entirely in 
lodes and other iion-alluvial ore 
Imdios. 

Largely won with other metals, often 
as a bye-product. 

Not being found in alluvial, there is 
le.ss liability to sudden increase. 
(k>balt was exceptional, and its pro- 
duction has already fallen to about 
one third of the maximum of 1911. 

British I’mpire prcKluces 15 [xw cent, 
of world’s output. 

America (including (’anada) produces 
85 per 1 * 0111 . of world’s output. 

Output at its highest (1923) 50 per 
cent, above 1893. 

Output for 1925 42 per cent, above 
1893. 


Silver being largely wim in association with other metals, it becomes desirable 
for the purpose of this enquiry to ascertain how far it is won for its own sake 
and how far as an accessory or bye-pitxluct. Official figures are obtainable ordy 
in respect of the United States and Canada, which represent about 35 per cent, 
of the pnMlucXion, and in the case of the Uniteil States it is not possible to 
separate between silver or silver-gold ores where silver is the more valuable metal 
and gold-silver ores wliere the gold contents are the more valuable. Even were 
it possible it must be realistMl that it is dilfiiailt to draw a dividing line between 
the tw-> classes, for one shades insensibly into the other. Wliere silver is won 
'■ ! conjunction with base metals- -cojqier.' lead, zinc, and (in Bolivia) tin- it can 
be sharply separated because such ores are always smelted, while where silver 
and gold alone are ivon— from so-called dry siliceous ores— quartz mills, usually 
with some chemical treatment, are almast exclusively employed, save for 
exceptionally high-grade ore which may be sent to smelters. In the case of 
Mexico, which is as important a producer as the United States and Canada 
combined, the necessary data for making a separation between the various classes 
cannot be obtained from official sta-tistics, it has to be largely guessed. 
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32. As regards the United States the proportions of silver obtained from dry 
siliceous ores and from base metal ores, according to the Uniteil States (Icologicai 
Survey, were 27‘8 per cent, and 72 2 per cent, respectively in 1000, 24 0 per cent, 
and 7i>’l per cent, in 100.5. 40 4 per cent, and 50 0 per cent, in 1010, ami 30’5 per 
cent, and 00.5 ])er cent, in 1013. wliile in 1024 they were 310 per I’cnt. and 081 |K*r 
cent. Unt it is better to observe the quantities rather than these percentages, and 
then it is found that, from 1000 to 1024. except during the years around the end 
of the war, the output from base metal ores was .steady throughout at between 

41.000. 000 and 4.5,000.000 fine ozs. per annum, any variation in the country’s 
total production, which during that period moved between .52.000.000 and 

75.000. 000 fine ozs.. bf'ing traeefd)le to dry siliceous ori's. 4'his steadiness and 
lack of incrcas(^ in the out])ut of silver from b.ise metal ores is the more remark- 
.ible because the Utjited States production of ('opju'r, zinc, and lead has increase<l 
from two to four and a half times since 1900. Such a result is doubth'ss due 
partly to some of the more ijn])ortafil copper mines carrying little or no silver 
and partly to the proportion of silver in the bas(* metal ore's decreasing with time. 

33. Taking the year 1921. one may venture on the following estimate of tlie 

origin of the world’s'.silyer output. “ Silver ores” in the table arc !(► be con- 
sidered as those containi?ig cither silver alone or more usually silver and gold 
ores where the silver ormstitucnt. is the most impi>rtant in value (i.c.. ores which 
are won mainly for the sake of their silver content), “ gold ores ” are those con- 
taining gold and silver where the value of the former metal pr(‘|)ondcrates (i.e., 
ores won mainly for the sake of their gold content), and “ base metal ores ” are 
those where c'opper, lead, zinc, and tin or one or more of tla'iii an* associated 
with silver and gold, and where the value of the base metids preponderate.s. 
Often, of course, silver or gold ores contain base metals, but in (piantity insulTi- 
cient to justify smelting, and in such case* they are treated in i|uar1/ inills for 
their content, of precious mi*tals otdy, and are then classed as “ silver ores" or 
“gold ores.” Tn A1cxi(*o a large pro|)ortion of the smelter production the 
writer takes it at as jjuk’Ii as 20,000,000 ozs. c(imcs from material high in silv(‘r 
and low in lead or < op]>er, and this is aceonlingly classed among “ silver ores ” - 
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,'>2.(MI0,(MI0 = (i.')'/ 

2:.i;j,ooo,o<M) 

(on U)12). 

Above (on 11)24) ... 

1 = :i77 

1 

]7,(MX\(HH) =r 7 

i:U,t«l(',(X)0 = 

2 : 59 , 000 , OtHI 


• “Report oil tlm WorltVs I’rodiicUoii of Silver" to tlio tiidiiin (’nireney (!oiiiiaitU*ii of 1919. 
OlllKH'H julllcrll. 

:i4. The ostiinato now inado indiraU's tlnit to the oxtiMit of about two-thirds 
of the output silver is not won for its s«ikc alone, but either as a bye-produet or 
in (.^aijuiietion with j^old. If a substantial tall in the price of silver we»'e to take 
place any consequent eurtailnieiit of the outjait would hardly a fleet tlic basi^ metal 
product at all, would have more but still little influence on the production from 
}?old ores, and would have its chief efleet on silver on*s. i.e., upon 37 per cent, of the 
silver production. Tilven here the cflFeet would he smaller than mij^ht <at first sight 
be expected lwcaii.se, in cast's where the profit is .snUiciently large to leave a favour- 
able balance at the lower price level, production would continue, and might even 

U 28X5 * 
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be stinuilatod in the attempt to maintain the aggregate profit, and in cases where 
the pr(;fit was wiped out the mines would struggle to continue their production 
as long as possil)le. The latter remark applies to existing mines, but, of course, 
the rciluctiou in price would tend to strongly disirouragc the opening up of new 
ones, [t must also be rcMiiemlKTcd that mining is not subjet^t to the usual rules by 
reason of the glamour associated with it, so that a mine is usually not shut down 
when it becomes unprofitable to ivork it until heei'ssity, in the shape of refusal 
to keep up the supply of further funds, compels ci'ssation of ojicrations. 

Ih”). During the [leriod since 1890 the output, averaged over periods of seven 
to ten years, iias been steady at about 01 1 fine o/. |>er head of the world’s popula- 
tion, while from 1871 to 1917- when the price of silver varied extremely — the 
aggregate value of the animal production moved only between and 3'7<i. 
}H;r head. 

30. From 1835 to a few years before the War the I'urves of the production 
and the price were complementary (i.o., moved oppositely in relation to each other) 
to a remarkable degree, a steady or slightly rising output accompanying a steady 
price, whether at 05^/. or 3(kf. per fine oz., w'hile the great advance in yiroductiou 
from 1874 to 1893 accompanied (he slump from the higher level to the lower. In 
recent years (1919-1922) in the United States, with $1 per fine oz. or more paid 
for domestic silver, the output of the United States was the lowest siuee 1910, at 
ail average of 55,000,000 oz. jior aimum. Thus there are indientions that a high 
output is eoiisistent with a low price and a low output with a high price. Tu the 
years 1917 1920, wlien the fiondoii quotation of silver was exceptionally 
exaggerated, the output was 17^ yier cent, below the level of 1910-1912, and since, 
witli a lower quotation, it has advanced, beyond the pre-war level. 

37. While, there was a very heavy fall in price down to the 3H (k/. per line oz. 
of 1893, the )'cla])sc after that date to 26'0</. in 1902 could lie calculatiMl to Imi 
hardly less .severe in its cfl’cci- on the margin of mining profits, but for the Avhole of 
this interval and for four years thereafter — i.o., 14 years in all the world’s 
production kept remarkably steady, the annual amounts never varying more than 

9.000. 000 oz. from (he average of 100.000,000 oz., and showing no lendeiicy either 
to rise or fall. During this period the important cyanide process was introduced 
(from ahont 1895), and generally metallurgy iiiqiroved, so that the extraction of 
silver frmn its ores was markedly iiicreasc'd, which no doubt liad its effect in main - 
taining the output and preventing the disappearance of mining profits. 

38. In 1911 the output of Mexico was 79,000.000 fine oz., and it fell to an 
average of 35, 000, 000 oz. for 1914-1917 owing to the revolutionary troubles in that 
country, wbicb sviichroiiisi'd with -but were not duo to the (Ireat War. For 
the tell years 1912 1921. after which the annual rate recovered to 81.000,000 oz.. 
the country’s production xvas 540,000.000 oz., while if it liad continued at 

79.000. 000 oz. }K‘r aTiiuim it would have been 790,000,000 oz., so that its output was 
rcduc<‘d 244,000,000 oz. in this yieriod. That amount, added to the world’s actual 
production of 1,881.000,000 oz., would have made it 2.125.000,000 oz., or 13 per 
cent. more, and in such case tin* shortage in 1918 - relieved by the United States 
( I ovorii moat’s sales und<T the Uitimau Act of an amount approximately equal to 
this ten years’ shortage- might not have been felt so acutely. It is difficult, how- 
ever. to .say whether Mexico’s failure to contrilmte its share to the world’s output 
cau.sod a rise in the price of silver, becau.se of the conditions produced by the War. 
Dut the obji'ct of the present remarks is to indicate that in the past the output has 
been largely — in the aggregate and over long periods — independent of price, and 
that a eonsiderahle increase in jirodnetiou may occur in spite of falling prices, and 
•nice Tcraa. The point at present being con.sidcrcd is not the effect of supply (and 
demand) upon prices, but the effect of prices on supply (production), which is a 
different matter. 

39. The conclusion reached is that a reduction of price, unless exoeptionally 
severe, would not necessarily have any but a gradual effect on production, or at 
icast that the effect would be considerably less than might be expected if judged by 
standards applied to other commodities. This idea is based on a variety of points 
dealt with above— chief among which are that silver is mainly won in association 
with other metals; that ordinarily the production increases with time, not neces- 
sarily as the result of new diseoveries more than replacing exhausted mines, but 
as the result of improved metallurgy ; tlmt the past has not indicated that a falling 
price necessarily reduces production ; and that there is in any case a considerable 
amount of inertia or lag in movements from the nature'of the case, 
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The Relation between the Demand for and the Supi’i.y of Silvei:. 

40. It may be gonerally said that cstunates forecasting the future of silver 
are usually unduly optimistic, owing more to overrating the probable (lemaiid (1l*iu 
to understating the probable production. As examples tho ftdlowing may be gi\('n. 
Ihc first is extracted trom an article by Mr. Moretou Vrewen in “ The Niiieieeiith 
Century ” for February lOll), quoting figures stated lo have been supplied by the 
Director of the tTuited States Mint to (-Joveruor lioyd with the j)hi'aseology th.ere 
used; and the second is from “ The Mineral Industry ” for 1918, quoted by 
Professors Carpenter and Cullis in their “ Report on the World’s Production of 
Silver ” to the Indian Currency CommitU^c of 1919, but there attributed to a 
difierent source : — 

A 30 years’ forecast for silver, 1918-48. Mini'ml 

Annual demand. Silver at 5s. per oz. Iiiduslnj, 

Net silver to liquidate India’s annual balance of 19ls.' 

trade (£70,000,000 or Rs. 2 j)er capita) after Oz. Oz. 

defraying her home charges 250,000,000 150,000,000 

For China, Hongkong, Malaysia and the Phil- 

lipincs ... 50,000,000 40,000,000 

World’s silversmiths’ ilomand on pre-War scale 120,000,000 75,000,000 

For subsidiary currencies, EuroiJe and America 70,000,000 00,000, t)00 

New silver for tho currency requirements of the 
Nigerias, West Africa, German and llritish 

East Africa 100,000,000 25,000,000 

For the reimbursement of the Bland dolhus 

(Pittman Act) for, say, eight years 50,000,000 


Total demand ... ... ... ... (>40,000.000 *,150.0(1' *.(I00 

Present world production from the mines; esti- 
mate of Director of the Mint for 1910-17 ... 157,000,000 

World’s deficit, say ... 483,000,000 

41. Tidilc 11 attached with Ihc cnmplcmcnl iry Tables 111 and IV show ti c 
actual supply and demand over a long period of time in (luinquonnial and thiriy 
year periods, 'flu; figures from Ihc disiovcry of America in 1193 down to 1>3! 
(their division under the various heads lieing guessed) arc in.scrled in an attemp. 
at completeness, 'fable 1 1 1 shows lunv persistently Tiidia has absorbed silver, and 
with more regularity than in the ease of gold. 'I'lio preference for gold has b.'come 
pnmounced in the last 30 years, and the proportions (in value) of 70 per cent, of 
silver and 30 per cent, of gold in the 00 years to 1894 changed to -15 per cent, and 
55 per cent respectively in the, period which has since ehqised. Nevertheless, (he 
absorption of silver in the three succcssiv«r periods of 30 years each lo 1S91 was 
493,000,000 oz., 783,000,(M)0 oz. and 1,930,000.000 oz. 'I'he rale of increa.se seems 
at first sight to luivc been aflectcd by Ihe reduction in price, 'fids is no doubt 
true as regards jirivate imporls, but including Government purchas(\s for coinagr 
the prices annually from 1900 and 1917 moved largely according to the, size of the 
I udian inumrlat ion, the years of hcavic.st absorption IxMiig usually those (d‘ highest 
price, andV'/ce wr.w. Indeed, in the 1 1 y’cars of Government ])urcha:a‘s ih<‘ annual 
average price varied between 2l-7^/. and 40-9^/. per standard ouncty while during 
the 7 years when private imports alone took place, the annuid average price moved 
only between 23-7^/. and 251W. — a difl'erence due to the, Goyernment’s considered 
practice of only buying when rc(inirements « ould l'.e ch'arly fnie.seen. 

42. Private and Government net im))orts of silver since a year aflor the clos 
ing of the minks have liecu :■ - 


— 


1 l'riv!ili.. 

(iiivcrmiii'iit. 

T.itiil. 

a yi'iirs to 1 801^- (K) 

„ IPOl 0.5 

. „ l'H)lt--10 

„ .1914 1.5 

„ 1919-20 

„ 1921*25 

• •• 

• •• • • 

• • • ■ • 

Fine ozs. 
l‘2.S.0(HI.()(H) 
155,o0(),()no 
' 2:«).0(H>,0(IO 

*20I,(H)0,(K)0 
27,000,000 
:’.57,on(.i,ooo 

FiiKi <)/,s. 

11)9,1)00,0110 

172,000,000 

SI, 000,000 
•.1(*.7,()(K).(K)0 
:’.,0f)(),000 

I’ihi' 1*..'.'^. 
I?\(M lO.OIM) 
1,001 1,01)1) 
•10*>,000,000 
VS‘i,000.000 

r.ii,ooo.ooo 

000,000 



l,0'AS.(KM),000 

.s:V2,(KK),(HXl 

i,o:M),oi 10,000 

Anniiul averages . 

10 yoara lo 1904 05 
„ 1914-15 

„ 1924-25 ... 

••• ••• 

2S,.*!()0,000 
.i:$,l(H),000 I 
38.400,000 : 

IO,900,0(M) 
25,3(M),(H)0 
47,01 0.(H10 

;)ii,3oo,o(»o 
t;s,4iMM)oo 
8;), 100,000 

* S’ 2 


H 2315 
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Tlio private import iiyures have ot‘ course been severely aflected m the last ten 
years - first by the prohibition of silver imports in September 19.17, ami then by 
the removal of import restrictions and abolition of the 4i/. import duty in 
February 1920. During tlie last 5-year period an average of 71,000,000 ()z. per 
annum was imported privately, but this was exceptional as it immediately followed 
two and a Iialf years of prohibition of imports and the cancellation of the import 
duty. In view of this and flu; earlier ligures it vVould seem that, assuming Indian 
conditions remain iiiicbanged, (he average piivate demand may well be 

50.000. 000 oz. i-ising to 70,000,000 oz. per annum, to which the requirements for 
coinage, doubtless on a ri'diiced scale as c<impared with the average of the last 
20 years and requiring say 30,000,000 oz., must l)e ailded. 

43. China's demand is more dillicult to e.stimate, though smaller liguras come 
into (piestion. Its absorption according to the published Customs ligures given in 
Table IV (which are probably much below the mark for reasons rclerred to in the 
footnote to that table) varies exceedingly, and it has taken as much as 113,000,000 
line oz. in a year the abnormal year 15120. Taking the seven quimiuennia cover- 
ing the period IS90 1924 the ((uaiitity ligures as judged by the London i)rico are ; — 

31.000. 000 line oz., 57,000.1)00 oz., then an out turn of 2H, 000,000 oz. followed by 
another of 75,000,000 oz/. and for the last three quinquennia net imports of 

123.000. 000 oz.. 13,000,000 oz., and 311,000,000 oz. On the ligures it disgorged 
silver in 1S90 1S91, 1901-1908, and 1914-1917, absorbing it in the remaining years, 
'rile total for the 35 yea is was 432,000,000 oz., or an average of 12,400,000 oz. per 
annum. .For the 15 years to 1924 it was 447,000,000 oz. or an average of 
29,800,000 oz., while excluding the 5 years to 1919 it rises to 43,400,000 oz jier 
annum. It would seem (hat Chyia's alxsorptive power is growing though as the 
trade returns show an adverse balance every year on merchandise it is dillicult to 
judge - and the demand for the ne.xt lO years islikely to average anything between 

30.000. 000 and 50,000,000 oz. per anniiiii, thongli as in the past the absorption 
may well bo less or more. 

44. The indust rial arts before the war. as in the case of gold, took an iiicreas 
ing amount of silver, in addition to old silver re-tdilised. Kvery live years from 
1875 to 1914 there was an appreciable increase, but since (he. war there has been a 
marked decline, which is firobably only tcnqiorary. 'I'he more recent ligures for 
new silver are estimated as follows, but for the last 10 years especially are very 
aiiproximate : - 

] Ki'St Ilf Wiirlil 



! Hill'd Sliitos. 

i(i'X('luiiin;' Indiii 
soul (aiiiiii). 

'I’olill. 


I’imi o 7 ,n. 

Fine ozs. 

Fiiio o/.H. 

yuars In li^OI 

75, 0. 0,000 

I80,0(K),000 

25:),000,(HH) 

\WJ 

101,IKIO,()00 

~m'.l,000,0(lO 

;5io,(K)o,ikk) 

:ii;o,(Hio,iHKi 

iini 

i:io,(Hto,ott() 

a'iO,0(K),000 

lyrj 

111,01)0,100 

]:5G,0tK),(KM) 

:*.‘)0,IH)0.(KH) 

\m 

i;w,ooo,(Kio 

]i:VH)0,(HK) 

2I5,IHK),0IM) 


'I’he I’nitod States liefore the War took about a third of the total and its demand, 
a fter being temporarily checked, is again growing, the highest figure so far reached 
lieing 31,300,000 oz. in 1922. 'I'he rest of the world has considerably abated its 
neiMis and its recovery will lx: slower. The industrial absorption during the next 
10 years will probal)ly be 00,000,000 to !?0,000,000 oz. annually. 

45. I he re({uircmenls fur coinage for the- rest of the world arc very ditficidt 
to estimate f(»r the ligures very widely. In a few years to 1923, Fairoi)e has 
absorbed nothing and indeed added to the supply, first by Continental hoarding 
and realisation, and latterly by reason of the debasement of British coin, but 
judging by pro war .standards il should need 25,000,000 oz., rising to 35,000,000 oz. 
a year, and the amount may well Ix' considerably more as a result of Continental 
re-mr)neti.sation. America- mainly the L'niteirStates and Mexico, the latter of 
which has recently been exceptionally coining at the rate of 10,000,000 oz. per 
annum— should need 15,000,000 oz. a year, .\frica has alisorbed large amounts, 
but in rnent years has disgorged. It niay be set ilown for 5,000,000 oz. Japan, 
IIong-Kong, Indo-China and Asia, apart from India and ('hina may take an 
average of 15,000,000 o/.., though the amount on occasion may easily be more. 
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4H. riio pnMliu'tion of silver in tlie next ten yeiirs — given no surprivses willi 
cflieets sitniUu* to the Cohalt discoveries or tlie Mexican revolution — inny pi-rhaps 
be ganged Iroin the trend ot recent years, and may be sot down .‘vt: 


Mexico 

United States 

Central and South America 

Canada 

Australia 

Kest of the World 

Total annual production 


1925 Output. 

Pomble 

1935 Output. 

Fine oz. 

Fine 

oz. 

89.000,000 

105,000 

,000 

66,000,000 

75,000 

,000 

27,000,( H )0 

:10, 000,000 

to 

40,000,000 

20,000,000 

20,000,000 

to 

30,000,000 

1 1,000,000 

5,< M )0,000 

to 

10,000,000 

27,000,000 

25,000,000 

to 

40,000,000 

210,000,000 

260,000,000 

to 

:{ oo , ooo,ooo 


The (M)nsnmi»tion already suggested is : — 


Industrial arts 
India : 

I’rivate imports 
( 'oinagc (average) 
China 

Coinage ; 

Kurope, 

America 

Africa 

Jiest of Asia 


10 yeai-ii, ll)2(i 1035. 
Fine oz. 

00,000, 000 t4i 80.000,000 

50.000. 000 to 70,000,000 

30.000. 000 

30.000. 000 tt) 50,000,000 

25.000. 000 t(i 35,000,000 

15.000. 000 

5.000. 000 

15.000. 000 


2:10,000, 000 to :ioo,ooo,ooo 


T'(ttal expected annual consumption 


47. I’robably the d(‘mand will on the whole U' a growing one, and .soimuhing 
near the lower of the limits mentioned may he held to Jipt)ly at I he hegi lining of the 
period and something nciir the higher at the end of it. 

48. Thus the jHisitioii at the iK'ginning and end of the period mtiy he viewed 


as follows — 

1926. 1935. 

Fine oz. Fine oz. 

rroduetion 240,000,000 280,000,000 

Consnnijttion ... ... ... 241), 000,000 280,000,000 

Over or under-prodiirtion Nil. Nil. 


The demand must in the event he c«jual to the supply, and the price of silver 
will be adjusted to nudte it so. 


Tiik Kkkect on the 1’kice of Sii.vKii OK Rkai.isino 20 CuoUKs or 

Ul'fKE.S Anniwij-y. 

49. The propositi to .sell 68,700,000 line o/.. :innnally lor ten \cars n('ies.saril^ 
involves a discontinuance of the u.se of new silver for Indian coinagi*. The 
amount therefore is in elTeet about 100,000,000 line o/. ye.irly, 

50. In the previous section the writer hits assumed ilic proh.ihle annual out 
put of silvt'f for the next 10 ve:irs, with Italian coialiliotis nnehanged. at an av«*r 
age of itlxHit 265.t)00,000 oz”, ;ind has iilso ventnr(»:l the oi)inion th;it to a large 
extent tjie output is indeiM-ndent of price, its for the most p:irt silver is \\(jn 
with other metals, rnstulating a material rediu tion in pri',.-*? tla* e\])ected output 
might 1)0 reduced hv :15, 000,000 oz. to 230,000,000 oz. per iiniuim, hut the s:ile 
of the 68,700,000 <»/. would in ellect a«ld that amount to the production, riiising 
it to say 300,000,000 oz. yearly. Demand and suj)ply \\(mld he (Mpiiil, aiid 
cheaper silver would stinrulale the consuiuption of China and the industrial 
ttrts, while it woidd hardly all'ect coinage in tne re.«t ol the world. It wotthl 
probably also stimulate the private dcniaiid ot India, unles.^' the degrading of 
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the rupee eaused a. lack of faith in silver. The {xisitioii might change as follows, 
taking annual averages for the tmi years : — 



From 


IncreaHo. 


i 

1 Fine oz. * 

j 

Fine oz, j 


India : i’rivato iiuporls 

6().()(H),(H)() 

8(),(HK),(H)0 I 

33% 

China 

1().(KK),(HK) 

.5r),()(i(),(KH) 

38% 

ImluMtrial AHh 

i 7(l,tKK).(i(K) 

UK),(KK),(HH) 

13% 

Demand 

; 17(),()(»H,(HK) 


38 % 

India Coinai^'e 

1 ;>(I,(KK),(KK) 

Nil. I 


(’()inaj;e o! reel of the World 

j 6.5,OUO,(KK) 

! t;5.ooo,()(io i 

Nil. 



3(H), (KH), 0(H) 

13% 


'rims supplies would lie increased by IS jhu’ cc-iit., but in order to absorb them 
those who have the t'hoice of buying would (unless silver were to i*ease to be a 
marketable commoility) lie compelled to increase their takings by an average of 
3ti per tent. This would mean a jirofound change in the position, and it could not 
be elTccted suddenly and must take time. 'I’bt' more quickly it were applied the 
wilder would be the variations in the [iriie of silver and the effect on production. 

ill. In a. previous section of this statemeid attention has been called to the fact 
that the fall in the price of silver following its virtual demonetisation in Germany 
in 1871 and the closing of the Indian mints in 18});} did not prevent a very large 
iucrea.sc in the production taking plate, and that the curves of the production and 
the price were complementary (i.e., moved opfiositely in relation to each other) to 
a remarkable degree. 'I’his, of course, suggests that if the curves were entirely 
complementary, the aggregaU' value of the annual production would remain at 
the same level. How far this is the ease is indicated in 'I'alile If., which shows 
that it varied little in the 20 years before the War. As a matter of fact, from 
1804 to 1011 the annual values of the output only moverl Ixitween £17,700,000 and 
£25,100,000, a variation of not more than 18 ])or cent, from the mean, the values 
slightly increasing with time. 'I'his ])henomenon is altogether contrary to 
experience in regard to other metal commodities, as is .shown in the following 
table. The period covered is the 20 years IH'.tiMOlS, split in the middle, and 
three-year (centred) averages are used in order to cancel to some extent the dis- 
torting effect of trade cycle movements. Index numbers are placed below each 
ligure 

I8a4. lao:’., 1912 . 

Output. Price. | Vulue. 1 Output. I’rice. : Value, j Output. Price, j Value. 


Copper ... 


Lull); tone. Long tone. 

::2().()t)ll,()00 £ Jli l I £ 1 1 .800, non .'iST.tiOlMKM) 

l(K! KNI i lOII i,s;i 


£.’i8-2 £:il,l()0.tX)() 
121 : 231 


liong tons, i 

9-16,(X)0,(JtlO I £ti!f0 £6.'),:iiHMio' 
295 150 


Till 


Ziuc 


72,000 £72-2 i £.5,2(K.).000 j 95,0tKi :£126-0 .£]2,IHH),000 
KO 100 100 132 171 2:50 


118,000 £18t:-0 £22.lii<'.(itiii 

1C4 258 12:1 


.388,000,0(10 £1.’1'8 i £fi,l(K),000 ; .571,000.000 !£20 m; ' £11,800,000 
1(H) ' 100 KK) ' 148 ' 130 193 


915,0(K),000 

245 


£21 -7 
1.56 


£23.300.(« 


J/.a.l ... 61'.),(HX),000 £10-2 I £6,300, 0( Hi 
1(H) UK) 100 


I'im* tiz. i Kill". 

Silver ... . ]f.6,0tH).(K)() |:i4-lil.!£23,t;tK),(!(H) 
KK) 100 U K I 


‘.)05,(KK),(HH) I £11-6 I £10, .5(10,000 
146 : 114 1 167 

Kil 

16.5, (HK ), 000 j 27-M. I £18,600.000 
99 i 80 I 79 


l,]CC,()tK),00fi I £16-8 £19,6tH',0i'" 
189 165 3(5 

-I- 

Fine oz. | Fine. 

222.0(I0,(HX) 28-9il.i£26,X0(i.(««' 
134 85 ! Ill 


World'B l,r.2,(iHV)U0 l,57:!,(HH),O0() 1,717,(HHV)00 

population 100 107 117 


52. 'I'lie more the output of the bast* metals was advanced in relation to the 
growth of population, the less was (ho rate of ailvam;e in price, though that ad- 
vanee was nevorthcless siibslaiifial; and tho value of the production rose enor- 
iiwmsly in the perital in all cases, i.e., the metals Ixxianio an increasing necessity of 
litc tis nuH'hanics niore and more replaced nni.scle. I’hc case, it is clear, was entirely 
different with silver, which is to a large extent a luxury commodity, whose value, 
considering the metal as being a form of wealth, may easily be destroyed. Even 
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53.3 


if one discounts the silver figures of the 1893-1903 period, in view of the effect of 
the closing of the Tmlinn mints to private coinage, the fact remains that ten years 
after that closing lor it took a long time for tlie demand to readjust itself to the 
shock — the value of the producition haci not ri.sen as in the case of h;ise metals, or 
indeed risen at all. though it increased afterwards till the AVar. 


53. Ihe figures ol ihe years 1.914 l!l22 are utterly uiircpreseiitative of norimd 
conditions, but it happens that, the fairly well deliued trend of the production 
value between 1902 ami 1913, subject to (rade cycle tluctuatioiis, was rcfiri'seuted 
by a rising straight line, which, if extended tlmaigh the War and a I ter- War 
period, would pass throngh the 1:33,000,000 to 134,500,000 (gold) values of 1923, 
1924, and 1925. and would show a valueof C38.000.000 at 1930 and of C4I.000.000 
at 1935. With a production of. say, 200,000,000 o/. in 1930 and of 28l).000.000 o/. 
in 1935, these values would mean prices of tiUff. |M‘r fine oz. at both 1930 and 193.5. 
given that Indian londitions remained unchanged. According to the first tahle 
above, Indian private importers, China, and the imliistrial aits, if Imlian con- 
ditions remained niuhanged. would have been expected to pay 3.'»^/. pci' line o/. 
for 170,000,000 oz., or C24,8()0,000 per annnni, and if it is assnined they were 
willing to pay that .sum for the 23.').000.000 oz. they would he askerl to take (i.e., 
that the price were merely ])ro])ortinnntely reduced), it woidd mean a price of 
25'3rf. per fine oz. or 23' h/. per .standard oz. 

54. This a.ssunies that the rising trend of the value of the production i-on- 
tinued uninterruptedly through the War and after War years, or c(iidd be picked 
up at its normal point now. One lias, bowever, to rememlK'i- 

(1) That, as shown in the “ (fold ” sei tion of this statement, the 
trend of commodity prices and economic factors generally should, quite 
apart from the War and the changes it has brought about liave eontiniied 
until 1920, and tben have turned downward or (lalbmed. 


(2) The elTeet on the silver price of events eoiiqiar.ahh' to the .siig- 
ge,stcd policy, such as the virtual demoneti.sation of silver by riermany in 
1871 and the closing of the Indian mints to private coinage in 1S93. 

(3) 'fhe very demoralising coiiscqucmcs to Ihe market of having this 
.additional silver hanging over it for ten years. 

(4) The ])o.ssihilitv that the people of fndia would lose faith in silver 
as ,a result of the degradation of the rn|)ee. and consiapieiitly deere.a.se 
instead of inoreasi' the private imports. 

(5) That imieh would depend not merely on the (Jovernmeiit’s action 
as regards silver, hut also on its yutlicv as regards gold. If that were in 
the direction of introducing a g<dd enrrenev, it woidil largely augment the 
already excessive demand fora metal that threateu.s to he increasingly short 
supply, and the prolonged fall in iirieos gc'iierally which from other con- 
si(ier,ations has been assnined would he considerably accentuated. This 
would, of course, have its effect on the price of silver. 


In view of thc.se eoiisidor.ations it wonhl he hold to ex|)ect an avm'age price 
of 24d. per standard ounce to he secured. 
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Table III. — India's Absorition of Silver and Gold. 

(7?i of pounds sterling,) {Rupees converted at average exchange for each year. 
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Table V. — Distribution of World’s Total Gold Production, 
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APPENDIX 83. 


Supplementary statement submitted by Mr. Joseph Kitchin of the 
Union Corporation, Limited, London, on “Redundancy in the 
United States Stock of Gold Money.” 

This matter may be iuuked at iu three ways : — 

(1) Prom 1873, wlieii tJie United States adopted the gold standard and had 
only 1 22, 000, (KM) of gold money, to 1887, when its shxjk reaehed £134,000,000, 
tlie wuntry was evidently eolleeting its necessary stock of gold. During the first 
six years of this periinl its currency was at a discount. From 1887 to 180.5 
conunodity prices which commenced to fall in 1873, reached their lowest point, 
and the stock fell to £104,000,000. From 1805 to 1913, during which periw the 
world’s st(K:k of gold money was advancing rapidly and commodity prices were 
rising strongly, gold money in the United States increased every year (except in 
1000) until it reaiihed £302,000,000. From the end of 1914 to the end of 1924, 
owing largidy to tlu* effect of the War, its stock increased from £371,000,000 to 
C035,(M)0,00d, and in 1925 the tide turned, reducing the figure to £907,000,0<K). 
At tlie 1805-1913 rate of increase it would now be £584,000,000 or £323,000,000 
less. From 12 0 |)er cent, of the world’s stock of gold money at the end of 1895, 
the United States pro|xjrtion increased to 24‘7 per cent, at the end of 1913. Jt 
was 22‘4 iier cent, at the end of 1014. 34 jier cent, at the end of 1918, 28-8 per cent, 
at the end of 1010, and 44’5 per cent, at the end of 1924, and is now 42‘4 per cent. 
.\t the 1895-1913 rate it would now lie 27‘4 jicr c’cnt., the difference of 15 per cent, 
on the world’s stock of £2.137.0(M),000 at the end of 1925 Ix^ing the before- 
mentioned £323.000,000. T'his way of looking at matters tends to exaggerate the 
final figure, because', it as.sunu's a .simple or fi.xed annual incremse, while economic- 
progress should advance at a compound rate requiring a rising increase in absolute 
amount per annum. 

(2) I’he increase in the holding of gold money shown by the World and the 
United States in the 18 years to 1013 and the 12 years to 1925 respectively havi^ 
bemi : — 


World. 


IJiiiteil StiiluB. 


im 

liurrcHsu ill Sltiuk ul' ( JoM Mmipy £.S27,(MHMKK) to £l,r>8S,0(HM)(.)0 £It)‘J,()(K>,()0U to £892,000,000 

ur 1 •!)2 timuB. or 8’ 77 times. 

Compound rate of increase per *^'7% | 7M)% 

amiuin. 


I918j92r»: 

Increase in Slock of (iold ISfoin^y ’ £l,o8«S,000,(KK) to £2,187,(KHM)00 

or I •.8r> times. 

(kmi pound rate of iucrease i»er 2'r>% 

annum. 


£892,(KK),(KX) to £907,01.XMHH) 
or 2 '32 times. 

7-2f)% 


During the 18 years before the War the United States increased its stock at twice 
the rate of the world, and this is understandable in view of the rapid iuerease 
of wealth iu the country. From 1914, owing to the operation of the Federal 
Reserve Bank system, it should ha.ve needed proportionately less gold, while, on 
the other hand, its late entry into the War increased its requirements relatively 
to the rest of the world, in the period 1913-1925 the world’s stock increased at a 
lower rate than in 1895-1913 (94 per cent, of the addition to the stock going to the 
United States), and if consequently the United States had needed to increase its 
stotfk at say 6 per cent. {ler annum iiustead of the 7 (> per cent, of the previous 18 
y‘*ars, this would have meant a stock of £704,000,000 at the end of 1925, or 
£203,000,000 le.ss than the actual figure. 

(3) The Federal Reserve Banks are required to hold 40 per cent, of gold on 
lawful money against their notes and 35 per cent, of gold against their deposits, 
or an avera^ on present figures of about 38 per cent. Normally, it would nold a 
higher proportion, probably in exee.ss of 50 per ixjnt. Before the War central 
note-issuing banks in gold standard countries normally held gold reserves to the 
extent of about 50 per cent, of their combined notes and deposits, and this test 
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can be applied tx) the Federal Ktiserve system. Figures showing the recent gold 
monetary position in l,he United States are a,s f<Jlo\vs : 

U.S. Treasury Statement. 

([n millions of dollars.) 



1 .Imii., 

1 .Ian . 

l ilan., 

J .Ian., 

1 March 




I'.t'J;'). 

r.f.Vi. 

liisil. 

Gold coin and bullion held in for l?\R. 

Banka and Agents. 




l.tU'.t 

i,i;rh; 

Gold coin and bullion outside Treasury hold by 


•27S 


r.Mi 

.V.IS 


F.R. Banks and Agents. 

GuIilG«rti(icateK(c<>vere<ll(M)^ in gold in Tnswurv) 

10.-) 


.his 

iVil 

held by F.ll. Banks and Agents, 

2 ,.st;o 



•2,:»;;7 

* 2 ,r>si; 

G(dtl certificates (covered 100% in g<dd in 'Preasury i 


1 

:»sv 1 

'.'71 , 

1,111 

i,o7«; 

in circulation. 


i 


Gold coin and bullion in cinnilatioii 


ii.^> 

liVS ! 

1-21 

1-2*2 

Other gold held in Treasury againsl U.S. Notes, cic. 

:ui 

:;.M ! 


. 1. 1. 1 


Total stock of gold coin and bullion in tin* 


1/217 : 

: i-m; 

I.IOS 


United States. 

'PoUil stock of money (inchuling silver) in circula- 



I,;''.';’. 

:»,<Mis 

I.SI 1 

tion in the United Stab*s. 






'Pntal stock of monov (inebuliug silver) in eirenia- 

liSl 

II 

II mi:; 


11 -81 

tion in the United Slates, per eapila. 


Fkdkraf, IIkskrvh Ho.mm) Statement. 



dan.. 

r.lLA'i. 

*2 tian., 

1 l!t:»l. 

ill Dtr.. 
I'.'Jl. 

;;n Dir., 
li»-2o. 

7 April 

F.U. Notes in actual circulation 
'I’otal deposits tif iteserve lianks 

•>.111 


KSf.-' 

•2.:u 1 

■2,:;r)7 

1, 

*2.‘27S 

Total KK. Notes in circulation and deposifs ... 

i.iit; 


M'.t;*. 

1,1 ‘.»-2 


'Potal F.ll. Gold Reserv<‘s 

rh'oportiou of Gobi Ileservcs to combined Nntes 
and Deposils. 

'•7 • 1 /. 

i 

71 -S); 

•i,'.';i7 
71)- 1 ' 

•2,7ul 

in-f)/: 

•2.7s;i 
70* S"; 


The following je.TiTiiiigemeTit of thcsi' lignirs 
the probable redundancy : — 

111, TV he fiildcd, 

with 

a note of 

(Tn millions of dollars.) 




End : 
l\)tl i 

Kiiil 

Mini 

I'.lvM. 

End 

J')-2;). 

Miircli, 

l;i'2(5. 

Total F.R. Notes in circulation and deposits 4,4!Ui 


4,17:5 

1,1 '.w 


Gold Reserves required at 50% 2,218 i 

Actual Gold reserves 

LM4S 

8.081 

.•>,081) 

2 ,o:»(; 

2,704 

1,9(7:') 

2,78:5 

Di fference — ^appanm t reil u ndaiicy 1 

ii;u; 

8.'il 

lIOiS 

818 
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If gold certificates in circulation (the amount of which around 1920-1922 was 
only $200,000,000) had been represented by h'.R. Notes instead, the following 
ligiires would have resulted: - 

(Til millions of dollars.) 



Ku(l 

1922. 

End 

1923. 

Eml 

1924. 

End 

1925. 

March . 
1926. 

'Potiil F.R. NotOR in circuhition and (le])osit.s ... j 

If tliu Gold Cortilicatea in (.Mrculation had boon | 
Hubfltiluted by F.R. Notos. 

1,4.31! 

:m 

1 4,29(5 

1 r.82 

4,173 

971 

4,192 

1,114 

;4,931 

1,076 

Tho total of F.R. NotoH in circulation would 
have boon. 

4,7:59 

4,878 

.'V,M4 ; 5,306 

5,(X)7 

Gold reservoR roijiiirod at 50% 

Tho actual f^old reserves would have buen (addin#' , 
tlio figiireR for f'old eerliiicatos in fireiilation to 
the actual F.R. j'old reflervos afl above). 

2,:5(;9 

1 

2,439 

:5,iiG(i 

2,572 

:h9()S 

2,653 

:5,818 

2,503 

3,8.59 

DiU'erence — apparent plus dormant rodnnda ney 

9S:5 1,227 

i,:53ti 

1,165 

l,il5t» 

Redundancy made dormant by putting gold certifi- 
catos in circulation. 

Lerel of wholesale prices of commodities in the 
United Sbites (average of four indices). 

152 

157 

29J 

li)2 

185 

1.58 

557 

1.57 

538 

? 151 


This statement shows the efforts made in the United States to keep prices 
stable by the circulation of gold certificates oovered by 100 per cent, of gold rather 
than Federal Reserve notes. Since, the end of 1922 the aggregate of notes and gold 
‘^rtificates in circulation has remained comparatvely stable at $2,700,000, 0(K) to 
$2,900,000,000, but the circulation of Federal Reserve notes has dixjlined from 
$2,411,000,000 to $1,0511,000,000, while that of gold certificates has been markedly 
augmented from $303,000,000 to $1,076,000,000, so that the difference between 
fhein luus dropped from $2,108,000,000 at the end of 1922 to $891,000,000 at the 
end of 1924 and to $577,000,000 on the latest fimires. This clearly shows that the 
;iuthorities are attempting to make the redundant gold as ineffective as possible 
as regards influencing prices. Applying the 50 per cent, gold reserve ratio before 
mentioned to the combined notes anil deposits of the Reserve Hanks, the amount 
of redundancy of gold in the Reserve Hanks — called ‘‘ apparent redundancy ” 
in the table alxive — is shown since 1922 to be from £125,000,000 to £192,000,000. 
Hut the total (apparent and dormant) reilundancy would have benn higher if it 
were not for the putting of gold certificates into circulation for in that case it 
is shown that it would have been from £202,000,000 to £279,000,000. It is, of 
•’curse, to lie cxfiec^ted that if the present policy of the Reserve Hoard were to bo 
reversed the gold certificates would come bac^k from circulation very slowly. 

On the whole it may lie said that while the United States has added 
£515,000,000 to its stw'k” of gold money in the twelve years to 1925, only some 
£280.000.000 of that amount is now redundant owing to the economic progrew 
made by the country, while by the monetary policy adopted £110,000,000 of this 
£280.000.000 has been rendered dormant, and only £170.000,000 is actually 
redundant at present. The flow of gold into the United States has stopped, and 
flic total stock of gold money shows on the whole a declining tendency. 

Tn a separate statement the writer has estimated that the world’s stock of 
gold money will be £2.425.000,000 at the end of 1935. This, with the figures in 
Ihe first table above and the assumption that the United States’ stock will he the 
same in 1935 as in 1925. yields the following (the percentages are compound rates 
of increase per annum for the intervals) : — 

Knd ot! Uniteil Staton. Host of World. World. 



£ 

£ 

£ 


1895 ... 

104,000, IKK) 

72:4,(KK),01K) 

827,000,(XK) 




7-6% 

2-85% 

3-7% 

1913 ... 

392,000,000 

1,196.000,000 

1,588,000,000 




7-25% 5 


2-5% 

1925 ... 

907, 000, (KK) 

[3-9% l,230,000,fl(K) 

Im% 2,137,000,000 




Nil J 

2-15% J 

1-25% 

19.35 ... 

9()7,0()0,(KK) 

1,518,000,0(K) 

2,425,000.000 
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'L'iie awumptioii that the Uuited States' total will remain the siiiuc in 1935 as in 
1925 is based on the idea that it will take 10 years to remove tlie present 
redundancy, and the figures arrived at seem reasonable. They show the Uuited 
States, owing to its suj^rior rate of economic progress, taking gold at twice tlie 
world rate both in 1895-1913 and in 1913-1935 — in the latter period at a much 
decreased rate, thus accommodating itself to the slower rate of increase in the 
world totals -and they show the rest of the world, after taking hardly any gold 
on balance for 1913-1925, readjusting itself thereafter by relieving the United 
States of its surplus (or rather by taking the whole of the world’s new gold prinhic- 
tion available for monetary purposes), and at a not e.xccssivc rate if alhnvanoc is 
made for the necessity of making up for the set-back caused by the War on the one 
hand and the impoverishment due to the War o«i the other. 

It has already been suggested that the apparent redundancy of gold in the 
United States under the system of priw stabilisation adopte<l is £170,000,000, or 
£280,000,000 if one includes the hidden redundancy due to ('irculation of gold 
certificates in place of notes. This would mean that, of a stock of £907,000,000 
at the end of 1925, £630,000,000 was normally required which was raise»l to 
0740,000,000 by the exi)edient of circulating gold cxjrtificatcs. From £740,000,000 
at the end of 1925 to £907,000,000 still at the end <if 1935 is an increase of 205 
per cent, per annum and from £630,000,000 to £907,000,000 is an increase of 
3 7 per cent, iier annum. An average of these rates- say 25 per cent., taking twice 
the World’s increase for the ])erio<l as before — would raise £630,000,000 at the 
end of 1925 to £835,000,000 at the end of 1935. leaving £70,000,000 U) represent 
the apparent and dormant redundancy, from which, to arrive at the apparent 
redundancy as shown by Federal Reserve Board figures, must be deducted half the 
amount of gold certificates then in circulation. The raising of the £630,000,000 to 
£907.000,000 at 25 per cent, per annum i.e., to allow^ fidly for both a])parent 
and dormant redundancy on the a.ssnmptioti that all the gohl certificates will be 
taken out of circulation, an unlikely event W'ould take until 1940. 1 f the jiresent 

figure of the (‘irculation of gold certilicates remains unchanged for an indefinite 
period it would take until 1934 to raise the £740,000,000 to £907,000,000 at 2 5 per 
cent, per annum. Taking such a rate as 2'5 per cent, allows for the fall in com- 
•noditv ])riccs which the writer expects to take phu'o. 

'I'he policy of the Reserve Board wdll apparently lie to maintain and itu'rea.st* 
the circailation of gold certificates so long as tliere is any apparent ri'diindancy, 
and as that disapiiears (as judged by Federal lieserve figures), to nnluce their 
circulation until more normal figures are reached. Tlow far this procc'ss will go 
on depends upon the policy adopted. The United States may also continue to loose 
gold it lost £21,000.000 in the fourU^eti months to the end of February last 
and this would ex|X5dite the elimination of the redundancy. If the Federal Re.serve 
Board’s ratio of gold rc'serves to liabiliticss is permanently kept above 50 per cent., 
this would also reduce the redimdani’v. It therefore seems that the r(*dnndan(*y 
should disappear stmiewhere between 1930 and 1940. with a strong i)robability of 
its vanishing w'ell within 10 ycvirs from the presemt time. 
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fcni. 


of |IOIIlll|,S. 

of iiiinmls. 
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1911 
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4-0 
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1-22 

15-8 

1912 
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1,977 

I'i05 

30 -i; 


r»r)7 

107 

ir.-:5 

1902 


ZM) 

21-8 

1921 

2,031 

753 

;57-n 

lStS4 


los 

! hr:) 

1!MI3 

1,093 

245 

22- 1 

1922 

2.0')‘2 

H)9 

; 39-1 

IHK) 

i <70 

11;') 

17-2 

1904 

l,13ii 

250 

22-0 

1923 

2,089 

874 : 

' II -8 


081 

121 

17-8 

190;') 

1,196 

265 

22*2 

19:21 

2.100 

935 

44-5 

1887 

690 

131 

19-4 

1906 

1,‘J09 

■lOO 

21-2 
•irv. < 

1925 

‘2,137 

907 

4-2- 1 

1888 

701 

134 

19-1 

1907 

■ 1 ,2Ni 

•>.>■6 

tmO 





188‘1 

: 710 

131 


IIHW 

i;i;')l 

KHW 

341 ! 

•>•17 

25*2 

ori . 1 ) 

1930 

? 2,305 



1890 

720 

133 

1 iN’i) 

l'.H)9 

•>.1 i 

^.0 .7 





1891 

; 7:i:i 

129 

1 17-6 

1 

1 

1910 

1,154 

1 

352 

i 

24-2 

1935 

; ? 2,425 




* The writer-, computation, e.oludiiw India, Chino o«d KKypt. t From U.S. Mint Rciwrta. 
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APPENDIX 84. 

Letter dated the 30th March 1926, from the Manager, Chartered 
Bank of India, Australia and China, on behalf of the British 
Exchange Banks. 

We beg to acknowledge receipt of yonr letter of the 9th instant, with enclosures 
as spccifiecl, and beg to say that Air. Charles NicoU, General Manager of the National 
Bank of India, Limited, will be pleased to attend at the India Ollico at 10.30 a.m. on 
the 14th proximo, as representing the British Exchange Banks, and give evidence 
within the scope as outlined hereunder. 

The questionnaires submitted have been perused with interest, and as they cover 
a very extended field, we elect to confine oui'selves to the following heads : — 

1. Gold cvrrenqf. — We are not in favour of the immediate introduction of a gold 
currency into India. 

2. A gold standard. — Wo are in favour of a gold standard, i.e. that it is put on 
the Statute Book that the Government is bound to buy gold at a rate to be fixed upon 
(this will depend on tlie basis at which the rupee is fixed) and to sell gold for export 
(or the equivalent in gold funds) at a rate to be arrived at as above. We emphasise 
the Government because we are of opinion that for the present there is no other 
authority to whom those duties could legitimately be delegated. 

3. Council Bills. — Only to be sold to the actual extent of Govenunent published 
Budget requirements, and shoidd be put up for public tender in India and Ijondori. 
The sale of council bills may be undertaken by the Imperial Bank as Agents of the 
tlovcrnment. 

4. Currenqi. — No additional currency shmdd be issued that is not covered by the 
actual tender of gold coin or bullion in India and/or in fx)n{lon earmarked for 
shipment to India. 

5. Currency Notes. — In our opinion all cun'ency notes should remain Government 
of India notes and the management of tlio issue remain in the hands of the 
Government. 

G. Rupees. —The legal tender of rupees not to be disturbed. 

7. Stnhilisalion of the Rupee.— Wo consider the stabilisation of the rupee is 
desirable, and that the time has arrived when it is practicable. The present position 
is unsatisfactory, owing to the uncertainty, which reacts adversely on trade. 

As to the basis, wo are of opinion that the advantages attending the adoption of 
the rate of 1». Qd., which has been the working rate for some rime past, outweigh the 
disadvantages, and consequently we see no objection to stabilising on the basis of 
1.9. 6d., in preference to the old basis of Is. id. 

We do not think that fixing the rupee at, say Is. 6d., once it is accepted as an 
jmcomplishod fact, will affect tire dcnuind for gold in India to any appreciable extent. 

8. Gold reserves. — In our opinion, the fact must not be lost sight of that there is 
an important section of the Indian community who have at heart the wish for a gold 
currency, and although the more moderate of this lino of thought recognise that the 
present time is not opportune, still the idea exists, and as time goes on it may gather 
force sufficient to call for the Indian Government giving the matter serious attention. 
It is with this end in view, therefore, that we advocate a policy which will increase 
the gold reserves, so that when the day comes (it may be ten or more years hence) 
India’s gold ijosition will have been steadily improving all the time, which will enable 
her to tackle the problem when it does come up again upon a surer basis. 

Also, it will give a incasure of comfort to the gold currency section to see that 
something is being done. 

NOTE. — The following is a list of the British Exchange Banks party to the 
above : — 

The Chartered Bank of India, Australia, and China. . 

The National Bank of India, Limited. 

The TIong Kong and Shanghai Banking Corporation. 

The Alercantile Bank of India, Limited. 

Lloyd’s Bank, Limited, Eastern Department. 

The P. and 0. Banking Corporation, Limited.' 

The Eastern Bank, Limited. 
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Statement of evidence submitted by Sir Stanley Reed, K.B.E., 
Director of the Bombay Electric Supply and Tramways Company, 
Limited. 

(1) The time is ripe for a F^olutioii of the prolileius of Indian currency and exchange 
by measures for the stabilisation of the rupee. 

(2) The rupee should be stabilised on a gold standard. 

The ratio at which this stabilisation should be elTecUid must be considered in 
relation to the history of the Indian currency. 'I'hc ratio suggested by the Hcrschell 
Connnittee in 1893 was 1«. 4d. The ratio proposed by the Fowler Coinmitlee in 1898 
and adopteil by the Government of India was Is. 4d. ” That ratio was the established 
legal standard of money payments from 1898 until the disturbances caused by the war ; 
when these adjusted themselvc.s the ln<lian excliauge fell to approximately ]«. Ad. 

The established legal standard of money payments should only l)e disturl)L-d under 
stress of overwhelming necessity. Round it an immense volume of contractual 
obligations has boeir built up. No evidence has been produced showing that any 
supreme need for the alteration of this standard has arisen, or that any insurmountable 
difliculty exists to prevent its restoration. Whilst no special sanctity cstablisb(?s to a 
ratio as a ratio, the standard for money payments should be, and usually is, regarded 
as less open to repeal or modilication than perhaps any other legislativt) act. 

On this general principle, that the (‘stablished legal standard of money payments 
slioidd not be disturbed, no departure from the goal of Indian currency policy, from 
1893 until the iinuncial disturbances of the war, is warranted, except on proof of 
overwhelming necessity or evidence that it cannot be maintained. 

(4) The gold exchange standard practised before the war should b(' abandoned 
for a definite gold standard, aiming at the ultimate establishment of a gold currency, 
if when that stage is reached opinion in India demands it. 

The Gold Standard Reserve should be located in India and held chiefly in golil. 

(5) The note issue is cfliciently managed by the Government of India through 
the present agency. That system should not lightly be disturbed. If for any special 
reason it is desired to bring the note issue more directly under control in India, then 
it should be vested in the Imperial Hank of Imlia, as an entirely separah* department 
of the Hank, and under cotulitions which will not admit of any considerable (loparture 
from present practice. 

Notes of small value, such as the one-rupoc note, have many advantages. They are 
popular ; they form a lino of defence against any manipulation of the silver market 
in face of a demand for the coining of rupees. 'I'licy should, thci'cfore, bo retained, if 
only on a limited scale, so that people may be habituated to their use. 

(7) The remittance operations of the Government of India should be condu(;led 
by the Imperial Bank of India, through the purchase of sterling in India, and limited 
to meeting the Home charges of the Government of India. 

f9) Any silver required by the Government of India should be purchased by open 
tender in Bombay. 


ahpi<:ni)ix 8G. 

Statement of evidence submitted by Mr. George E. Roberts, Vice- 
President, National City Bank of New York, and formerly Director 
of the United States Mint. 

1. The bankers of the United Stales, myself iticlmled, are interested in the work of 
this Commission as preparatory to the rc-cstablisbment of the gold standard iu India 
on a definite and permancjit basis. We Ijelieve that this is highly desirable from tin; 
standpoint of tluj people of India and as a part of the general movement for the 
re-establishraejit of the gold standard tlirougliout the world as tJie basis ol trade ami 
financial relations. I n(x;d not dwell upon the benefits to be gained by all countries 
from tlie restoration of a common standard of value- -the e.xperiences ol the last 
12 years have afforded ample demonstration of the evils resulting from unstable 
cm-rencies and exchanges. In the United States it has happened that we have had 
no difficulty in maintaining our currency qt par with gold, but we have seen that the 
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full advantages of the gold standard cannot be enjoyed by one country alone. We 
have found that (!ven our internal prices and the prosperity of all our industricis wore 
affected by the loss of a stable relationship bet\v<?cn our monetary system and the 
systems of other countries. 

2. We arc interested, thorofore. in the roconstr-uction of the universal gold system as 
something generally desirable; but, since this means demands for gold from many 
(lonntries, we arc interested also that those demands shall not interfere one with 
another or seriously affect ci'edit conditions In the countries which are expected to 
supply golil. I am old enough to remember that 30 or -10 years ago there was much 
talk about a “ scramble ” for gold and of falling prices commonly attributed to a 
scarcity of gold. 'I'hat situation was (thanged by a great increase in gold production. 
Through the development of the South African and other goldfields the banking 
reserves of the world were replenished, and from about 1807 world prices were rising 
until the outbreak of the war, after which the inflation of credit became the dominant 
factor, 'rho rise of mining costs then had a tendency to curtail gold production, 
particularly in countries like the United States, where gold had to be sold at the 
inint price as before tlio war, and the world’s output declitied from a value of about 
.£96,100,000 sterling in 1915 to about £69,300,000 in 1919 and .£65,500,000 in 1922, 
the low figure of the latter year being due in pari to a miners’ strike in the Transvaal. 
Since then the 'rransvaalhas been <juito successful in reducing costs and has com])leteIy 
regained its pre-war rate of production, but otlu'r important fields, particularly in the 
United States and Australia, have not been so successful. In 1024 the world’s output 
was about .£80,0(X),(K)() sterling, and that of 1925 was perhaps slightly higher. The 
world’s production therefore has recovered al)out one-half of the decline occasioned by 
the war, but is alioiit £I5,(M)(J,000 below the production of 1915. 1 am inclined to the 
opinion that the prospective supply of new gold is large enough to permit the general 
rc-cstablishment of the gold standard without serious disturbance to prices, provideil 
possible economies in its use are effected, and the new stocks wanted are acquired 
without too much disturbance of existing stocks already in use as the basis of credit. 
These, however, are necessary qualifiwitions, and it is especially im[)ortant that the 
new demands shall be satisfied from current production. 

3. The war caused an enormous expansion of credit and a great displacement, of 
gold stocks, 'rho gold reserves of the banks of issue and (lovernment conversion 
funds have l)(!cn increased from approximately 5J billions of dollars, or roughly 
£l,UX),000,()b0 sterling, to approximately £ 1 ,900,0(X),()0(), or a little above 70 per 
cent. This is an increase somewhat greater than the rise of the general price level 
as it stands to-day, but the banks are carrying unusual amounts of Government 
paper as compared with pre-war days. It must be considered also that the increase 
in gold reserves has been by no moans all from the mines, but largely by the 
accumulation of coin that had been in circulation. Moreover, this increase in the gold 
reserv(!S means that larger additions to the reserves will be required in the future to 
maintain a percentage increase corresponding to the growth of traile. Thus a 2 i)er 
cent, annual increase upon .£l,0()(),0(K),00t) of reserves would call for .£20,00U,W0 
of new gold, while a 2 per cent, increase upon £2,(.M)0,00f),0t)() of reserves will require 
.C1(),(X)(),00() of new gold. I am not saying that a 2 per cent, annual increase 
is required, but T am pointing out that if the price level is to be maintained at 
ap|)roximately 50 per (!ent. above the jirc-war level, larger gold reserves will be 
required in the futun; and economy in the use of gold will be necessaiy. If there 
should be an expansion of business over the world and at the same time a general 
replacement of gold coin into circulation, the gold reserves probably woidd not be 
sn(lici<!nt to supply the amount of credit necessary to maintain the present price level. 
In my opinion it would be a mistake at this time to afford facilities anywhere for gold 
to be absorbed into circulation. 

4. ’rhe distribution of gold stocks at this time is very uneven. As a result of war 
and revolution the great reserves of Russia (which aggregated about £160,01X1,009) 
have been scattered. The reserves of the Austro-Hungarian Rank (which were about 
.i.50,000,(XX) sterling) were much reduced during the war, and what was loft finally 
distributed to the succession Stahls. The reserves of the German Reichsbank were 
greatly reduced following the war, but within the past year have been restored to 
aiiproximatcly their pre-war strength. This does not, however, fully restore the pre- 
war monetary and credit situation, as before the war a large amount of gold coin was 
in circulation which must now be replaced by Reichsbank notes, thus increasing the 
charge on the gold reserves. Since 1913, excepting Relgiuin, France, and Portugal, 
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iho gold reserves of Western Kurope have been largelv increased. This is true 
nlso of the reserves of Switzerl.and, but those of the other c-ountries of (Neutral 
Eastern and Soutli-eastern l-hiropc; have l)een reduced. Those of Italy have been 
reduced by more than 20 per cent. 

0. 0 old is the most liquid form of capital, the form most suitable for use as the basis 
■of commercial Cl edits , and it is evident, irom tlu^ higli banlc ratios now priwailing 
throughout t'ciitral and J’^astei’ii Europe, that credit is very scarce throughout that 
region, (lold U needed in all those countries to permit (’nMlit expansion, to hnver 
interest charges, and to stimulate a revival of trade and industry. 

G.^ About a car ago the Hank of I'iUgland n'siiincd gold paynnuits, accompanied by 
the Ncthciiands bank, and this action was hailed as possilily inaugurating a giuitiral 
return to the gold basis throughout Europe. The results have been in soniiMlegreo 
disappointing, although not wholly so. l*oland attempteil to establish her currency on 
a gold basis and obtained a loan in America, hut the coiiditious wore too unfavourable, 
anil tlie new currency lias siiirered a heavy deprccialioii. IJelgiiim has sought to do 
thosame, but has not been able as yet to carry out her plans, and her eurreneyhas 
relapsed. Site will need a substantial foreign loan to achieve success. The currency 
of France has sulTered further depreciation during tin* year. She docs not need 
to increase her gold reserves at home, but she will need credits outside which 
will 1)0 a charge upon the reserves of the (;onntries granting them. The Clicrvonetz 
currency of Kiissia, issued by the State Hank oii a gold basis, and said to bo 
independent of the (Joverniueiit li nances, is now reported as sulfering depreciation. 
If and when Russia comes back into the world of Imsiness (as it is to be hoped she 
will without long delay) she will need important help from outside in the establishment 
of a stable currency. 

7. 'riie Ikiikof England has lost aiiproximately t‘'J, GOO, ()()() since the resumption of 
gold payments, and the maiiagcmeiit feels it prudent at this time to maintain a 
discount rate which is somewhat al)ove the ordinary rate in pre-war times, and to 
that extent must be regarded a burden upon the industries of the country at a lime 
when they are needing to havi' all conditions as favourable as jiossible. 

8. 'Phe Hank of the Netherlands, whiidi resumed gold payments coiiicidontly with 
the Hank of England, also has lost gold during the year to the extent of about 
t‘0,000,000. Switzerland, Avhieh is on a free gold basis, has lost about £l,o00,000 
during the i)ast year. Sweden, also on a gold basis, lias lost a small amount of the 
metal during the year. 

t). On the other hanil, Hungary has successfully re-established a newcurroiiey on a 
gold basis by the aid of a foreign loan, and Czecho-Slovakia, with similar assislauce, 
has established a national Hank of issue with every prospect of being able to maintain 
her currency on the gold basis. Oermany, by means of the Dawes plan loan and 
extensive borrowing by industrial and municipal corporations, has increased the gold 
stock of the Ueichsbank by about i‘ ld,0(K),0Gi), of which t‘l 7,000,1)00 was acipiired 
in 1925. 


JO. 'Phe United Stales lost about !?UI4,0(K),(.M)0 during the year 1925. 

11. It is evident that the movements of gold during 1925, and down to this lime, have 
been on the whole aw.ay from the chief iinaneial centres and to what may be called 
the outlying countries. India took aliout ,tTJ,00(),000 sterling during the calendar 
year 1925, which, however, refers to net inqiorts and not to gain in banking luserves. 
Australia and New Zealand reserves increased i:l3, 000,000 sterling; .lava gained 
about £4,000,000, Canada £3,500,000, roland £ 1 ,200,0(XJ, and numerous countries 
such as Italy, Hungary, Roumania, Yugo-Slavia, Hulgaria, Austria and Helgium gained 
small amounts. 

12. This movement away from the chief financial centres is nothing to complain of. 
It is ail right and illuslratos the part which they play in the ultimate and inevitable 
ilistribntiou, but also illustrates the general interest in having the (Centres ke[)l strong 
to meet the demands from all quarters. 

13. Whatever loans are required for the rchahilitation of monetary systems uutiirally 
must be made in the countries which have surplus capital for investment abroad, and 
banking reserves must exist there to meet the demands which such loans make. 

14. There are oidy three countries at the present lime which are in a position to 
participate to any considerable extent in foreign loans. Ihcy aio Gieat Biitain, 
IloUaiul, and the United States. 



648 


ROYAL COMMISSION ON INDUN CURRENCY AND FINANCE. 


If). ( irent Britain by reason u[ past experience and relationships, is the natural leader 
in international linancinc;, particidarly in Ijehalf of any of her Dominions, excepting 
possibly Canada. 1 have already referred to the position and jvesent disooimt rate 
of tiie Bank of England. I would not even suggest the possibility of Croat Britain’s 
again suspending gold payments, fur 1 do nut think the world can afford to have that 
occur. It would be a world-wide calamity. The Bfink of England must maintain gold 
payment.^ at any cost, as the centre and mainstay of the movement to acconi[)lish 
world-wide resumption, but a discount rate which is a restriction upon British 
commerce woidd greatly hamper the Bank in its co-operation to that general purpose. 

ll). Holland is able to co-operate, and always has shown a disposition to do so, but 
cannot act alone upon largo undertakings. 

17. The United States has gained the greater part of the increase in gohl reservea 
since 1913, the net increase in the holdings of the Treasury and banks having been 
nearly §2,600,000,090 (i‘r)(K.),000,000) or about (50 per cent, of the world’s increase. 
It has been a common assumption that the United States has a great surplus of gold, 
and oven was in danger of being smothered by it or compelled by the natural processes 
of inllalion to give up a large part of it. However, the United States is a big country 
and has large digestive capacity. It is a mistake to suppose that the United States 
has any considerable excess of gold reserves at this time. At the present price level 
and with the present volume of credit outstanding, the reserves of the United 
States arc no greater than the financial authorities of the country deem reasonable, 
conservative and desirable. 

18. In July 1911 tlie gold holdings of the Treasury and banks equalled about 7 per 
cent, of the aggregate amount of credit currency in circulation together Avilh the net 
individual deposits of the banks. At thi.s time they do not exceed 8 per cent. 
A similar calculation for Great Britain shows a net reserve of about O’o per cent. The 
percentage is higher in the United States than in Great Britain, but, in our opinion, 
there arc sound reasons why this should be. The United State.s is of great territorial 
expanse and no such concentration of banking control exists there as in (ireat Britain. 
It has a great number of small banking institutions which look to the reserve banks 
for support. The country has had several unpleasant experiences in the past with 
general bank panics, the one in 1907 causing an almost complete suspension of cash 
payments throughout the country. This was before the establishment of tlu! 
reserve system, but individual bank failures have been not infrccpicnt in the last 
live years. 

1 9. The reserves are divided among 1 2 reserve institutions. The re 80 rv(^ percentages 
of th(* reserve banks are high, but they are calculated upon the lial.)ilities of tlie 
reserve baidts alone, and these banks do not participate in the general bunking 
business of the country. It must be considered that these reserves are practically 
the only reserves for the entire banking system. 

20. .Moreovi'r, it has to lie considered that the central reserve system is compai’titively 
new with us, and in view of the small participation of the reserve banks in the total 
banking business it is not altogether certain to what extent they vvill be able to 
control the lianking situation. 

21. In view of the unsettled conditions in Avorld trade and finance still existing, wo 
do not fool that present reserves in the United States are excessive. 

22. 1 have thus gone over the general situation preparatorj’’ to expressing my opinion 
of the proposal for establishing the full gold standard system in India, as outlined in 
the plan which has lieen handed to me by your Chairman. Whatever opinions I 
express are based upon this plan and the estimates which are made therein. I do not 
feci that I have sufiicient knowledge of conditions in India to express an independent 
opinion upon the amount of gold required or of the amount of silver which will have 
to be taken from the public and disposed of. 

23. /.ccopting the estimate that £103,000,000 sterling of gold will be required over 
aOv-l above the usual imports of past years which have been absorbed for ornaments 
and other jirivatc puriKiscs, and that approximately £50,000,000 of this will be 
required within the first year, I am of tlie opinion that the plan will subject the 
financial world to a strain which ought to be avoided, and I see no reason why it 
may not be avoided. It appears that after supplying the demand lor the arts and 
the amount which went to the outlying or non-lending countries, none of the new 
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^olcl production of last year was available to swell the reserves of the lending 
'Countiies. In fact, we know that these countries all snflerod losses from their reserves 
in the past year. Evidently a special call for f5(),(.)00,()0() stcrlijig, or appro.xiinately 
32jt),0U0,000, could j lot be met Avitlioiit licing drawn almost wholly irom their reserves, 
which would necessitate drawing in tlieir resources and curtailing credit both at home 
and abroad. 

1 - 1 .. (jold obtained by means of a loan will not nccessarilv come from the country or 
countries in which the loan is placed or in the same proportions. 'J’he movements of 
gold are^ determined by many conditions. If, for instance, a loan was placed in the 
United Slates, it might be advantageous to use the credit there to buy gold in hondon 
or elsewhere ; or if tlie gold was originally taken from the United States the clfects 
there might cause Americans to withdraw capital from other countries. The linaucial 
world is so closely related that wherever the loan is placed or the gold obtained the 
effects will be felt in all countries. 

25. It would be very unfortunate at this time to have a forced contraction of credit 
anywhere. It would increase interest rates : but this would not be tlie worst of it, 
because the very purpose of increasing rates would be to force a curtailment of 
applications for capital. It would teiul to increase unemployment and to lower the 
general price level ; and, while there are good reasons for regretting the great rise of 
prices occasioned by the war, and the injustice and hardship thus inflicted u[)OJi 
many people, it is too late to remedy all that now. The high price level lias been 
maintained so long, and such a vast body of indebtedness has been created upon 
that basis, that to force adjust lueiit to a lower level would repeal all those evils 
with the added danger of protracted industrial depression and widespread social 
disturbance. 

20. I ndia necessarily has a common interest with other countries in the maintenance 
of general prosperity. She is ti large e.xporter of products, mainly raw materials of 
industry, the prices of which are alleclccl by the general state of industry over the 
world. The experience of the last five years has been that in any general decline of 
prices, raw materials and agricultural products have fallen faster and farther than 
manufactureil goods. I know that this has been the case in the United Htates, and 
my information is that it has been tru(> in India and elsewhere. It may bo accepted 
as a general rule, resulting from the fact that tlie manufacturing industries are highly 
organised and resist wage and price reductions while the rural populations are unaldo 
to do so. 

27. 1 do not believe that a gold circulation is essential to the maintenance of the gold 
standard in India with all the benelils that go with it anywhere. The essential thing 
is that the currency in circulation, and which the people receive in payment for wages 
and ])roducts, shall have ti stable relation to gold and be readily convertible into gold 
for ail tlie foreign payments they wish to make. 

28. 'riie fact is that in all the advanced countries the trend is away from the use of 
gold as a common medium of e.\changc, and oven away from paper money for 
payments of any size, to the use of bank checks. For pocket change, wages, and 
retail trade, a token currency answers every purpose. Uold is too valuable for use 
in hand-to-hand payments, to be kept in the pockets or hoarded by millions of people 
in any country, ft is a waste of capital to use it in that way. It is a bac’kward 
rather than a forward step to provide for gold coins in circulation. 

29. I do not believe that the countries of Europe ever will go back to the common use 
•of coins. In the United States the use of gold coins continued for many years in the 
Pacilic Coast States, because gold was one of the products of those States, the people 
were accustomed to handling the coins, and were reluctant to change their habits. Since 
the war, however, gold has gone generally out ol circulation even there, and a gold 
•coin has become a rarity in any part of the United States. More and more our 
people are making their payments through the banks. 

30. 1 am aware that with the mass of the ^oplo of India payments are too small for 
the use of checks, but 1 should think that this would be true also as to gold coins. 

31. I hesitate to express my opinion about matters with which 1 have so little 
personal knowledge as conditions in India. I know that it is a country in w liicli 
changes in long-established customs take place slowly, but I am pioloundly 
impressed that no country is in a position to effect so rapid a betterment in social 
conilitions as India might accomplish by the development of a modern baiiking 
system. If the capital held unprodnetively in that country could be gathered 



ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


DoO 

together .lud iiivosted for the dcvtdopiiicnt of industry, the wealth of India would 
rapidly increase : the incomes of all the people would increase, and the country 
would enter upon a new era of general prosperity. 

S'2. I do not assiime for a moment that 1 am advancing an idea that is new in India. 
On the contrary, 1 have been moved to say what I have by knowledge of the fact that 
the Imperial Hank of India now has KK) branches in operation. 1 hope the residta 
will allord encouragement for opening many more, and that the services they will 
render will gradually bring about a ch.uige through which the wealth that they win 
by their constantly accruing trade balances, instead of being buried in idle liands, 
may be used to provide them with a more abundant supply of the comforts of life. 

/13. The growth of banking facilities seems to me the hopeful line of develojunent for 
India, and to properly take precedence over an incrcas(! of facilities for the widespread 
distribution of gold coin. 

.‘54. I would not suggest that the interests of India be sacriliced in any way for the 
benelit of the rest of the world, but I am impressed that in the 2 )resent situation th(! 
problem of restoring the world to the gold basis is dependent for success largely upon 
India, and I am sure that success will serve the interests of India as well as those of 
the other countries. 

The Redemption and Sale of SQver. 

,‘5b. 1 nt)w come to the part of the plan which deals with the disposition of about 
200 crores of rupees, or approximately (587 million fine ounces of silver, for the doidde 
piirimse (as T understandj of eliminating rupees which it is thought will be redundant 
as a circulating medium under the new system and of obtaining gold for the reserves. 
This will b(! regarded in the United Stales and all silv(‘r-producing countries as a 
veiy disturbing proposal. 

3(5. The silver question has been a very live question in the United Suites for a long 
time: for many years it was an acute iiolilical question. This was not due entirely 
or even mainly to the fact that silver-raining was an inqiortant industry in the 
country, but largely to the fact (hat. the monetary system had been, nominally at least, 
bimetallic from the foundation of the (iovernment, and that popular bpinion inclined 
to the view that the demonetisation of silver tended to lower the general price levid, 
and to 0 ])eratc to the disadvantage of a debtor country and the debtor class generally. 

•37. .Ml jiolitical parlies fora time were more or less committed to the view that 
bimetallism should be maintained, and both of the leading parties participalod in the 
legislation under which apiiroximatcly 40U,()(.)0,000 ounci^s of silver were purchased 
by the 'J'rcasury, from 1878 to 181)3, and coined into dollar pieces of unlimited legal 
tender on (jovernmenl account. 'I'hose purchases have seemed to us to aggregate 
a large amount, but it does not sound so largo in comiiarisou with this proposal for 
India to sidl 1587 million ounces. 

38. This silver-purchase iiolicy was for the jnirpose of maintaining the value of 
silver bullion with the view to the re-establishment of full bimetallism. 

31). 'I'ho increasing proiluction of gold answered the principal argument on liehalf 
of bimetallism, and gradually the sidjjoct ceased to be apolitical issue. However, 
people are tenacious of iwlitical doctrines to which they have adhered, and with many 
of our people there has remained a strong sentimental interest in silver to this day. 

■10. As evidence of this I would point to what is known as the Pittman Act, passed 
in 1918, under which several hundred million silver dollars held in the Treasury were 
authorised to bo melted and sold to the llritish ( Iovernment or to our own importers, 
as a means of making remittances to India at a time when exchange was very 
difiicidt to obtain. The object for which that silver was purchased and those dollar 
jjieces had been coined had been long since abandoned. The coins represented an 
unavailable asset in the Treasuiy which, from the point of view of (Iovernment 
linauce alone, naturally would have been disposed of, but the “spell” of the old 
purjiose, together with the apiieals of the mining industry, which urged that sales 
woiild demoralise the industry, were snIHciently strong to secure the incorporation into- 
the Pittman Act of a provision requiring that all of the bullion resulting from the 
melting of these coins should be repurchased in the event of silver’s falling to $l per 
ounce, and recoined into dollar pieces. All of it has been now’ I'epurchased. 

41. I think this background of silver history is necessai’y in order to understand just 
how a considerable section of the American people will react to this proposition to 
6 U G85,00(),(XX) ounces of Indian silver coins with a view to completing the- 
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demonetisation of silver in India. It will be regarded as the linishing act in the 
demonetisation of silver in the country wliich has afforded the greatest market for it 
in the past. 

42. It goes without saying that the silver-producing industry will hear of this 
proposal with dismay. The total production of silver in the world is now at the rate 
of about 2-10,0(Xt,(M) line ounces per year, of which India has been accustomed to 
take about one-third, and in the last threi* years has taken close to 10(),(J0(),<)0() ounces 
per year. Of the world’s production the United States contributes about one-fourth, 
the ligiires for the last two years being about C5,{XX),(XK) ounces each, and the United 
States, Canada, and Mexico contribute approximately To per cent. 

43. What is to be ilone with an annual production of 210,(X)(),000 ounces of silver 
when the country which has been taking I00,u00,000 ounces of it drops out as a 
buyer’, and becomes a seller on a large scale? 

44. I think this question expresses what the natural reaction will be, although I am 
not clear that the situation would be quite so bad as it indicates, for 1 suppose that 
the demand for silver for ornaments woidd continue upon some scale, and that 
eventually there woidil be some use of silver for subsidiary coins. It would seem 
probable, liowever, that coulidence in silver as a store of value, and respect for 
it as one of the precious metals, woidd be more or le.ss shaken, and that private 
purchases would be affected thereby. 

45. At best the proposition is certain to be regarded by the mining industry with 
very great alarm, and, if a[)provcd by this Commission, to have a very serious effect 
upon the value of investments aggregaling hundreds of millions of dollars. 

46. Even if sales by India abroad be left out of the account, and those 6S7,(X)(),000 o/.s. 
should be simply held to be gradually absorlxsl by home consunqjtion, it is dillicidt 
to see how the current production coidd be disposed of outside of India. China is 
the next largest purchaser, but a heavy fall in the value of silver would work serious 
derangement in both the internal and exiernal tnide of that country. 

47. The purchases of silver by Governments for coinage purposes always liave 
represented the principal consumption, but they would not be increased in any 
ijiiportant degree by a lower price. 

18. It should be notcMl that there has been a prouounceil tendency amongst 
Governments in recent years to lower the linencss of their silver coins for the purpose of 
cheapening the cost. Thus the British ( lovernment has lowered the fineness of its silver 
coins to of) per cent. It seems quite probable that this practice will extend farther. In 
other cases nickel has been substituteil for silver as in the case of some of the coins 
of France. These developments discourage the hope that the demand for coinage 
purposes will iucroasc. 


49. The cost of the silver u.sed for table-ware and ornamental purj)o.ses is subordinate 
to the labour faettor iii the cost of manufacture, so that while a lowering of the pri<;o 
of the metal might stimulate such use in some degree, price reductions to consumers 
would not be proportionate to reductions in the price of silver bullion. 

.50. When the production of any commodity is in excess of the demand tliere can 
be no relief until the i)ri(e falls to the point where diininishiug j)ro(liicli(m and 
increasing consumption bring supply ami demuml into cquilibiimu. It looks in this 
case as though the adjustment would have to he mainly on the side of supply. 


51. The statement of the ])lan makes an oslimale that the ])ric(! obtained imiy be 

expected to be not less tlian 24t/. per sland.ird ounce. 'Die market price in l.omlon 
this week for spot silver bas ranged from 291.4. to 2Qld. I do not know that silver 
for sale in India for exi)ort would bring more than in Ixmdon. 'I’liis would 
coutemplate a fall of about 6d. as the result of the anuomicement of tin* iilan amt 
the actual sales. It seems to me that this is a small decline to expect under tJie 
eircumstances. The first big break in silver occuiiod in the c<i]]y seventies of tho 
last eentiirv when Germanv and several other countries were demonetising it as 
standard nfdncy. Germany ‘sold in all about 85,006,000 fail’ ounces from 1.S73 to 
1879 and obtained 59 jV/- in ^ di «d. lu 

the sixjW It maybe added that the German Govcrniiieut got belter than the 
lowest prices in these years : the lowest price recorded on tlie Ixiiidon market in that 
period was 463d. in 1876. which was a drop of I U in three years. 

52. The next decline in silver oi^curred in the 12-ycar period following 1890. About 
tho latter year agitation began for closing the Indian Mints to free coinage, llie 
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liighost. price for Siilver in 1890 was 51|(Z. and the lowest a difforenee of 

nearly 7</. In 1892 the high was 43i{d. and the low 37^d. ; in IS93 when the Mints 
were clos(>d the high was oSiid. and the low 30//. ; in 1891 the high was 31 and 
the low 27//. ; in 1897 the; high was 27f6/^-* !u*d the low 23-§(/. ; and in 1902 the high 
was 20 and the low 21] /;</. Thus in three years the price fell from 54//. to 27//., 
exactly ono-half, au<l heforo it stopped falling it got under 22//., which was 2d. below"^ 
the price named as the minimum to be realised on the sales under this plan. 


.53. 'I'herc was no talk of selling silver out /)f India at that time ; simply a fear that 
th/j importations might be reduced. As a matter of fact the net imiiortations of silver 
into India since 1893 have been larg(‘r on the average than before that year, but 
instead of the coinage b/dug free or on private acirouut it has been on Government, 
account. 


51. 1 would also call attention to the fact that this great decline in the price of silver 
did not cause any falling off in production. 'I’he world’s production of silver in 1892 
was 153,()00,0(M) ounces, and it has not been so low as that in any year since. 

5.5. Silver sold below 24//. not only in the years I have nameil, but in 1905, 1909, 
1910, 1911, 1914, and 1915; in all, 10 years out of the last 25. 1 am unable, 
therefore, to accept the opinion that 21//. is a ])rice that will reduce production to the 
point where supply and demand will lind an e/piilibrium with India no longer a 
purchaser in the markets. 


50. lIn(|ucstionably the lower prices of silver which have prevailed since 1890, 
■excepting in a few years of war disturbance, have clo.sed immy silver mines, but 
■olhei's hav(! continued to operate at a profit. Mining and treatment costs liavc been 
reduced in the last .30 y/'ars ; rich mines have continued to produce, and new ones 
have been discovered; but one of the chief reasons for the incre.'isotl production of 
silver, despite the lower prices, is that a large part of the production is now in 
conjunction with the production of other metals ; in fact, silver is largely a by-product 
of mining operations in which copi-ier, lead, and zinc arc the chief products and liear 
the larger part of the expense. 

57. The report of the Director of the Mint of the United States for the fiscal year 
ended 30th .lunc 1925 (page 33) contains a table furnished liy the Bnrcan of Minos, 
which gives the source of the silver ])roduction of the United States in the calendar 
year 1921. It accounts for over ()1,0(K),(XX) fine ounces, of which 23,OIK),OOU vv/'re 
recover/al from copper ores, 20,.5(X),000 from lead ores, and 20,000,000 from wliat are 
called diy and siliceous ores, being those from which nothing is recovered but silver. 
A small amount of silver is obtained also in conjunction with gold. 

58. According to those figures less than one-third of the silver output of the United 
States in that year was obtained from mining operations in wliich the chief product 
•was silver. The same is largely true of silver production in Mexico and other 
countries. 


5f). It is evident that silver production from this class of mi/ics is not likely to he as 
readily responsive to changes iu tlie price of silver as production from what are called 
straigiit silver mines. The net profit of operating these mines depends upon the 
c/anbin/al results, and upon the prices of copper and load and zinc, as well as the 
price of silver. 

00. It is a very dillicidt matter to say at what figure the price of silver will be low 
enotigh to clos/j an imporhint j)i’oporti()n of these mines. 'I'licre are men snfliciently 
familiar with such properties to give opinion worth having, but I would not attempt 
to give an opinion other than that I think the figure would he considerably below 21//. 

01. It is to bo considered that mining properties arc not ahaiidoned whenever their 
operations show a deficit according to approvcil book-keeping methods, which 
incluile charges for depletion of mineral, depreciation of equipment, bond interest, 
&.C. Under the conditions here presented mines will be operative as long as they 
pay operating costs, and possibly, in sonic instances, even longer, in the hope of ii 
favourable turn with regard to some of the factors. I f there is no hope as to silver 
there may be hope as to copper or lead. With silver now under 30//. I do not think 
a drop to 24//. would reduce production enough to off-set the withdrawal of India 
from the markets. 

02. ITio fact that so much uncertainty attaches to this feature of the plan makes it 
very important, as I view it, that the best expert opinion on the subject Ite had by the 
Commission before coming to a conclusion. If silver should fall to 15//. instead 
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of 2\d., it is evident not only tliat tho sales of mloeined silver would viold much less 
for the rcplenislunent of the reserves, hut that the decline would sisnifv a heavy 
depreciation upon all the silver hoards of India. I leave it to others more familiaV 
with the psychology and habits of the Indian people to estimate what elTects there 
niignt he in tlio way of inducing a more rapid convei-sion of silver into gold than 
has been contemplated, or of general discontent with the new system, or of 
influencing the people to the purchase and hoarding of gold instead of silver. With 
what Avo know of human nature in tho United States we would expect developments 
on all these lines. 


6.). hor reasons which I have outlined in the fii-st part of my discussion I would 
imiisider the last-named possibility one of great importance to the worlil at this time*. 
! he people of India have been buyers of silver on a great scale for a long time, 'fhey 
have been accustomed to esteem it as one of the precious metals, and it wouid seem 
that the reduction of the rupee to bo a subsidiary coin and a further serious deoliue 
in the price of bullion naturally would have the e'lTect of lessening the demand for all 
tho purposes for which silver has boon wanted in India, and of increasing the demand 
for gold. Furthermore, this probably would bo true as to many uses the world over. 
I do not think the world can adord to encourage or sati-sfy such an increase in tho 
non-inoiietary uses of gold at this time. 

C-1. The one certainty as to the price of silver in the event of this plan’s adoption 
would seem to bo that it must fall low enough to effect tho curtailment of production 
necessary to bring supply and demand into the balanced relation. 1 do not see how 
this can occur without closing an important juoportion of the properties in which 
silver is produced in conjunction with tho other metals, and if this result is forced 
the disaster throughout the mining industry will be enormous. 

C5. Although silver is a minor factor in the income of this class of properties, my 
understanding is that it supplies all of the profit and bears a part of the oxpen.se. 
Whether the rciiiiired curtailment would he accomplished at 20d. or lOd. is not 
important if it he true that this class of mines must be largely closed Ix'foro the 
decline can cease. This would mean a very great destruction of property values, a 
grave displacement of laljour, and probably higher prices to consumers the world over 
for copper, lead and zinc. 

00. The latter possibility has various jihases. A general cessation of operations liy 
the silver-lead and .silver-copper companies would foree up tho price of li'ad and 
copper to a point where increased production would bo imliieed from some source, 
and some of the closed properties might be enableil to resume opetrations at even 
lower returns for silver than have lieen suggested in tliis discussion. This would put 
more silver on the market, and thus readjustment might go on until wlial in tho past 
have been considered the Immliler metals bore practically all the cost of producing 
silver. (Jii the other hand, thiu'c is the possibility that low cost copper prodiuers in 
South America and Africa might expand their operations at the expense of their 
North American competitors, many of whom have been able to hold their own in the 
past largely by reason of the silver contents of their ores. 

()7. The value at this time of the mining properties in tlie United States which would 
he put in serious jeopardy by this plan probably is not loss than !5i50(>,(K)(),(KX). 
Higher figures have been named to me by men whose opinioii-s are entitled to as 
much weight as any that can ho Lad on this subject. Many thousands of workmen 
employed by the mining, smelting and transportation companies would ho involved. 
The nimifications of the elTeets of tho closing down the various operations upon ores 
producing silver, lead, copper and zinc, arc far-reaching. 

(18. Moreover they would not he confined to the United Stales, for the mines are in 
many countries, and a disaster to this industry at the present time obviously would 
ho unfortunate for the influence it would have upon genei-al industrial and business 
conditions throughout the world. 

69. I am sure that no such ill-cffects arecoutoinplatcd or desired by the sponsors of 
this plan, and I am conlident that this Coniiiiission will recognise that the jmiblenis 
involved ju it arc too complex, and the issues too serious for action to be taken 
without the most exhaustive investigation into the conditions Avhicli I have outlined. 

70. In conclusion, I would repeat that in speaking of silver production I do not wish 
.vou to understand that 1 am an expert upon the mining in(lu8trj\ 1 am not a mining 
engineer, nor engaged in mining, hut during the ycara of my incninhency of the 
position of Director of the Mint of the United States it happened that I had the 
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opportunity to become somewhat acquainted with gold and silver production, f 
prepared the statistics upon the subject which appear in the Mint lleports of those 
years. 1 have known many of the men who have been prominent in the mining 
industry in the United States, and 1 have felt justified in laying before you the 
general information which thus has come into my possession. Uor more exact 
information it will be necessary to have testimony from persons intimately related to 
tile industry. My statement is for tlio purpos«! of emphasising the importance t»f 
having such testimony before acting upon this proiwsal to sell large amounts of silver 
from India or to make any further change in the policy of India regarding silver. 


APPKNUIX 87. 

Report on proposal to place India on a Gold Standard, 
by Mr. Arthur Notman, Mining Engineer and Geologist, New York. 

. The method of putting this proposal into effect may be outlined as follows: — 
M’liere are in the currency reserve of the Indian tiovernment and in the silver rupees 
in circulation, which will be presented for redemption in gold, the equivalent of 
(i87,0(.K),()(H) line ounces of silver. It is proposed to release this total in equal annual 
instalments over a period of 10 years, which would be equivalent to an increase of 
al)out oO per cent, in the present available annual supply of 240,0(X),000 ozs. 

Far-reaching Effects, 

The ('Heels of such action would be lar-r(*achijig throngbont the non-l’errous metal 
industry of the world. The burden of theso effects would fall, in large part, cm that 
portion of the industry owned in the United States. The larger share of the domestic 
burden would fall upon the lead industi-y, togotlu^r w’ith the consumers of that metal. 
Copper, too, wotdd bo materially affeetted, whereas the /.inc industry would be little 
disturbed. 

Basis of Value. 

In the past the pri(^e of silv(*r has reflc'ctcd any n’ducficni in its use for coinage 
purposes and will doubtless continue to do so in the future. The world’s stock of 
silver in all forms is steadily increasing. With a growing volume of trade lajtwetm 
the Orient and the gold standard nations of the West the reverence for the lueUil as a 
symbol of value will gi’adnally disappe,!!’. The present agitation from India is 
evidence of this tendency, llegardless of any governnumtal action, this cannot fail 
to have a depressing effect on consumption in the l^ast. 

Growth of World’s Stock of Silver. 

As we shall see, an increasing proportion of the total production is a by-product 
ef the base metals. In view of tlic growing demand of the world for the latter metals, 
solidly based on manifold industrial uses, the world’s stock of silver seoins dcstine(l 
to increase even more rapidly than in tin*. ])ast. It is idle to suppose that in the face 
of those forces evc'n the world-old sentiment of the Orient for the metal will successfully 
hold back economic law. 

World Production. 

In the yc'ars and 1924 the world produced 480,000,000 ozs. of silver, for 
which it paid appimimatcly 65 cents per o/.., or §312,000,0<X). This production was 
divided as follows : — 

Sll.VEn I’ltODUOTION OF TUB WottLD, 1923 4. 



of Ounces. 


United States - - - 

130 

Europe - - . - 

19 

(lanada > . - 

.39 

Oceania - - - - 

25 

Mexico - . - - 

182 

Asia - - - _ 

21 

Central America 

() 

.Africa - - , - 

3 

South America - - - 

55 



Total Western Ileraisphcre 

412 

Total Eastern Hemisphere 

68 


Urand Totid, 480. 
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Sources of Domestic Production. 

North Aiiiericji acaHiiited for 73 per (rent, of this output, and United States 
mvestors received the heiiofits d(irived from at least 300,0(K),()U() ozs. The United 
States production was obtaiiual Iroin the following' sources: from straight silver 
ores, 43 per ('ent. ; from lea.l ores and lead ores carrying a little zinc, and/or coiipcr, 
. 1.1 per cent. ; from copper ores, l?i) per cent., and the small remaining balance from 
zinc ores. Iho world lign res reinesent a iword for silver. This is true, also, for 
the lead production. In tim ca.se of copper, the output in the war years 101 7 18 
exceeded that of 1023 and 1024 by about G per cent., but the latter years made a 
peace-time record. 

The volume and trend of domestic silver production, and their relation to those of 
the base metals, arc brought out in the aeeompanying (Jhai Ls I and 2. World 
ligiiios, if aViiilablo, would in all probability show similar relationships. The 
evidence, so far as base metals are concerned, i>oints strongly to still rapidly rising 
production and eonsumption. At the moment stocks of thi'se mt'tals are If 
anything below normal, showing that consumption has fully kojit pace. 


Domestic Consumption. 

'I’hc domestie consumption of silver for the 12 years l'.)12 U) I'.l2.‘i inclusive, 
according to the .American Hiire.-iu of Metal Statistics' was (>03,000,000 ozs. Of this 
•Il’G per cent, \vent into coinage and .AS*! per c(‘nt. into manufacturing and the arts. 
Om'-(pi.irter of the latter amount was derived from old scrap, and the balance from 
new matm'ial. 

'Phe ])rincipal industrial uses arc silver ornaments, i>lating, pliotograiihy, and the 
chemical industries. It should be remembered that aside from the small amounts 
actually consumed in the two latter industries, and the amounts lost by physical wear 
and tear on coins and ornaments or accidentally, the total stock is aiignienicd (,>aeh 
year by the annual production. In other words, the metal is jiractically indestructible. 
There are no statistics available to eoniprehend this condition. I’resinimbly tlie gn'at 
hulk of all the silver (hat has been produced since the beginning of time is still in 
existence in one form or another. .Most of it, however, is jierforming no essential 
service. 

Domestic Industrial Consumption. 

No reliable ligures other than those for the United States covering imlustrial 
consumption have been compiled. 'Phe per capita domestic industrial consnniption 
has remained nearly stationary at ‘32 of an ounce for the last IG years. Its relation 
to the per capita consumption of the base metals, copiier, lead, and zinc, is shown by 
the American Ibireau of Mittal Statistics as follows : — 


Per Capita huhiMrial Coiiauniplioa — United SUiten, 

Silver. Jiasc metiil.s. 

For the three years, 1912-4, inclusive - ‘31 ozs. 23 ‘52 lbs. 

*„ 1922-4, „ - -32 .. 3()‘75 .. 


It seems probable that the industrial oonsnmption of the nations of western Kiirope 
would bear soniewh<at the same relation to their consmnptioii of tlie base metals as is 
apparent in this country. Unfortunately, our classification docs not show wliat pan 
of our industrial consumption depends on mere appearance and sentiment and wbat 
on valuable physical, chemical, or (dectrical properties peculiar to silver. However, 
it seems likely that the former considerations form the basis for the larger part of tliis 
consumption. It is not without signilicance that silver ornaments are stamped with 
the sterling brand to distinguish them from those made of many equally attractive hut 
much cheaper base metal alloys. 


Currant Costs of Silver and tho Base Motals. 

An examination of the attached cost data, 1 ablcs I and II, for the years 192.) and 
1924 throws light on this question. 'Phesc data have been assembled from tho 
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pnhlished aiimuil reports of a group of representative silver producers. The strictly 
domestic compani(?8 had an output for the two years in excess of 75 million ozs., 
approximately 58 per ijent. of the total domestic output. 

in the preparation of the tables the production has been classifled as follows: — 
(1) (geographically into domestic and foreign, and (2) acamling to the nature of the 
ores from which the silver is «lcrivcd. The latter tilassilication serves to separate that 
portion of the production which is mined essentially for its own value and/or that of 
associaltnl gold from tliat secured as a by-product in the extraction of base metal 
onw. Straight zinc ores cariying silver have been disregarded for the reason that the 
production derived from them amounts to but 2 per cent, of the total. 


Silver and Silver Gold Ores. 

I’ablo [ eliows that in the case of these ores a reduction in the price of silver of 
the 11)23-4 average of about 05 cents per ounce to 45 cents would reduce the 
distributable margin before depletion from 30 cents to 10 cents per ounce, or CGj per 
cent. Out of this distributable margin provision must be made for the return of the 
capital inv<)Stmont with interest before there is any real mining prolit. It is dilBcult 
to arrive at any satisfactory figure for the average investment per ounce of annual 
production in the case of these producers of straight silver ores. The reason for this 
is that the usual and justiliable conservative policy followed by them involves the 
charging out of these investments rapidly against earnings during the early history of 
the properties. i*erha])s ^I.IH) per ounce of annual production woidd be a fair 
estimate of the amount ol capital required. To insure its return with interest over the 
life of the deposits the annual yield should be 8 to 10 cents per ounce, in reality,, 
therefore, when the ilistribuPiblo margin falls to this figure, there arc no profits. 


Base Metal Ores. 

Companies faced by such a condition usually continue to produce even after this 
“living wage ” has disappeared, in the hope that better prices, richer ores, lower cost, 
any or all will enable them to hold their heads above water. These considerations 
apply, with equal force, to the silver lead and silver copper prodiicors. It is probable 
that there would still be some iiroduction from the lirst group after the jirice reached 
20 cents ])er ounce. Selective mining of ores higher in grade than llie averagii of the 
past might enable them to maintain a limited output wdth some distributable margin, 
llere, again, the same principhi holds iriio for the producers of silver from base metal 
ores. With each successive dro]) In price all units would be affected, but in vaiying 
dcgrcHis. The most likely outcome! woidd be that instead of certain units disa[)p(!ariug 
from the? picture, as might be gathered from the tables, the production of each woid(i 
Ihj reduced. The combined effect of such reduction should approximate that which 
would be caused by the elimination of the higher cost units. 

With these ideas in mind, a study of 'I’ablos I and II will give a picture of the 
effects of a falling price for silver on this i)articular group of producers. Table III 
should be studied with tin- others as it summari.ses these effects, assuming that the 
prices of load and copper will remain at about the present level of 8 cents and 
14 cents per lb. respectively. As avo shall see later, this is not apt to bo the case. 
To maintain the present requisite supplies of these metals in the face of falling prices 
for silver, their prices must necessarily rise. However, on any other assumption the 
picture would become too confused to hold any meaning. 

It should b(! noted in the (iase of the .Vnaconda (lopper Companj'^ that about 
one-half of their dom(!Sti(. investment is involved in activities other than that of 
producing electrolytic co|)per. Jh’csuinably, therefore, onc-half of the margin shown 
is represented by income from these operations. IJefore comparison, therefore, with 
the other companies, the cost of their copper should betaken at about 1 1 *75 cents. 
'I'lie case of the Utah Copper Company, representing over 25 per cent, of the copper 
production of the group, de .serves special mention. Silver plays such a small part in 
their income that they would be practically unaffected. In all cases, the costs shown 
are after all credits and idiargcs, excepting l)ond interest and depletion. Careful 
study of the history of the copper industry shows that the investment amounts tO' 
40 cents per pound of annual output on the average. The figures for lead are not so- 
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reliable, but indicate an investment (if alwnt one-half of this amount. If m* svssuino 
that in general these properties have reserves of ore in tlie gromid sniHcient to 
jnainUun product ion for 20 years, an <S per ('ent. annual dividend on these invest inents 
will yield O per cent, interest and an annual instalment wliicli, reinvested at I per 
cent, compound interest will rolurn the capital in 20 years, fn other words, the 
capital charges amount to o’ 2 cents per pound of copper and I'G cents per pound of 
lead. Naturally, those coinpanitis will continue to produce as long as they can earn 
any margin before these capital charges. 

From the above it would follow that with Iciid at 8 (‘cuts per pound, when the cost 
as shown reaches (i‘4 cents prolit disappears, and similarly in the case of copper. 
With the metal at II cents per pound, when the cost reaches l()-8 cents prolit 
vanishes. It is idle to suppose that production from these sources would thou cease. 
Wo have aln^ady discussed the factors tending to maintain output midei- similar 
conditions in the ease of the silver and silver gold oiu In that of the base metal ores 
there would lie the added slimnlns of the prospect of rising prices for these metals. 


Estimated World’s Silver Production at falling Prices. 

It would s(?em ('ssoiitial for a proper view of silver |)roduction as a whole to 
attempt a (piantitative estimate of the elTeots of this proposal in the light of those 
indicated on that portion of the industry for which we liave ligiires. To do so, 
certain additional assumptions are necc'ssary Ix'yond that of (Constant prices for the 
base liu'tals at their present level. Kor example, this would be a reasoualile 
assumption, that the eombitmd production of Canada and Mc.xico is obtaini'd from the 
three classes of ore in the same proportions as that of the United Slate's (for the 
latter, see (’hart 2) : namely, 13 per cent, from straight silver and silver gold ores 
(dry and siliceous and placer) ; per cent, from silver lead ores ; 2U per cent, from 
silvercopper ores, and 2 per cent, from zinc ores, (Ui'ad ores carrying minor amoiinta 
of zinc have been inelndod with the lead silver grou|>.) in general, the similar 
gi'ological environment in these adjacent aix'as of the North .Vmerican continent to 
that of the United Stales alTord strong support lor this assumption. 'I'o carry the 
assnmpliou further and cover the balance of tlio world prodiietiou is (|noslionable, 
and yet, granting its validity with respect to the whole of North .Vim'rica, wc have 
already covered 73 per cent, of the total production. Even a siilistanlial error in this 
balance will be greatly minimised in the total. 'I'able 111, already referred to, shows 
how the silver |)roduclion of onr seleeti'il group would be alleeted by falling price, 
while 'ruble IV shows the estimated elfeets on world proilnetion, assuming our .sample 
to bo representative and the necessary assumptions sound. 


Balance between Production and Prices. 


Just whore the balaiujo between production and prices of silver and tlio base 
metals would bo adjusted is extremely dillicnit to forecast, lu the absence of action 
such as that proposed in the xdan under discussion, however, investments and metal 
prices can and will be gradually adjusted to (diaiiging conditions, without serious 
upset. On the other hand, the proposed action would nnqnestionahly precipitate a 
most serious condition of alfairs. with heavy hjsses to investments which amoimt in 
round numbers to 1 billion dollars in this country alone. An unavoidable scqm'l 
wonitl be tlie loss of employment to many thousands of workmen by the enforced 
shutdown of mines, mills, smelters, n'linerics, &e. 


While these facts apply more directly to the domestic, situation, it is true, that the 
effects would fall even more scv(?rely, proportionally, on .Mexico, hcf.-anse of the fact 
that they produce 50 per cent, more silver, largely from lead-silveu- ores similar in 
nature to those of the United States, 

Siirce IHOI the silver production of the Province of Ontario of the Dominion of 
Canada has amounted to over ooO million ounces, w ith a gioss \a|ue of million 
dollars. 'I’ho average price received on this pi-oduction was 03 ‘ 60 cents jier ounce. 
It must' be obvious that if the future production can be sold at price's only from 
onc-third to one-half of this figure, a tn'inondous injury will be done to the Canadian 
investments 'ITie Western Hemisiihere piwluces about 8.5 per cent, of the total 
world oinpiit. With silver at 20 cents, the income derive-d frijm this production 
would amount to 40 million dollars annually, compared with J30 million at the 
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present level. As ulready pointed out, the prices for lead, copper and zinc would 
inevitably be forced to a sullioicntly higlier level to conipcuaatc for this loss of income 
from silver. In my judf^inent, the increases necessary would amount to li cents to 
8 cents per pound of lead to 1 cent to 2 cents per pound of copper. Tf we now apply 
these increases to the present nvte of consumption in this country for lead and copper 
they w'ill amoujit to an annual charge of to Cli million dollars. There is danger 
that such an .'uljustment in price in the case of copper would result in the transfer of 
a matei-ial portion of the production to foreign hands, with consequent severe loss to 
domestic investments. The dangers of any sudden disturbance of the equilibrium 
among the factors controlling the welfare of the non-ferrous metal industry of the 
world are obvious. Our study strongly supports the view that the present proposal 
wouhl constitute a major danger of this sort. 


TABLE I. 

Output and Costs of Principal Silver Producing Companies of the Western 
Hemisphere for the two years 1923 and 1924. 

Notk 1. — All (l:ihi taken fiTJiii published uiiiiiuil reports of Companies or Year Jiook of American Hureaii 
of Metal Statistics. 

Noth 2. - (\ists are taken after all cit'dits and ancliom^^es, excepting bond interest and depiction with 
exceptions noted below. 


PiioiircKRs OK Dry and Sii.kkois 
Orks. 

Pi'(m 1 net ion. 

Cost before bond 
interest mid depletion. 

Cold credit. 

United States 

West bind Coiisolidute<l Mining 

Silver 

ozs. 

1,91 2, OSS 

Total. 

J biilars. 
tM0,JK)r> 

Per oz. 
(knits. 

*T:Pr)2 

Total. 

Dollars. 

Per oz. 
Cents. 

Tonopah Mining (\). 

;!,ai>(i.025 

2,125,987 

.52-74 

470.000 

11-88 

Toiiopali Extension Co. 

;wi-2,018 

1, 201, .289 


!K)0.000 

24-92 

Tonnpali Jkdinoiit (k>. 

2,08t,tr)5) 

J,044,!K):{ 


474,600 

22-77 

California Uand Silver 

4,t>72,Sl7 

!>37,418 

42-02 


— 

Tiital 

i<:.2H7.-aj7 

6,070,(502 

:17:38 

1,844,660 

11 -»5 

(\inada 

Premier (lold Mining ( o 


2,004,859 


5,172,275 

86-77 

Nipissing Mines, Ltd. 

l).48it,778 

1,752,1.54 

27-01 

-- 


Keelev Silver 

:3,‘224,77l> 

679,(529 

2107 


— 

roiiiagas 

],S!«).!>77 

(518,729 


-- 

— - 

Vvntral Anirrica : - 

N.Y. Ilonduraa-Uosario Mining Co. 

i 

4,228,115 

1,897,270 

4-4-88 



- 

Me.ricii : — 

El Tigro Milling Cn. 

.').71.S1()!> 

2,0:50,24(5 

:35-.5l 


_ 

Ainparo Mining Co. 

2,a!:t.215 

792.:322 

:52-17 

1,092,920 

44-27 

Doloies Mines Co 

1,82(J,SC!) 

1,(H)7,624 

58-41 

— 

... 
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Supplementary Memorandum by Mr. Notman. 

The following figures are taken from the 1925 “ .Mining Manual ami Year Book ” 
by W. E. Skinner, published in T^ondon. They cover the production and financial 
returns for the fiscal year ending 30th June 1924 of the Burma Corporation, Ltd., 
operating very large lead mines in the Northern Shan States, upper Burma, and the 
Broken Hill South, I^td., operating large silver, lead, and zinc uiiue.s at Broken Hill 
Barrier llaugcs. New South Wales. Both these companies, so far as I am aware, ar<J 
financed wholly by British capital and constitute major industrial units in their 
respective localities. 

In preparing the following table I have assumed that tlie metals were marketed at 
the average of the London quotations for the period as reported by the American 
Bureau of Metal Statistics. In converting to dollars I have used tin? average excliange 
as reported by the Federal Reserve Bank for the period. 




TABLE 

V. 




l*i* 0 (luction. 

Not fost of load. 

iSilviT civilit. 

Net iiifoine before 
bond iiiterPHt nml 
depletion. 

Company. 

Burma Corpora I ion 

Silver. 

()7,R. 

... ri,287,7ll 

Lead. 

LL. 

1 1. ‘1.0:18,(100 

I*»T 

Tolnl. Ui. 

$ CtH. 

:i,lll,08H 2 -os 

Per 

Total. Ih. 

Cts. 

V'H.iHO :i'0i 

Per 

Total. lb. 

$ Ctr*. 

3,2S.'i,0.’i2 2 ■ M 



Lead and 
/iiK*. 

Net cost of 
haSM riu'tals. 



Brokoii Hill Soiitli 

... I,2;ie,.'i72 

129, 272,040 

7,«0(>,S22 4 III 

8271, 701 0-64 

i,fiH0,5;i;i i:ii 

Notk. -(I) Avenigo motiii 
Exchange lakeii at $4‘404.‘l. 

ppires : Lead 

€2H,0«.’i, /iiM* €.‘12,770 per long Ion, 

and Kilvor iit 00 

‘781 eoiitH per o/,.. 


(2) III tliu lmiiHcri|it. nf t.lio aci'OiiiitM of th« llrokoii Hill Soiitli, n|))uinMitljr no for 'loprcriiitioii hurl boon nitiilo 

ligiiiTiut current earniii^H. It wus Htated, however, that .€80,000 of the 0 |H>rHtin]( ineomo hud Inien appropriatod for 
coTiHtruotioii, and [ have aRMiitned that thiu amount woiihl ropivneiiL a fair charge to dopivciatioii in arriving at net iiicoiiii* 
licforo delieniiii'e iiiterout and depletion. 


It will bo noted that the net costs fi'r lead and zinc, after silver credits, are well 
within tlie range of those in the representative group shown in Table II of niy 
Report, In the case of tlui Burma (..'orporation, which produced over 9l) per cent, of 
the Indian silver output for 1921, the silver credit amounted to 107 per cent, of the 
net income, while in that of the Broken Hill South it represcuited 49 per cetit. A 
reduction in the sellitig price of silver to 10 cents per oz. would have reduced the 
income of the Burma Corporation over S3,(X)0,000, leaving them less than $300, (KK) 
net income, while that of the Broken Hill South, i.td,, would have suffered a reduction 
of $002,147. 


AIT’KNDIX 88. 

Memorandum on the Effect upon the Copper, Lead and Zinc Mining 
Industries of successive decreases in the Price of Silver which 
would be caused by the introduction of the Gold Standard in 
India, by Mr. H. A. C. Jenison,^ Consulting Engineer, Guaranty 
Company of New York. 

Introduction. 

Practically all of the data coutaincil in this ReiKjrt were (•ollocted by the United 
States Senate Commission of Cold and Silver Inquiry, under the chairmanship of 
Senator Tasker J., Oddie (Nevada), iu compliance with instructions from the United 
States Senate, to determine the reasons for tlic decrease iti gold and silver production, 
and to recommend remedial legislation should it he necessjiry. Siueo most of the 
American silver production an<l a large part of the American gold piwlnctiou is 
derived from copper, load and zinc ores, the investigation neci'ssarily included the 

copper, lead and zinc industries. ... . . , 

The writer was the engineer in charge of the mining investigation, and prcjiared 
the questionnaire on mining costs and investment in the non-ferrous meuil mining 
industry. 

• 1919-23 Geoloffist in charge of copper. United States G»«IogieaI Survey. 1923-5, Mining 
Engineer in charge of mining cost. investmentH. yield inv.«tigat.on of copper, lead, sine, g.dd and silver, 
U.S. Senate Commission of Gold and Silver Inqniiy. 
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Tho (lata collected covered the period 1913-24 inclusive, and are exceedingly 
coniprelieiisivc and (!omplete for all of the j^'incipal mining coinpanie.s, and represent 
approximate!) 95 per cent, of the productive capacity of tho copper industry, 
75 per cent, of the lead, 70 per cent, of the zinc, 75 per cent, of the silver, and 
55 per cent, of the productive capacity of the gold mining industry. 

A very ca1*cful and accurate analysis of the records of tho companies was made for 
the solo purpose of determining the facts, and, if possible, recommending sound 
permanent solutions of problems of the industry. 

All of tho data were collected under the pledge of regarding the individual 
companies’ records as highly eonlidential. Consecpiently in this Report only 
aggregate figures can be shown. The data are the most accurate that could possibly 
bo ass(unblc(l. 

Companies included in the Report. 

Copi)er ConqMnies. 

All of the American copper companies whoso income from silver is a substantial 
part of the total income, and nect^ssary to the successful cx|)loitulion of silver-bearing 
copper ores, have teen included. If it w(;rc j)osaible to include an analysis of tho 
cost and ]>roduction records of all the small copper vein mines of tho Western States, 
tho vital importance of silver in tho succcsslid operation of this group of copper mines 
would be more strikingly demonstrated. 

The productive capacity of the group included in this Re|)ort is about 40 pc^r cent, 
of the total domestic productive capacity, and the production of the group for the 
years 1919-24 inclusive was approximately 40 per cent, of tho total domestic 
production and 20 per cent, of the production of the world. The production of this 
group is three to six times us large as any additional production which would he 
made from the rest of the industry without greatly expanding their present plants 
and e(|uipmcnt. 

'rherefoni, any vital change in the conditions under which this group of mines is 
operating woidd bo transmitted to the rest of the industry in the same or greater 
proportions. 

Method of determ’inhiQ cods. 

'I'ho costs herein shown include all tho din^ct and indirect costs of mining, 
concentrating, smelting, retining and marketing, depreciation and taxes. The costs 
and income shown is that which has been actually derived from the production and 
marketing of metals. 

Non-operating income, such as that from customs smelting, sale of power, 
rentals, &c., has Ixnm excluded, since in all cases the operations are too small ami 
unimportant to be carried on independently of mining, and would therefore cease 
with tho suspension of mining optjrations. 

The costs and income have', been carefully segregated according to metals for 
those companies which produce large quantities of two or more of the base metals. 
Where considerable cpiantities of more than one base metal are produced, and it is 
impossible to allocate the costs accurately, tluj secondary base metal has been 
expressed in terms of the principal metal, according to their respective values. 
Ihqdetion (return of invested capital) has not been considered as a cost, and no 
consideration has been given to income from investments. 

Lend cunejianies. 

A very large part of the western lead production of the United States is made by 
hundreds of small operators who sell their ore or concentrates to the customs smelters. 
M'he cost record of this production is not available, or it is too inaccurate to he of any 
value. Consequently, the cost statistics contained in the tables represent oidy five or 
six of the principal western load mines. Tlu'se statistics, however, are a sound basis 
for the consideration of the lead industry, since the production of lead from these 
mines varies far less with tho fiuctuations in tho prices of lead and silver than does 
the production from tho smaller mines. Consequently, it may bo assumed that tho 
gro.-.: majority of the small western mines, whose' aggregate produotion is so large 
.and so important, are all more nearly marginal than those large mines whose costs 
are shown herein. 

Method of determining costs. 

Tho methods of arriving at costs, credits, and income for the lead companies are 
the same as for the copper companies and the data are in all ways comparable. 
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The Effect of a material decrease in the Price of Silver upon the Copper Industry. 

Tlie copper aa<l silver proiliieing group ot mines umler eonsiiloration in the 
United States represents about 10 per cent, of the total copper production capacity of 
the domestic industry. From lUil) to 192-1 inclusive, this group produced about 
dO per cent, of the total domestic production and about 20 yior cent, of the world’s 
production of copper. 

Throiighout that period the average production of silver from this gronj) was in 
excess of 50 line ozs. per ton of copper. 'I’lic creilit for silver per lb. of coiuier 


c.\ui.nn ui </'/ mil- o/.s. |jci uju ui wjppcr. 1 jie crciui, lor silver per to. ot copper 
has decreased with the decrease in tiie price of silver from 3 • J 2 cents in J!)l!) to 
l'0l,cents in 1924. 

A yiractically proportionate tlecri^ase in tho cost of jn-odneing copper (due to 
metallurgical improvements, selective mining, and production on the most ('conomic 
scale) and in the selling ytrice of copper lias, howevi’r, resulted in a nearly constant 
relationship lietwoeii tho value of copper and of silver lu-oduced. 

For the entire period under coiisidcratiou, the value of the silver recovered from 
the luiiiing of copper has varied from 8.5 per cent, to 1 12 per cent, and has averaged 
102 '5 per cent, of the total net iiieome from mining and marketing copper. That 
is, the value of the silver n'coverod from the mining, na-overy, ami marki-tiug of 
the metals coiitaiuiHl in the silver-lwuriiig copper ore lias exceeded the total profit 
thereon. 

Fiirtlicriiiore, in the year 1921 tho cost of producing copper by this group was 
reduced to approximately tin* minimum which may he reasonably expected tinder the 
present and most ocoiioiiiic scab? of [iroduction, and yet the value of silver recovered 
from tlio copper ores produced was 97 percent, of the net iiicoino from tho operation. 

'I’liiis the price of silve,f dcteniiincs tlic net prolits from the production and 
marketing of copper from this group as a whole. 

With the price of coppm- remaining constant, a decrease in the jiricc of silver 
to about cents per oz. would make it impossible for more than one or two of 
the companies in this group to operate at a real prolit, and none of lliom could 
withstand a matm-ial operating or market reverse without incurring an operating loss. 
Fufthcrinore, Avith silver at cents pi’r oz., and with no rev('rs(.*s of any kind, 
this group of companies would only earn about upon an outstanding 

investment of more tluiii §000,001.), 000, or about •Spcrcciit, (cight-tentlis of I ])crc(>iit.). 

'riiereforc, all of the coiiipaiiies in this group would he marginal producers and 
ipiito unable to earn an adeipiate return on capital invested, ever ri'tiini the investment 
itself, or liipiidate nearly §200,()0(),000 worth of outstanding bonds. 

A furllior decrease iu the price of silver would he proportionately more disastrous. 

With such a decrease in the price of silver, there would lie two alternatives 
for tho mines of this group — (I) inlcnsioe, gehxtice m’miny, and {2) iiU8[)Citsioii. of 
oiHirations until the price of copper again pcrmilted operations. 

The slate of tho coyiper market for the past seven years has forced upon this group 
of mines selective mining on a broad scale. Highly selective mining, however, did 
not yield a sulTlcieiit tonnage to greatly reduce the cost. In 1921. however, inenuxed 
toniKUjt!, combined with the maxiiiiuiii of selective milling possible, greatly lowered 
the cost of production. 

Oousoipiently it seems certain that sullicient selective mining could not he 
practised to compensate for the loss of the silver credit for any appreciable length of 
time. Fiveu if snllicient selective mining could he jiractiscd to compensate for the 
loss of silver credit, it would curtail production enormously (thus creating a shortage 
of coppor), quickly cxliaust the high-grado ores without prolit, and render tlie 
exploitation ot the remaining great tonnages of low-grade ore impossible without an 
increase in price of copper greater than the loss of silvei eiedil. 

If operations were suspended instead of being enormously curtailed, a greater 
shortage of copper would result and tho price of copper would inevitably increase 
■enough to enable these mines Ua resume opciatioiis as iiiiiigitial piodu(.ois. Ihe 
resumption of operations by this group would slightly depress the price of copper, 
again resulting in exhaustion of ore reserves, without proUt, or would lorcc 

either case, the price of copper tliroughont the world would increase at least 
2 cents per lb., and the.se mines would remain marginal producers, thus failing to earn 
interest on the outstanding investment, much less repaj it. 

Furthermore, the increased price ot copper ol aliout - cents per lb., and the 
transformation of this group of mines into marginal producers through the decreased 
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value ol silver would uudouljtcdlj' rcsidl iu a rapid increase in productive capacity of' 
the lai-fje, low-grade, iioii-silver-hearing, low cost, American, South American and 
African copper mines eepud or nearly equal to the productive capacity of this group, 
of mines. In such an event, litis group of mines ivould soon have to be abandomid. 

fu summary, it is concluded that the doorcase in jthe value of silver to oil cents or 
less per oz. would ultimately prol.'ably result in 

(1) a loss or a failure to recover between §000,000,000 and $700,000,000 of 
outstanding investment in these mines; 

(L*) the loss of several thousands of millions of pounds of copper (5,000,0(K),(I0(): 
to 10,000,000,(X)0 — worth at present prices $700,000,000 to $ 1,400,000, 001 ») 
contained in the ore reserves which could not be mined. 


fjCiul companies. 

The most conspicuous development in the domestic non-ferrous metal mining 
industry since the war has been the extraordinary increase in the consumption and 
price of lead, particularly since 1019. Thi.s increase up to 1923 was in excess of 

200.000 tons, or 31 per cent, and was partially supplied by an increase of about 

120.000 tons in the (fomestic i)roduction, about 107,000 tons of which increase was 
supplied by increased or new production from the silver-lead mines of the west. The 
Central States, under the inducement of high prices of 1924, were only able to- 
increase their pro<luction 49,000 tons, or 2.3 per cent, over the 1919 figure. 

The accompanying tables indicate the increase of domestic production acconling 
to sources, and establish the fact that the marginal lead producers of the Uniteil 
Slates are the western silver-lead mines, ft is apparent that, on account of the new 
high level in the price of lea<l, the increasing consumption, tlic tariff on imports, and 
the failure to develop (with the notable exception of one mine in liritish Columbia) 
any new large additional sources of lead, tliat, so far as the United Stales is concerned, 
these marginal silver-lead produccre of the west do and will determine the domestic 
price of lead probably at some unknown point below that price where cousumplion of 
lead is restricted by the competition of substitutes. 

Tt is imiTossibhf to determine accurately the cost of production of a very large part 
of the western lead because it is sold as ore or concentrates to the smolt<*rs and is 
ilcrived from hundreds of small operators whose cost records are inadequate for the 
accurate determination of the cost of production. The accompanying tabic, showing 
the costs of lead in the jirincipal western lead mines, is, however, souml criteria upon 
whicli to draw (ronelusious as to the effect on the iiroduclion of lead of a large decrease 
in th(» ])rice of silver, since their prodnciion is fairly constant and of low cost. 

The. live of the principal lead companies whoso costs an; shown for 1919,1920 
and 1922, are far more independent of fluctuations in the price of silver than the 
numerous small ones which sell their ore directly to the smelters. It is a matter of 
common knowledge and smelter experience that production, from those mines which 
sell their ore and concentrates to custom smelters, varies greatly with flucituations in 
the price of lead and silver, and it is certain that most of sucli production was not 
and could not be made at <lecrcase(l prices of lead and silver which did not and would 
not matt-rially affect production from the live mines wlioso costs are shown. 

Kor the years 1919 to 1922 inclusive the average cost of lead for the five mines 
cousiden'd was S'23 cents per lb., the silver credit 4 ‘32 cents per lb. of lead, and 
the net cost of lead was about 3*9 cents per lb. These averages include mines with 
relatively large silver production and mines with rt;latively small silver production, 
and may be taken as representative figures for the ndnimum average cost of production 
of leail iu tiu; Western States. It is a notable fact that, for the three years under 
consideration, the value of silver pi’oduced with the lead by these mines was 
17U per cent, of the total net income from the operation. 

Unquestionably there have been changes in the cost of production since 1922, but 
in general they have largidy increased instead of decreascil. The higher prices for 
lead in lt'2.‘) and 1924 enabled the large low cost mines (mainly the Idaho group) to 
iiu icase their production by mining lower grade ores, thus increasing their average 
cost of production, 'lln; higher prices permitted the mines of the Utah and similar 
groups to increase theii production by about 75 per cent, in 1923 and practically 
lot) per cent, in 1024. 

In this connection it must be borne in mind that extensive selective mining is 
possible in the larger mines of this gi-oup, and their present production is readily 
<livisible into two classes: (1) the low cost, half ot the present production which was- 
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possible under tlie fairly low lead ])rice« of 1922 ; and (2) the higlj cost, liulf of the 
present production which is possible only under the present hit'll ju-iccs for lead and 
very large credit for silver. 

In 1924 the silver produced by tlie Utah group was below the average for the past 
.seven years ami yet was from 12(1 to o(X) ozs. of silver per ton of lead. Th<‘ silver 
credit varied for (he <liffercnt companies from 1 (jents to 7 cents per lb., and averaged 
5*2) cents per lb., which is twice as great as the difference in the price of lead in 1921 
and 1922 (2’30 cents per lb.). (Ibvionsly with such large silver credit ami the 
inability of this group to produce more than one-half of their j'.resent production with 
load at 1922 prices (5-7 cents per lb.), most of their income, if not all f)f it, as a 
gi'oiip, is still derived from the value (jf silver. In others, tin; average (Tinlit for 
silver i)er lb. of lead in 1924 for this group of mines was ;V.‘l cents per lb., and 
increa.se in 1924 prices for lead over 1922 was only about 2 •.‘lO cents. Therefore, a 
decrease in the price of silver to 25 cents or less per oz. (the price of lead remaining 
constant at 8 cents), tin; production of this group would he curtailed about 
:)U j)er eent. (the 1922 rate ot production), or about 35,(X)l) tons. Similar curtailment 
for the rest of the Western States would be inevitnbh; and would total at least 
70, ()()•) tons, since the smaller (.’olorado, Nevada, Arizona, Idaho and .Montana mijies 
are equally, if not more, dependent upon silver. 

Such curtailment of production would result iii a shortage of leail ami an increase 
in the i)rico of lead .sufficient to reston; this prodiiclioii to the ])o.sition of marginal 
production, or an increase ecpial to loss of silver ereilit, about .'1 cents per lb. of 
lead. 

Me.\ican mines, which supply the j)rincipal part of the imports of lead into the 
United Slates, are ev(;ji more dependent upon silver for tlie suecessful operation, even 
at tin; present high price of lead, than are the most of western domestic, mines. 
Representative il(;xican mines indicate that tin; minimum silver reciovery per (on of 
pig hiad pruilm;ed varies from 150 to 200 oz.s. per ton of lead, indicating a minimum 
credit for silver per pound of lead of from 5 cents to G'G cents per lb. 

'Phis lead could not be producetl and imported into the United States without an 
even greater increase in the price of lead than that necessary to permit of tin* western 
domestic mines to operate. The inability of this class of Mexican mines to operate 
without a credit for silv(;r of ,'1 cents to 5 cents per Ih. of lead would inevitably 
result in a still gniater sliortage of load and a rise of price to such a level that oven 
tlicso marginal mines could stipply the additional quantity of lead necessary to meet 
the demand. 

.\n increase of about 3 cents per lb. would make lead about 1 1 cents p(;r lb., 
a price which has been nearly equalled several times in the last two years. wlu;n the 
silver l(;ad producers had normal credit ft)r their silver. It is consequently believed 
that the subsequent decrease in jjrice of lead wa.s not duo to the competition of 
substitutes, but duo to increased production and satislied demand. 

'Phereforc, it is entirely reasonable to believe that a decrease in the pric<; of silv«T 
to aliont 35 cents per oz. would result in an increased price of lead of at least 3 cents 
per lb., thus adiling an adilitioiial cost of S45,(K)0,0(J() per year to the present cost 
•of lead to tho consumers at the present rate of consumption. 

Furthenuoiv, such an increase in price of lead would great.ly stimulate production 
from the non-silver-hcaring domestic lead mines and the low eost foreign mines, such 
as the Sullivan mine in British Columbia. If these mines are able to produce an 
additional 70,000 to 150,000 tons of lead (the minimum sum of tho domestic ami 
.Mexican production greatly affected by a decrease in the price of silver) tho American 
and Slexican production, which would he marginal with a ileerease to 35 per cent, 
per oz. of silver and increase of 3 cents per Ih. of lead, would be permanently 
marginal without decreasing the price of lead and the mines could not bo operated 
at a profit. 


Zinc minea. 

The zinc mines of the Western States, with the exception of three or four, are 
small, more or less intermittent producers of copper, lead, zinc, gold, and silver, 
and were more or loss marginal under any conditions until the recent snccessful 
development of selective flotation. 

Durinw the jieriod 1919 -22 inclusive, three of the principal western zinc mines 
made an 'average production per year of about 113,000 tons of zinc at a cost of 
6 cents per lb. with an average credit foi silvei of about 2 09 (;ents 
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ixii- lb., making a iKrt cost of zinc slightly less than 4 cents per lb.. The- 
credit for silver represonlcd more than 1.00 per cent, of the net income from the 
operaticju. 

The increased selling price of zinc has resulted in an increased cost for many of 
the small producers as well as some of the larger ones, on account of the treatment of 
lower grade ores, hut the proportion which the value of silver has borne lo the net 
operating income has remained nearly constant, thus contributing the principal part 
of the profit derived from this operation. 

Most of these mines under the present conditions can operate for 10 to 20 years, 
whereas those mines in the Central States probably cannot maintain their present rate 
of [irodiiction for more than five or six years without most unexpected discoveries of 
new zinc fields in the (Central States. Very active development anti prospecting in 
zinc regions of the Central States in the last few years has not resulted in the 
discovery of any new fields or in greatly extending the present ones. 'I’lierefore, for 
some years at least, such zinc mines as most of those of the Western States, will be 
marginal mines and consequently will largely determine the price of ziuc. This 
determination of price is a function of the price of silver, and in the main, any loss due 
to a decrea.se in the price of silver must be compensated for by a corresponding 
increase in the price of zinc. 

However, it is not believed that a decrease in the price of silver to ih'i cents or 
less would result in an increase in the price of zinc of more than a cent or a cent and 
a half per lb., but this increase Avould be essential to those western mines, and. 
it is essential that they continue to operate since they are the only mines on this 
continent with long assured lives, that is, with very large-developed and potential ore 
reserves. 

Complex lead-zinc ore*. 

The failure of live years of more or less active ])rospccting to reveal any large new 
lead or zinc districts and the increasing demand for Icail and ziuc has concentrated 
atteutiou more or less successfully on selective flotation and olectro-thcnnic production 
of complex lead-zinc ores, which, together with the high price of lead and zinc and 
the largo credit for silver, has made available millions of tons of complex lead- 
zinc ore. So far as can be determined at the present time, the increasing demand for 
lead and zinc must bo satisfied largely, if not mostly, from such complex ores. In Utah, 
several years’ experience with selective flotation of complex lead-zinc ores indicates 
that the average credit for silver is about $G per ton of ore treated. This is 
understood from coulidontial sourc<*s to represent at least 80 per cent, of the i>rolit to- 
the miner of such complex lead-zinc ores. Obviously, a material decrease in the price 
of silver would make the treatment of most of such complex lead-zinc ores impossibhv 
without a corresponding increase in the price of lead and zinc. 

Cuntom miielting and rejin'ing comitanieH. 

The principal profit derived from the custom .smelters and relincrs of lead in the 
United Slates is from the price margins on metals the recovery of more metal, 
particularly silver, than is paid. That is, the princii)al profit is derived, not from 
treatment charges, but from buying the lead and the silver in the ore or concentrates 
at the market price, recovering more nietsd than was paid for, and selling them (the 
metals) at a higher price than the purchase price. Since the credit of silver in 
customs ore varies from 2 cents to 25 cents or 30 cents jier lb. of lead produced, a 
material decrease in the price of silver would make such custom operation impossilde 
without a great increase in the i)rice of lead. IjOsscs which the customs smeltera and 
reliners would sicstain from a ilccrease in the price of silver would ultimately, of 
course, bo transmitted to the miner, but the re.sult would be the same in any case — 
a large increase in the price of lead. If the price of silver continuously decreased, it 
would be nearly impossible for the smcltere to pay the minera for their silver without 
sustaining serious losses, since, under the present system, the miner is paid for his 
ore concentrates on the basis of tho quotations of metals in New York as of the day 
on which the ore or concentrate arrives at the smelter, and the smelters would be 
forced to sell the silver at a future unknown but lower price. , The loss due to such 
decline would have to be sustained by the smelter, or an entirely new system of 
settlement developed. In any case, the situation would be chaotic for some time. 
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Silver mines. 

No effort has been made to show the costs ot silver from the straight silver mim‘s, 
since, on account of the varying conditions of the silver market for the past seven 
years, it is impossible to illustrate average comlitions. 

Until the expiration of the Pittman Act, costs pen* ton of ore were sacrificed in 
order to make a largo pro*luction, and since that time highly sidectivo mining has been 
extensively practised in order to effect the decreasing valui; ot silver. Gonseiiuenlly, 
the costs records alone ai'c iiisullicient data upon which to base' an opinion. 

It is certain, however, that even at ttie present prici^ of sdvi'r, but few silver mines 
are making much profit, and it is even more certain with silvm- at oo cents per oz. 
or less, that in a very few years (four or five at the most) the silver pnjdnctioii fnim 
this group of mines would be nearly negligible. 


SUMMARY. 


Copper. 

The decrease to So cents or less per oz. of silver would in all probability ri‘snlt 
in an increase in the price ot copper of about 2 emits jicr lb., a loss of some 
million invested in the copper-silver mines of the west, replacing of tlunr 
jirodnction by foreign production, and the loss of o to 1(1 thousand million lbs. of 
metal contaimul in the ore resijrves of these mines which could not bi' successfully 
operated under such (ronditions. 

Lea{l wineii. 

The result of sikjIi a decrease in the price! of silver so lar as It'ad is concerned 
would in all probability be primarily and principally that of increasing the price of 
lead about H (jents per lb. and inakiiig the silvm-lead mines of the west marginal 
producers, thus rendering it impossible for them to ('am interest on the investment 
or to recover the outstanding investment. 


Zinc mines. 

The decrease in tlie price of silver to alxmt ^15 cents per oz. or Itjss would 
probably be rellectcd merely in an iiicreasi^ in the price of zinc* of a cent or a ccMit 
and a half per lb., tlie loss of part of tin; zinc res('rvt^s of the west and the more 
rapid exhaustion of the comparatively short-lived ri*serves ot the Central vStatc^s. 


Complex lead-zinc ores. 

Until the increase in the prices of l(^a<l and ziiur offset the Icjss of the value of 
silver, the necessary production from the complex lead-zinc (m's would bcj cut off and 
their general availaliilily be postponed and inciH'ased in cost. 
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TAULK 1. 


Mine Production of Silver in the United States and the number of Fine Ounces and Percentages 
of Production derived from the Principal Classes of Ores.* 


11^4— .21 Calciithir Years. 
(In tlmimmh of Jim omurH,) 


Year. 


'I'titiil 

pIN). 

(llUMidll. 


IMarcrM. 


Dry uml 

! hilicioiiR uifs. 






Zinc. 


I and copiN.*!*- | 
10}id-7.iiu‘ i 


Jji'nd'iciiu' ores 





% of 


% of 


% of 


% ul 


% of 


% of 


% of 



OZN. 

total. 

O’M. 

total. 

OZH. 

total. 

ihH. 

total. 

OZH. 

lota). 

OZH. 

toUil. 

OZN. 

total. 

1911 . 

09,023 

152 

0*22 

27,812 

39*05 

14,830 

21*30 

19,392 

27*72 

145 

0*21 

249 

0*30 

7,133 

10*21 

1915 

72,344 

155 

0-LM 

25,710 

35*53 

18,781 

25*90 

19,829 

27*40 

1,130 

1*57 

234 

0-33 

0,509 

9*0ii 

19Ui 

7H,858 

120 

O'lG 

24,594 

31*18 

24,511 

81*12 

19,217 

24*37 

1,274 

1*01 

533 

0*08 

8,572 

108s 

1917 

7U,ri(i2 

119 

017 

21,490 

30*41 

10,314 

28*75 

10,090 

27*02 

550 

0*78 

448 

0*04 

8,045 

12*23 

I91S 

08,059 

90 

0'13 

21,505 

31*08 

20,403 

30*07 

18.291 

20*89 

130 

0*20 

225 

0*33 

7,290 

10*70 

1919 

51,900 

78 

0*15 

19,044 

30*09 

12,881 

24*82 

14,351 

27*05 

39 

0*08 

232 

0*45 

5,274 

10*10 

1920 

56,537 

73 

0*13 

20.478 

SO ' 22 

12,151 

21*49 

17,070 

30*19 

1,258 

2*23 

070 

1*18 

4,837 

8 '.50 

1921 

40,333 

81 

0*18 

24,117 

5*2; ()5 

4^783 

10-32 

14,913 

32*19 

0 

0-01 

449 

0*97 

1,983 

4*2s 

1922 

01,208 

01 

O'lO 

28,032 

40*78 

10,370 

10*95 

10,757 

27*38 

1,077 

2*74 

070 

1*09 

3,030 

4*90 

1923 

70,350 

58 

O'OS 

27,037 

39*28 

14,084 

20*87 

20,140 

28*03 

2,171 

3*08 

1,348 

1*92 

4,318 

0*14 

1924 

04,071 

51 

O'OS 

20,388 

31*82 

10,335 

25*50 

18,859 

29*43 

24 

0*04 

1,194 

1 - NO 

7,218 

11*27 

Ave r a .i(e, \ 
1914-24 j 

04,542 

95 

0*15 

23,770 

30*83 

15,407 

23*90 

17,984 

27*80 

705 

i 

1*19 

508 

0*88 

5.892 

9*i:: 


* Ah reported Iiy the I’.S. (ieolo^ioul Survey -1025 fi^'iires are not yet avniiahle. 


TAHLK 2. 

World’s Production of Copper. 

{Ill xlmrt liiiix — 3,(K)0 Ih.) 



11)111. 

1920. 

1921. 

1922. 

1923. 

I!I24. 

North America ; 

iHil/il'i*' 






United States 

a‘),248* 

23t;,0fl(l 

493,S.'.3 

73.'<,762 

793,377 

Mexico 

r»r>,t*d) i 

49.8(ir. 

13,571; 

29,S42 

(;(',538 

,49,1;50 

('anada 


;$9,i2i 

22,(132 

25.:4(.H) 

10,2:50 

r)L(K)8 

(hiba 

KV.liH 

7.191 

.Sd’dH) 

11,788 

11,!)(;3 

12.712 

Total North America ... 

i 722,D8;i 

7;{1,72(1 

2S3,2.2S 

■.78,900 

8(;(:,73i 

931, 900' 

South America : 

lloliviii 

7,714 

10,910 

10,074 

10,154 

11,744 

8, 200- 

Chile 

87.7-21 

109,07;’) 

(•.5,299 

112,830 

201,01,-2 

209,855 

IVru 



3(;,(;s9 

I0,i:$3 

48.684 

38,495 

Ypueziielii 

700 


m 

1,075 

1,175 

1,230 

'Potal South America ... 


1;')(!.;U1 

113,4(12 

194,192 

262,645 : 

257,780, 

Kiirope ; 

7i:j 





4,-ir»r> 

Austria-lluiiKary 

1,747 

4,(;(H) 

5,0.50 

.5,327 

France 

%2 

I.71S 

2,395 


9,031 

5,51 1 

(iermaiiy 

i7,;’..s4 

P.I.IIJ.O 

20,944 

]8,7:i9 

18,739 

21,495 

.luouslavia 


2 ,(:si 

4.:i7(: 

:),7r)i; 

7,r).*uj 

8,978 

Norway 

Russia 

482 

r.i;i 

tijili 

10.598 

2.205 

8,816 

2,205 

10,913 

3,6(M»- 

Spain and Portugal 

;i8,.'»si 

25,:i;’):$ 

SliyODi) 

40,2:$4 

r)7,ll;) 

60,713 

Sweden 

4,112 

i,79;i 

],4(;5 

117 

5,180 

3,086 

Total Europe 

r.ihsiMi 

i)2,92;i 

7<J,l)87 

8:5,848 

113,949 

118,761 

Asia : 

Japan 

8r),iti8 

74,727 . 

;Vj,t;-2i; 

.59,663 

70,316 ; 

(•.9,378 

Otlior Asia 

1,01W 

59:1 1 

1,2S0 

1,162 

810 

1,378 

Total Asia 

87,rdIlJ 

7;'),320 ] 

CO, 906 

(•.0,825 

71,126 

70,756 

Australasia 

' IS,] IS 

29,.'527 

20,869 

13,754 

19,995 , 

l;5,7Jl 

Africa 

:5i,r)4s 

1 

33, 70S 

42,501 

;58,219 

80,410 ; 

114,700 

Other countries 

1 4,10'J 

3,307 

3,:«)7 

3,307 

3,:i07 

4,409 

Oraud totals 

' 1 i,iw2,(;ri2 

600,960 

995,045 

1,418,163 

1,514,017 


* In llieenNO of U.S., ligiires for 1019 und 192U are Imsed on bliHter eopiier, while tigurea for 1921, 1922, 1923, and 1924 
mv uetaal ju'odiictioii hy niiiies. 
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TAHLK 4.- Copper Companies. 


i 

Silver at rjO rents an ox. 


Silver at lllj eenls an nz. 


Silver at. 10 eeiits an nx. 


t 

SilVlT 

inuDiiii-. 

in ii«i 
liii-iiinu. 

Net 

iiitiiiiif. 1 

1 

I’HIMMT 

rnOit. 

Nrt 

Cl let Ilf 
t'lipliiT. 

.^ilviir 

illClIIIM*. ! 

1 

DtMTCMM* ■ 
ill lift ; 
iiiciiiiif. 1 

Xft. j 
iiii:4inif. 

riipjifr 
iTfdit. j 

I'll-'t Ilf 

rU|i^H>r. 

SilviT 

income. 

IhiTPiiin*: 1 

-1 

(’Olljlfl- 

cmlil. 

Xfl 
Ci»t i.f 


.S’OOO 

IS’OOO 

.S'ooo 

eta. 

('IM. 

$t*ooo 

.^’001) 1 

, 1 
.^'OOU ' 

Cts. 

Cts. 

.8*000 

1 

8'o()() 

S'OOI) 

Cts. 

C'ts. 

11)23 

.ITS 

170 

04*: 

I'37 

14 02 

383 

SC2 . 

28C* 

■01 

15 -.38 

115 

C30 

554* 

*27 

J C • 02 


113 

2(i4 

Sll* ' 

•07 

12-71) 

1*75 

402 . 

C74 1 

■C5 

13*11 

83 

594 

482 

•20 

13 '.51; 


114 

51) 

.515 : 

•:1.5 

12-78 

111* 

01 1 

483 1 

•1*3 

12*00 

1!) 

132 

442 

•07 

1:1 -00 


1,017 

.591 

UCO ' 

•08 

14 -I*:) 

(>78 

030 j 

330 i 

•45 

14‘4K 

203 

1,405 

145* 

•14 

1-1 -7!) 


1,151) 

1*,««1* 

1,033 

2-07 

111!) 

1*,773 

4,048 

3.53* 

r:l8 

14-SK 

S.32 

.5,089 

2 294* 

•41 

15 -s:, 


14(1 

1)0 

10* 

211 

14 -SO 

03 

137 

57* 

•cs 

1C‘;)1 

28 

1*02 

1 22 

•42 

1 c ■ .'1 '• 


1*55 

11)3 

205*' 

rsfi 

17 1*0 

170 

1*47 

1*80* 

ri*7 

1C ■70 

51 

3C7 

409* 

•1*7 

17-7') 


93 

5!) 

107 

•lit 

13 -.34 

Cl* 

1)0 

ICC 

•43 

1.T.55 

10 

i:i;i 

11*3 

•13 

i:i‘s.-, 


J,(lfi3 

1 i:so 

1,100 • 

run 

10* 1!) 

708 

1,0:15 

4,054 

•72 

10 ‘5C 

21:1 

1,530 

3,559 

'22 

U-Oi; 


270 

1 173 

1*11*: 

2-11* 

l(i-37 

ISO 

1*1)3 

301* 

r42 

17*07 

.54 

389 

«7* 

•32 

1S‘I7 

rotal ... 

S,077 

4,I)l:i 

7,113 ' 

1-33 

13-53 

5,3S1 

7,C(IC 

4,420 : 

•80 

13 07 

1,C15 

; 11,371 


•27 

1 I4-.5!) 

11)1*4 

2.'i0 

S5 

37" 

•S-l 

13-1*3 

IC7 

ICH 

I20*i 

•51) 

13-51 

50 1 285 

237* 

•17 

13 '.HI 


407 

137 

555 

■07 

1 1 • 05 

271 

1*73 

410 1 

■C5 

I2'l*7 

81 

1 IC3 

1 *1*0 

•10 

1 2 ■ :;! 


so 

30 

SO 1 

•35 

12 -OH 

50 

CO . 

50 1 

•23 

: 13*10 

18 

! 101 

0 

•07 

I3'l*ii 


773 

1*50 

i,(h:(; 

•57 

12‘1H 

515 

517 ! 

1 808 1 

•38 

' 13-C7 

155 

877 

448 

•11* 

1 2 ’ 113 


1,173 

; 1,400 

i,104 ' 

1 • 7.5 

11-13 

i»,7K2 

2,701 i 

i 2,71 3 ! 

1*17 

11-71 

835 

1 4,738 

7Cli 

•:i.5 

12--..! 


203 

, 00 

loo • 

2 *l(i 

• 11*- 23 

IDS 

10!) 

0 1 

1 ‘44 

12 -OS 

CO 

1 337 

120 * 

• 43 

l3-!lii 


l.'il* 

! 51 

211 * 

2- 13 

10 - OK 

101 

102 

2C2*' 

1 - 41 

IC-NO 

30 

173 

3.33 

•12 

I7'7!i 


i S4 

! i*s 

2 * 

•(1.5 

1301 

5C 

fiC 

30*‘ 

•44 

131*5 

17 

05 

CO* 

•13 

1 3 ' .)•: 


! on: 

I 307 

l,si>0 

•01 

11-13 

CIO 

CI3 

1,523 : 

•C2 

1 1 ■ 45 

1S3 

1,0 40 

1,00c 

•1!) 

irss 

'lolal ... 

. 7,110 

1 2,311H 

7,401 

1'21 

11-77 

4,7C0 

4,778 

5,111 ! 

1 SO 

1218 

1.42S 

8,110 

1,770 

■24 


All Years (111111, 

: 3 1,:)2(; 

‘ 21,31:5 

30.711 

1-31 

I3’S1 

l*l*,S37 

3C,.554 

10,022 

' -.s: 

1 4 ■ 28 

C,S5 1 

.52,510 

3,03C 

•2C 

n 

20, 22, 23 1* 1). 
















llll*:U\: 11121 ... 

15,1*17 

7,311 

1 1,004 

1 ■ 27 

12 *i:ii 

10,114 

11*,:181 

0,531 

•8.5 

1 .3 -no 

3,043 

1 10.48,5 

2.430 

' •1*5 

i:ii.‘ 


* lllliUMltCH 11 /(I 


'PAlUiK 5.— Copper Mines. Copper at 14 cents an oz. 

Aclijul. Silvi'i' af riO ('(‘iits an o/. Silvor at units an nz. Silver at 10 uenlH an nz. 



AvcriiKc .A\i >i«>e 

ciiht nf :iilvi*r 

Avfiiinc 
lift cost III 

Avfninf 

HilViT 

Avfni|f« 

Tiital 

lIlitllftlCHl 

silvfi 

■\V filial' 
lift COKt, 

'riit.ti 

ifiiftinil 

VITIIgC 

Hilver 

Tutiil 

Difiiii III- 


coplicr. 1 

crcilil. 

ciippfr. 


•I'Oilit. 

net i‘iiiil.. 

plfMlllCtOlll. 

frcilii 

'oiluctinii. 

cn-iliU 

priiiiuciiii 


Cl8. 

(.*ls. 

(^Is. 

1,000 lbs. 

Cls. i 

i Cts. * 

1,000 11)8. 

C(s. 

Cls. 

1,000 11)8. 

CtH. 

Cls. 

1,000 ll.o 

11)1*3 

15-18 

145 

13-73 


1 11 ' 

1 14 07" '1 

1 Copper 

•74 

14‘44* 

Copiier 


I40C* 1 

Ci.|-1H- 

and 

I3‘34 

1 • 4.5 

irso 


•1)7 

i l2-:47 J 

1 385,0(10. 

• C.5 

1 1* • C!) 

1 (15,000. 


13-14* 

lOO.IMIl 

1111*4. 

13 1'3 

•52 

12-71 

Clipper 
COO, 0(10. 
Silver 

•35 

1 2 • 88 ' 1 

Silver 

•23 

13 ‘00 

Silver 

*07 

I3-1C* 

Silvij 


13 ■1)1) 

•05 

13‘04 

•C3 

1 13 lie* 1 

1 nxs. 

•14 

13 '.5.5* 

oxs. 

•13 

13 -SC* ' 

11/’'. 


14-57 

2-K7 

11-70 

1-1)1 

1 i2-(;c 1 

[ 11,312. 

1’28 

13-2!)" 

2,0S(). 

•38 

14- ID* 1 

1,!I7S. 


15 -CH 

:C1H 

l2-5() 

214 

13*50* 1 

[ Per cent 

1-40 

14 •2:1* 

Per cent 

•43 

15-25* , 

' Per mi' 


IS- 14 

i*-i):i 

15*10 

ozs. 

1.5,217. 

2 -on 

1C- 14* 

deeline. 

r34 

1C- SO* 

deelinti. 

•:1.5 

17-70* 1 

ilei-liiir 


13 -84 

■DC 

12*88 

• (i5 

13* 10*! 

Co]iiM?r 

■44 

I3-40* 

l.'«liper 

•13 

17‘7l* ; 

Ci'l'lii'i 


II-IC 

1-.52 

10‘C4 


roi* 

1014 1 

3C. 

•(17 1 

111-40 

72. 

•21 

10 05 

M. 


IS-49 

1*75 

lC-74 


1-.53 1 

1 I7*4;1*J SIlv«r2C 

I'Ol* 1 

lC-41* 

Silver SO 

•32 

lS-17* !, 

SilviT' 


• 'I nn InVIi fnr jinififalilc npunitinn with cnina-ral 14 cnils per lb. (.Marj'iu la'tweni sales iiriee and n»st necessary fnr 
«|KTiilinii ussiiiiml to 1»»* at h*iisf 1 unit per lb.) 


'i’AHLE <5. - Smelter Production of Lead from Domestic Ore. 


All iiiiiies ill tills ^nniy) aro piixlueers nf silvoi’-leiul mv. 


I'.ll!). 


1111*0. 


IDl’I. 


1111*2. 


1111*3. 


1111 * 1 . 


I*er eeiit. Permit, 

iiierease, ineiean'. 

11123 ever 11)24 fv. i 
11)111. 1111!!. 


Wkstku.n Statks. 

Alaska 

015 

! 

591 

1 

773 

1 

324 

400 

582 

-38 0 

- !f 

Arixona 

5,107 

5.!lh7 

:*.,:n3 

7,218 

K,S2S 

0,372 

i 63 -3 

.+::i-: 

California 

2,004 

2,2()0 

Cl 4 

:t,oi8 

.5, ICS 

2,:)0.5 

+ 1.57‘0 

i i:ri 

Ciiiorado 

lS,Mi7 

17,752 

12,104 

11,108 

23, SS.) 

25,491 

f 26 -6 


Malio 

811,11111 

117,1111 

00.707 

01.487 

127,707 

123,70!) 

-f 43-4 

3s- 

Mont ana 

17,513 

13,231 

ll,5C5 

14,.55l 

18,345 

21,226 

+ 4-8 

, 21 : 

Nevada 

.5,058 

K,C5(1 

3,553 

4,264 

8,044 

8,070 

-1 35-0 

+ :{.-)■ 

New .Mt?xieo 

1,418 

1,123 

384 

1,230 

1,()38 

2,263 

+ 15-5 

.Mi l 

Texas 

8 

1 

1 

5 

40 

27 

-1 500*0 

+:i:isl 

Club 

C5.102 

C4,(I(IC 

51,872 

6:1,130 

104.078 

119,318 

-t*li0*8 


AVasbinjftoii 

1,000 

2,4C(1 

325 

478 

2,00s 

2,057 

+ 84-2 

.fss ■ 

3\»t.al 

207,1113 

233,252 

184,211 

106,813 

300,831 

314,420 

+45-3 

! .'ll 

Kastkkx Statks. 

Illinois 

‘177 

048 

271 

750 

1,2SC 

1,080 

+:n-c 

:-ll- 

Kansas 

7,051 

8,421 

10.030 

10.000 

20.207 

12,895 

+ 1541 

i i;2’: 

Keiilneky 

83 

114 

41 

73 

66 

201 

-•20 -5 

-1 112 ; 

MisHoiiri 

150,341 

171,1)99 

1.51,0*28 

202,245 

160,323 

191,.501 

+ 12-6 

-t 

Oklalionin 

40,084 

C8,494 

40,002 

67,43(i 

50,602 • 

5(i,017 

+ 19-2 

• pj- 

Teiiiiesse 

2,371 

3,975 

2,705 

-- 

751 

1,020 

985 

-57 0 

— ,5S'. 

Wiseonsin 

3,841 

1,070 

1,323 

601 

1,973 

-84*9 

- .50' 

Total 

215,CK2 

256,522 

210,260 

283,478 

252,105 

264,661 

+ 160 

j- 22 

Cmnd Total ... 

422,785 

489,777 

394,471 

480,291 

552,936 

579,081 

+30-8 








TABLE 7. 

ProductioB of Lead aud Silver from principal Western Lead-Silver Mines. 
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TABLK it. 

Zinc Companies. 


Year. 

/iiif. 

Kilv 

Iiicotne fi'diH iiiC‘t4il0. 

Zini*. j Silver. 

niotiilR. 

Total 

niienilin^ 

OXpHIINM, 

iiif‘ludiii)( 

lion iiiul 
taxes. 

N«t 

opunibinj; 

iiicoiiiu. 

CuBt ^ 
per 

|N.)uiui j 
of ziiu* ■ 

Silvor V . 

credit ** 

cost, per 

* J IHlUIld 

pound . 

. of zim*. 

il /.I IK*. 

•IMW- 

imto 
IK* of 
.•1*1* to 

t 

■OHM'. 

1911) 

'lilKKlihs. 

1000 ozB. 

$'(KH) 

#’000 1 

#‘(11)0" 


#'(KKI 

(’18. 

8 -(5161 
4-41(5 
8-10 

(■ts. 1 (3s. 
l-478i 7-1(58 
l-i:55 3-2.81 
5-33 1 2 -77 

140 

1.35 

1920 

204, Dal) 

5,09(: 

9,(591 

4,509 

14,870 

12,(5(57 

4,40;5 

C-IS 

9 -.501 

4 -.827 
(5 -59 

2-20 3-98 

1- 821 7-(583i 

0-91 3-887 

2- 37 4-22 

102 

All 

(53 

1922 ... 

2i:i,022 

4,90(5 

l.').183 

4,208 

20,022 

5,055 

3,9(57 

(5 (50(5' 
10-719 

3- :i:i9 

4- 77 

2-732 .4-874 
4-774 5-945 
0-724 2 (5 1.5 
2-81 1-93 i 

10(5 

■124 

(5A1 

78 

1919 

2:tl,27(; 

(5,392 

10, .505 

5,444 

1.5,939 

11, 8550 

•1,(528 

5-115! 

1-17(5| 3-9.39 

118 

192()iand 

1922 

J (;79,2l.s 

1(5,151 

35,379 

iU,l(51 1 

50,831 

40,552 

12,998 

1 5-970! 

2-0.85| 3 -.885 

109 


TAUI.E 10. 

Probable Production of the World made unprofitable by successive Decreases 

in the Price of Silver. 

T.e.\d. 

I’ricc of silver. Short tons. Per cent, of world i)ro<luction. 

fit) 97,000 i;-7 

3:H 100,000 10-8 

10 .mvHX) I'O 

World’s prodnction 1924 1,4.57,000 tons. 


I’rice of silver. 

50 


Coi’PKIt, 
Short tons. 


Per cent, of world prodnctiou. 


50 100,000 in U.S. No estiinatt 0*7 from U.S. No 

made for foreign estim.'ite for for(ngn 

Itrodnction. Itrodtietion. 

400,000 27 

10‘ 4(K),00() 27 

World’s production 1924 — 1 ,.500, tXX) tons. 

TAllLK Jl. 

Probable Percentage of Silver Production of the World made unprofitable by 
successive Decreases in the Price of Silver. 


Price oC silver, 

Dry and silimntB 

Copper-silver 

Lead-silver 


ctrt. per ez. 

OrKB. 

ores. 

tires. 

Total, 

50 

10 

1^0 

L\S 

20 


80 

80 

30 

58 

10 

1(X) 

87 

75 

79 

Probable Silver Production in the World made unprofitable by 
Decreases in the Price of Silver, 

Millions of Ozs. Fine. 

succes 

Price of silver, 

Dry and siiieeuiis 

Copper-si Iver 

Leail-silver 


cts. per oz. 

ores. 

ores. 

on‘8. 

Total 

50 

15 

13 

19 

47 

33^ 

75 

40 

25 

140 

10 

94 

44 

52 

190 


Total world’s production 
Total silver accounted for 


- 240 

- 220 
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AITENDIX 89. 

Letter from Sir James Wilson, K.C.S.I., to the Secretary to the Royal 
Commission on Indian Currency and Finance, dated Annieslea,. 
Crieff, Perthshire, the 8th September 1925. 

liave llie liDiioiir to submit, for tlio iiiloriuutiou of tbo Uoyal Commission, copies 
of (Ija paper on “ liuliaii Cnrroucy aucl Kxcliaiige,” wliicli 1 read in February 
to the Fcouomie Society of Edinburgh, and (2) an article on “ Indian Currency 
Policy,” wliicli 1 am sending to the Review, in tlie hope that the calculations 

1 liave made may be found useful. 


Paper on “ Indian Currency and Exchange,” by Sir James Wilson, E.C.S.L, 

dated 31st January 1923. 

It is with some dillideiico that I venture to address this Society on such a 


complicated qinistion as that of “ Indian (Jurreiicy ami Exchange.” 1 cannot claim 
to bo a linancial or a banking expert, and it is only as a Immble student of ctjonoinics 
that 1 approach (his subject, which is of immense importance to the prosperity and 
welfare of the millions of India. It appears to mo that the safest basis for the study 
of such a subject is to get liold and to keep hold of statistical facts, so as not to los(; 
oneself in the clouds of theory, and I must ask yon to b(!ar with me while I put 
certain ligiires and calculations before you. 


The i\i/wr Pound Sterling. 

In this country we arc accustomed to sec rates of exchange quoted in sterling. 
For nearly a century before the outbreak of war in 1914, a quotation in sterling meant 
a quotation in sovereigns or fra(;tions of a sov(‘rcign, because all legal iojtder bank 
notes were freely convertible into sovereigns, which could be expoiled without 
restriction. 'I'ho sovereign contains 11.” grains of line gold, while the United States 
gold dollar contains grains; so that a sovereign exchanges for I '87 gold 

dollars, and up till 19l4 the rate of exchange between Jjondon and New York could 
not vary from this par rate by mure than a small fraction above or below the cost of 
transporting gold from one country to the other, whatever the balance of trade might 
be. .And as a matter of fact for juany years up to that date the lowest point in the 
rate ol c.xcliange between Lomloii and Now A'ork was 4 '77 dollars to the pound — a 
ditfcreace from par of a little over '1 per cent. 

Immediately after the outbreak of war Parliament passed an Act authorising the 
issm* of cue pound ('urrcucy Notes and making them legal tender to the same value 
as a sovereign. The export of sovereigns from this (;o'.mlry was at the same time 
forbidden, excej)t under specaal permission from the (loveniment. TJie elh'cl of theso 
provisions, wliicli are still in force, was to make the Uurrcucy Note practically 
incoiiverlible into gold for tlie purpose of international cxcJiange ; and as a natural 
conse(|ai'nce the value of this practically inconvertible paper euiTenoy varied mainly 
acconling to (I) tin* relation between the demumi for and supply of the notes, and 
the ideas of liuauciers (including banker.^, merchants and investors all the world over) 
as to tlie prospects of an increase or decrease in the note issue, and of the (.'urrcncy 
Notes again becoming freely convertible into a sovereign. A credit in sterling 
therefore no longer meant a coinmaiid over so many soviireigiis, but only a commanil 
over .«o many ciiriTiicy notes; and the value of sterling in international exchange 
became subject to violent lluct nations. 4'lie best measure of those fluctuations is the 
ratn of exeliaiige with New York, because the United States have luaiiagcd all through 
to keep their notes eoiivcrti ble ; so that a credit in dollars has all through meant a 
command over so many gold dollars. Another measure of the value in gold of the 
llritisli paper pound has been available since 1919, when the Government granted 
permission for the sale of South African gold bullion in London, with freedom to 
export. 'I'ho two bases for an estimate of the value of the liritisli paper pound in 
go' 1 necessarily cori’cspoud closi'ly day by day. 

I append two statements, (I ; giving the actual quotations on certain dates of 
prices and rates of exchange bearing on this subject, and (2) the corresponding values 
in grains of line gold or of line silver calculated on those quotations. All through 
the real basis of international exchange has lieen, and continues to he, gold ; so tliat 
the common measure to which attention should be specially directed is the value of 
the diiferent currencies in grains of lino gold. 1 take* as one of my dates ^Isl 
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January 1920, bocauae it \yas imineiliatcly after that date, namely, on 2nd Kobrnary 
1920, tlmttbe Secretary of Stale for India made bis momentous announcement that lie 
would aim at giving the rupee a fixed value in exchange of one rup(!e for I grains 
of fine gold — that is, ono-tenlh of the gohl content of tlie sovenugn. As the lati'st 
of my dates 1 have given the (piotations for 21st January 1923, e.xactly three years 
after, and by way of comparison, to show the changes which liavo laken phux* during 
the last 12 mouths, I give the (inutation.s for the corresponding ilato in 1922. 

On 31st January 1920, the value of the British paper pound sterling, as shown 
both by the rate of exchange with Mew York and by the results of the sales of gold 
in London, with freedom to export, was at about its lowest, being then equivalent 
to 82 grains of fine gold — that is 72 per cent, of the 113 grains contained in a 
sovereign— in other words, it was worth only l-bi. 5d. measured in gold, 'riie British 
Clovermnent had, on the lieport of the (hinlilfe Committee, declared its intention to 
restore the free market in gold in l/jiidon, which would nec-essarily load to th(‘ 
restoration of the paper pouiul to the value of a sovereign, and had taken practical 
steps to make a gradual reduction in the quantity of paper currency ontslanding, 
which again would necessarily tend to an improvement in the gold value of the paper 
currency unit. As a result of that policy, by 31st January 1922 the value of the 
paper pound had risen to 99 ’5 grains of line gold, equivalent to 88’ I per cent, of 
the gold in a sovereign, and during the la.st 12 months there has been a further 
improvement, until on 31st January 1923 the price of gold in Loudon gave the 
paper |X)nnd tlie value of 108 ’1 grains of line gold, which is 95 ’7 per cemt. 
of the 113 grains in a sovereign -an improvement of 8‘() per cent, in the last 
12 mouths. We are now therefore within 5 jier cent, of seeing tho iiomid sterling 
valued in Ijoiidon, in New York, and theiefore all the world over, as equivalent to a 
sovereign. One of the chief reasons for this marked improvement, which has a 
great elfoct in reducing the sterling prices of all articles imported from abroad ami 
of all articles |)rodueod in this country which have to coiupeto with them, has hemi 
the reduction in the quantity of Currency Notes outstanding, b’or iiisl,aue,e. on 
3l8t January 1922 the quantity of Currency Notes outstanding was ,C30.‘> million 
and by the corresponding date this yiiar it had been reduced to .C279 million — a 
redaction of nearly 8 per cent. A further reason is the iuercaso in the ratio of gold 
and bank notes held as a reserve against the currency notes to the total issue from 
|.5’8 per cent, on 31st .lanuary 1922 to 17’3 per cent, on .‘list January 1923. 'I'he 
chief reason, however, for tho improvement is, uo doubt, the growth of coiilidciici' 
throughout the world in the doteriuiiiatioii and ability of tho British Covenimeiit 
to restore at an early date tlie valm? of the legal tender currency note to that of a 
sovereign. In judging of tho true- meaniug of the quotations during recent yisirs, it 
is necessary to hear in mind the ehaugos in the value of the sterling in which they 
arc quoted, and the simplest plan is to reduce all such qiiotetl prices to terms of 
grains of line gold. 

[iKlimi (Inrrnmj before the B ar. 

For nearly a century the principal legal tender in India has h(!cn the silver riq)ee, 
weighing 180 grains and containing 1(15 grains of line silver. Up to the year I.S73 
the world ratio between gohl and silver remained in the neighbourhood of 15-5 ozs. 
of silver to 1 oz. of gold, and the quoted price of standard silver in Ijomlon 
remained in the neighbourhood of the corresjionding rale of OO'St/. per oz. 
British standard silver is 925 line— that is to say, l,00() ozs. of standard silver 
contain 925 ozs. of line silver ; so that this Lmdon price of standard silver meant a 
price of 65 ‘7(1. per fine oz. At that rate the value in gold of the 105 grains of silver 
contained in a nqieo coin was in London ’J'J'M., and the exchange value of llu? 
rupee, though it fluctuated slightly from yiiar to year, remained in the neigh hoiirhood 
of tiiiit figure -not far short of 2«. to the rnpco ; so that it hoeamo a general idcM 
that the "rupee was worth about ouc-leuth of a pound, which wouUl make it worth 

11*3 grains of gold. , .... 

About 1873 Germany’s dcmoncti.satioii of silver and action taken in .America 
uiui other countries led to a smldoii increase in tho world’s demand for gold and 
diminution in the world’s demand for silver. This caused a rapid fall in the gold 
value ot silver, until in 1002 an ounce of gold would buy 39 ozs. of silver instead of 
15*5 and the price of stoiidard silver in l.ondon fell to 21(1. per oz., at which rale 
the value in J^iulon of 105 grains of silver was only 9./. instead of 22 *(‘4. During 
the first part of this period, while tho Indian .Mints remained open, ami the rupee 
was thus still linked with silver, the exchange value of the rupee necessarily fell witli 
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thofall iathc value of the 165 grains of silver eontaineil in it, until in 1892 the 
rupee was worth only }5<l. instead of tho traditional rate of 24d. In 1893, however, 
the Indian Mints were closed to the free ^joinage of silver, and for some years 
practically no addition was made to the number of rupee coins in existence, while 
the doniand for them increased with the growth of Itjdia’s prosperity and trade ; bo 
that the value in excliange of the rupee coin was ho longer determined by the value 
of the 165 grains of silver contained in it, but, after falling to 13d. in 1894, steadily 
increased until it was stabilised at IGd. per rupee, or Us, 15 to the sovereign, at 
whi(;h rate it remained until after the outbreak of war, although the value of the 
silver contained in it went down to less than 9d. in 1909. Tho closing of the Mints 
had thus resulted in unlinking tlie rupee from silver, and the success of the action 
taken to stabilise the into of exchange at Kid. meant that the rupee was now a token 
coin linked with gold at the rate of Us. 15 to the sovereign, or 7*53 grains of gold to 
tho rupee. 


Effect of the War. 

When war broke out, many Governments took steps to collect as much gold as 
possible, and prohibited or greatly restricted the export of gold. India has always 
been anxious to secure as much as possible of the precious metals, and during the 
four yearsending with 31st March 1914 sheabsorlied 88 million soveivigns’ worth 
of gold — nearly one-fourth of the world’s production for those four years. The war 
and the action taken by various Governments, including her own. greatly restricted 
tho import of gold into India, and during the live years of war conditions her 
absorption of gold was only 30 million sovereigns’ worth, whereas, had war not 
broken out, she would probably have absorlied during those live years something like 
JOO million sovereigns’ worth of gold. iJeing thus starved of gold, the people of 
India demanded a great increase in the import of silver, and ultimately forced the 
Government to import immense (piantities of silver and coin it into rupees. Tho 
<TOvernrnont found itself compelled to take steps to meet this demand, because it had 
greatly increased its issue of paper currency and locked up its currency and gold 
standard reserves to a large extent in securities which, owing to tho war, could not 
bo realised except at a serious loss ; so that in order to maintain the convertibility of 
its paper currency, it had to is mo rupees to meet the demand. In the year ending 
with 31st March 1919 the Government of India imported 236 million o/.a. of silver, 
■while the world’s now production in that year was less than 200 million ozs. This 
excessive d(.'mand of India for silver, together with the demand from other countries, 
led to a very rapid rise in the world price of silver measured in gold, and on 
.‘list January 1920 the price of silver in New Y’ork was 1,33 cents per fine oz., as 
compared with the average price in 1913 of 61 cents — that is to say, on that date an 
ounce of gold would only command in New York 15" 5 ozs. of silver, whereas in 
1913 it commanded 34 ozs. On the same ilate the quoted price of standard silver in 
London was 83(i. per oz., while in 1913 the average price was 28d. On tho same 
day gold sold in Ixmdon at 117«. sterling per oz., as compsrrod with the SSs. per oz. 
at which it sold before the issue of the priuitically inconvertible paper currency; 
so that in Ijondon on that day the ratio between gold and silver wivs 15*7 to 1 — or 
nearly the same as in New York. 

In India, during the war and for some lime after llie Armistice, while tho import 
of gold was severely restricted, .and silver was imported in immense quantities, the 
viJuc of gold measured in silver or in rupees naturally rose very rapidly with little 
reg.ard to tho ratio between them in the world outside. Before tho war the price of 
gold remained practically constant at about Rs. 24 b) the tola of 189 grains — that is 
7*5 grains to the rupee— and the price of the sovereign was Rs. 15. But in 
the beginning of September 1919 gold was selling in Bombay at Rs. 32 per tola 
(5*6 grains to the rupee), which would give the price of the 113 grains of fine gold 
oontained in the sovereign as Rs. 20. In September 1919 tho Government of India 
begaii to sell considerable quantities of gold in the open market, with the effect of 
bringing down the price of gold by 31st January 1920 to about Rs. 27 per tola— that 
is, 6*7 grains to the rupee; while on the same date, owing to the great increase in 
the value of silver as measured in gold, chiefly caused by India’s excessive demand 
for silver for purposes of coinage, tho rupee was quoted in l.ondon at 28d. sterling 
(compared to the pre-war rate of 16d. per rupee). When allowance is made for tho 
low gold vabm of the pound sterling, which was then equivalent only to 72 per cent, 
of tlie sovereign, this means that on Slst January 1920 a rupee would buy in London 
9*6 grains of line gold, while in India, owing to the restricted supply of gold, a 



APPENDIX 89. 


o77 


rupee would only buy G* 7 grains ; and on that date, while both in rK)ndon a>i(l in 

»ork an ounce of gold would buy only about 15-5o/.s. of silver, it would in 
India buy 23 ‘ 5 ozs. 

Secretary of State' it Announce meut. 

On 2nd hebruary 1920— that is, alwut three years ago—the Secretary of State for 
India surpiised tlio world by announcing that he would aim at giving tluj rupee a 
fixed value m exchange of lie. I for 11*3 grains of fine gold-that is. ono-tenlh of 
the gold content of the sovereign ; that the sovereign would bo made a legal tender 
m India at the ratio ol lis. 10 (instead of the pre-war ratio (^£ lls. 15) to one sovereign ; 
that the imixirt and export of gold would soon lie freed from Qoveruinont control ; 
and tliat the prohibition on the private import and ex[)ort of silver would Ik* nunoved 
in due course. This announcement had an immediate effect in greatly reducing the 
price of gold in India expressed in rupees, and by 19th Feliruary 1920 the value of 
the sovereign com in India had fallen from Us. 17 to Us, 15, at which rate it waa 
then still legal tender. On 20th Juno 1920 the Oovernment of India auuounced 
that the restrictions over imports of gold bullion were removed j that sovereigns 
would cease for the time to be legal tender; and that they would submit a Bill 
prescribing the new ratio of one sovereign to Us. 10, at which the soviireigii woulil 
again become legal tender. (The necessary Act was passed on 15th September 1920.) 
Accordingly, since 12th July 1920 there has been no restriction on the import into 
India of either gold or silver bullion or sovereigns, and India has been able to obtain 
as much as she wants either of gold or of silver. Tier excessive demand for silver, 
which was largely due to her being prevented from getting as much gold us she 
wanted, has now ceased ; and as other countries also, such as China and South 
America, had been prevented from obtaining the gold they wanted and were now able 
to salisty their requirements and thus increase the world’s effective demand for gold, 
while at the same time reducing its effective demand for silver, tho consequence of 
this removal of restrictions was a rapid fall in the value of silver as measured in gold, 
and an equalisation of the ratio between gold and silver all tho world over. By 
3l8t January 1922 that ratio, which in 1913 was about 31 to 1, and on 31st Januaiy 
1920 was 15 '5 to 1 botli in London and in New York, but 23*5 in India, had become 
about 31 to i in all throe countries. According to the quotations it is still at about 
that figure— that is to say, at present pretty well all the world over an ounce of gold 
exchanges for about 31 or 32 ozs. of silver, which is not a very different ratio from 
that which prevailed in 191 3, when it was 31 ozs. of silver to 1 oz. of gold. This change 
ill the value ol silver as measured in gold can perhaps be best understood from the New 
York prices of foreign silver in cents per fine ounce, which were in 1913, Gl cents ; 
on 3l8t January 1920, 133 cents; and on Jlst January 1923, Gl'8 cents -that is, 
much the same as in 1913. The London prices, which are quoted in pence sterling 
per ounce 925 fine, wore : in 1913, 28</.: on 31st January 1920, 83d. ; and on 31st 
January 1923, 31 ‘Id, — again not much above the 191.3 price. 

Vhatiges in the Value of the liujKC. 

In India, when, owing mainly to her excessive demand for silver, the world price 
of silver measured in gold rose very raiiidly, the valiu' in international exchange of 
the rupee coin, which had been much below the value of the 1155 grains of line silver 
contained in it, naturally rose with the rise in the value of silver bullion until on 
31st January 1920 the rupee was quotetl in l.oiulon at 28d. sterling, as compared 
with tho 16d. at which it had long stood up to the outbreak of war — that is to say, 
the value of the rupee in pence sterling had nearly doubled, and, as alromly 
said, it was on that date worth in London 9*0 grains of lino gold, as conqiarod wilii 
the 7*5 grain.s it was worth up to 1914. But when, owing to the removal of the 
restrictions on the movements of gold and silver bullion throughout tho world, tho 
effective demand for gold increased and the effective demand for silver diicrcascd, so 
that the value of silver, whether measured in gold or in sterling or in rupees, fell 
greatly, the bullion value of the nipoe fell along with it. For some time the value of th(j 
rupee'in international exchange corresponded closely with the value from day to day 
of the 165 grains of silver contained in it ; so that for the time being the rnpco was 
again linked with silver, as it had been before ihe Indian Mints were closed to coinage 
in 1893. As the gold value of silver foil, so did tho value of tlie rupee in intoniational 
exchange, until on 23rd May 1921 tho fjoiulon rate of exchange was only Uul. to the 
rupee ; and as on that date the British paper pound was worth only 8 1 per cent, of tho 
gold in a sovereign, this price of the rupee was equivalent to little more than \2d. 
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ineaauml iu gold- that is to say, it was then worth in London only ahont 5 ‘6 grains 
of fine gold, as compared with the 7' 3 grains it was worth before the war, and with 
the 9'(i grains it was worth in Ijondon on 31st dantiary 19-0 — only 10 months before. 
Since tlnjii. the value of silver has risen somewhat, as is shown by the rise in the 
Now Y^ork quotation for foreign silver, which has .risen from 39 cents on 23rd May 
1921 to f)l '8 cents on 31st .Taniiary 1923 ; and there is no doubt this had some elfeet 
in raising the value in oxchaiige of the rupee; but the rupee is no longer closely 
linked with silver, as it has not clos(?ly followeil the price of silver in its downward 
course. On 31st .lamuiry 1922 the exchange value of the rupee in f/mdon was 15 'Gd. 
sterling, or much the same as it was before the war, as compared with the 28d. 
which it had reached on .‘Mst -Ian nary 1920, before the announcement of the Secretary 
of State’s new policy. On 31st Januaiy 1923 it was IG'od. sterling, or little above 
what it was a year before or in 1913. Hut it is to be remembered tliat a penny 
sterling docs not now moan the 210th part of the gold in a sovereign, but the 21t)th 
part of the value of a paper pound, ami, as the paper pound is now worth 95 ’ 7 per cent, 
of the sovereign, this means that on 31st January 1923 the value of the rupee 
measured in gold in London Avas only 1y'8d., as compared with lOd. before the war. 
tStill this is a sidjstantial improvemmit on its value a year ago, whidi, measured in 
gold, was then 13’ 7d. During the last 12 months the rupee has risen in gold value 
along with tiu! rise in the gold value of the Hritish paper pound. In other words, on 
.‘list January 1923 the rupee was worth in London 7’4 grains ol line gold, as compared 
with the 7'h grains it was worth liefore the war, and as compared with the 9’G grains 
it was worth iu IjOiuIou on 3lst .lanuary 1920, and with the (»‘5 grains it was worth 
a year ago. 'riius tin* rupee has nearly attained the value in International e.xchange 
as measured iu goM which it possesses! liefore the war, but is still very far short of 
the value of II '3 grains of line gold aimed at by the Secretary of Stale in his 
aiinoumsunent made three years ago. In 1913 the rupee, whicth was then a mere 
token coin rcjirescnting one-fifteenth of the gohl in a sovereign, although it contains 
only 105 grains of fine silver, bought either in Loudon or in India about 2.55 grains 
of silver. On 3l8t January 192U, when there was such an excessive demand for 
silver in India, it bought only about 157 grains, but on Gist January 1923 it 
bought in lx)ndoa 233 grains, in India about 217 grains •-that is to say, it bought 
enough fine silver to make l’.3l rupee coins, and to that c.xtont it has become unlinked 
from silver. 


India's Slock of Gohl and Silver. 

From time immemorial India has been a great absorber of the precious meials. 
From 1.8.35 to 1919 India imported net £310 million worth of gold, of which more 
than half was imported since 19(X). 1 reckon that at present the quantity of gold in 

the jiossession of mankind is about 1,0(K) million ozs, — enough to make 4,250 million 
sovereigns — and that of this quantity India possesses about 100 million ozs.- -about 
one-tenth of the world’s totid stock. And as less than G million ozs. is in the 
(lovernment Treasury, nearly the whole of this largo quantity is held by the people 
iu the form of ornaments or hoarded coin or bullion. During the five years before the 
war she was absorbing on the avenige 5 million ozs. per annum— nearly one-quarter 
of the world’s new production. Ihiring the war she was only allowed to absorb an 
average of loss than 2 million ozs. jier annum ; but, when the restrictions on the, 
movements of gold were relaxed, she at once took advantage of her recovered liberty, 
and during the 12 months ending with March 1920 absorbed G million ozs. This, 
apparently, satisfied her demand for tlie time being, as during the following 12 months 
she absorbed less than 1 million ozs., and, partly no doubt owing to the poor harvests 
in 1920-1, she during the 12 months ending with Maivli 1922 exported not half a 
million ozs. More recently, however, she has again begun to outbid the United States 
for the gold available in the Lumlun market, this ehango being no doubt partly duo 
to last year’s good harvest ami the prospect of anotlier good harvest next May. 
During the calendar year 1922 India imported from this country alone gold to the 
value of tJl2'8 million -aliout 3 million ozs.— besides IG million ozs. of silver. The 
total quantity of gold held in India includes nearly 1(K) million coined sovereigns, 
which before the Avar were legal tender at the rate of Us. 15 ])er sovereign, and were 
coming info circulation, especially in the Ihinjah. Ihit now that they have been made 
legal tender for only Us. It), in accordance with the Secretary of State’s policy, the 
sovereign is no longer in circulation in India, because no one will tender it for Us. 10 
when he can get for it in the Uazaar over Us. IG. For the time being, therefore, gold, 
even in the form of sovereigns, is out of the reckoning as regards circulation. 
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India ako cuntain^ au ('nonnons quantity of silver, inucli of it in the form of 
•ornanienis. From 183.5 to 19J!) she imported not :?,1)0() million ozs., more than one- 
third of the world’s production during tliat period, lint, as the Mints have for the 
last .‘50 years heen closed to the coinage of silver, except on (lovernmont aecouni, the 
uncoined silver is not available for purpo.se.s of circulation. l*racti(;ally, therefore, 
the currency available for circulation includes oidy the coined rupees and the 
Government’s currency notes. 'I’he success attaincil Indore the war in keeping the 
-exchange value of the rupee stalile at Kid. gold was dm* to the closing of the Mints 
and the consequent limitation in the number of papers available for circulation, while 
owing to the incr(?ase in India’s trade and prosperity, the demand lor rupees rose, 
until the rupee was worth much more than the value of the silver contaim'il in il. It 
could not rise except by a fraction alxive Ilk/., Ixuaiuse the liovernmcnt was bouinl to 
accept a sovereign as the equivalent of Us. 15; so that if at anytime the exchange 
value of the rupee rose above lod., it would have paid to import sovereigns into 
India and to pay debts in sovereigns instead of in rupei's. Kveu before the war the 
Governnuuit of India, tempted, no doubt, by the great ])rollt it could secure by coining 
•cheap silver into rupees, each of which could bo issued as a token coin equal in value 
to ono-lifteonlli of a sovereign, added greatly to the rupee coinage, and iluring the 
11 years ending with 11)13 no fewer than l,l!l)l) million new rupees were coined. 
Then when, as already explained, the (lovermnent of India, in consequence of the 
restrictions on the import of gold during the war, found it necessary in ordm* to 
maintain the convertibility of its note issue to obtain immense (piantities of silver 
from abroad and coin it into rupees, during the three ye.irs ending with 31st .March 
Kill) the net coinage amounti'd to no less than I,I).‘jI million rupee coins, making a 
gross addition to the silver currency since the beginning of the century of over 
i,00l) million rupee coins. It is unlikely that any large number of these coins have 
been melted and turned into bullion or ornaments, because the 1155 grains of silver 
contained in the rupee coin could generally lx* bought in the bazaar at much less 
cost than Ite. I. Making allow.ince on the one hand for the qu.untity of rupees in 
India in the year IDUO and for the number of rupees melted since, it m.-iy be esiimated 
that there are at [tresent in cxi.stenco about 1,001.) million ru|)C0 (roiiis. .\ very largit 
jiumber of these coins arc hoarded by the peojilc, but if it became worth their 
while to spiuul them, might become available for circulation. When the Imrvests are 
good and the people arc prospe.rous they hoard rupees in larger numbers. When the 
harvests arc poor they |)r(Hluce their hoarded rupees and send them into circulation ; 
so that the (pianlily of rupees in actual circulation is apt to vary from time to time, 
partly for this reason and also in consequence of changes in the level of prices 
measured in rupees. 

Garrcncij NoLa Issue. 

While the Government of India have thus addl'd greatly to the number of rupee 
•coins in existence, they have also greatly increased the quantity of currency notes in 
■ circulation, as will be seen from the following statement : — 

liulian Paper Cnrrcni'if llesene (MilUom of Rupees). 


i 3lat .Mar. 1!»U. | lUst Dec. 11)21. ■ lUat lie.'. 1H22. 22ii<l .lii)t. 1025. 


Note (•.Iri'iilaiioii - 
lleKervo : - 

SilvtM* (.'oin and Inillion in India 
(iold eoiii and bullion in India 
(lold ooin and bullion in Knj^dand 
Government of India securities 
Ib'ilisli Government securities 



1,725 

1,712 

1,871 

205 

7K) 

8l)<) 

877 

221. 

Ci«> 

24:{ 

24.1 


100 

08 1* 

574 

571 

10 

58 

50 

200 

CM 

1,725 

1,712 

1,871 


The total note circulation has increased from Us. (501 millions on 3ist March 1911 
to Us. 1,7 12 millions on 3lst Doceinher 1922— that is to say, it has nearly troliled. If 
my estimate of 1,000 million rupee coins as the quantity now in existence in India 
is correct, this means that the total amomit of legal tender money, apart from gold, 
now in India is about 5,700 million rupees— or about Hs. 18 per head of population, 
d’he addition to the quantity of rupees and notes since 1911 has been approximately— 
rupee coins 1031 million, notes to the value of 1,081 million, total Ks. 2,115 
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milliou. It is true that u very large proportion of tliese rupees atul notes are eitliei- 
held in reserve by Government or are hoarded by the people, and 1 see that 
Mr. Findlay Shirras, in his book on “ Indian Finance and Banking.” estimates that on 
Slst .March L9L9 the active circulation ol rupaes and notes was Us. d,020 millions, 
whicli gives an average per head oE Us. 11 ‘4, as compared with 7*5 in 1914. But the- 
whole oE the rupees and notes in existence in India could be made available for 
purposes of circulation if tin? holders wore willing to use them for tliat purpose. My 

point is that at presc'Ut gold is practically out oE circulation in India, and the rupee 

coin is no longer linked cither with gold or with silver, but, so far as inlernatioual 
exchange is concerned, is merely an inconvertible unit of currency subject to the law 
whicdi ii'gulates all inconvertible currencies— that is to say, liable to change in its 
value measured in gold siccordiiig to changes in the relation between the total 
available supply of the currency and the total effective demand for it— and that the 
total available supply of this inconvertible currency has in recent years been 
enormously increa.sed. 

When the people of India have more rupees than they have an immediate use 
for, whether for purposes of circulation or hoarding, the rupee coins flow back into- 
the Government Treasuries, and, as will be seen fi’om the above statement, the 

quantity of silver coin and bullion held in the Currency llescrve in India has 

increased from Rs. 205 million on illst March 1914 to no less than Rs. SGd million 
on 3 1st December 1922 — more than onc-flfth of all the rupee coins in e.xistenco — the 
increase during the past year being Rs. 126 million, which affords strong ewideuce 
tliiit the total amount of rupees and notes is at present much larger than India r(?ally 
requires for all purposes. It is unfortumUe that the Government of India should 
have felt itself compelled in the three years ending with .31st March 1919 to coin 
over 1,0()U million new rupees and so add to the total of legal tender money in 
existemsc. It was compelled to do so in order to mainUvin the convertibility of its 
immense issue of cuiTcncy notes, and the mistiike apparently was to allow the quantity 
of currency notes in circulation to reach such a high ligure. It is usually supposed 
that a bank or a Government makes a prolit out of its note issue, and to a certain 
extent this is true, but in the case of India there must have been a serious loss to the 
Government from its excessive issue of notes. It was compelled, in order to m.aintain 
the convertibility of the notes, to purchase an immense quantity of silver from outside 
India (mainly from the United States), at a time when silver as imvisureil in gold 
was excessively de.ar. The coinage of over 1,001) million rupee coins in those three 
years must have cost a large sum apart from the cost of the silver, and n(jw the 
Government of India has to store and guard 860 million rupee coins, besides gold coim 
and bullion to the value of 24 million sovereigns, and to lind the interest on the 
.574 million rupees’ worth of Government of India securities held in the Currency 
Reserve. Altogether, if a calculation were made, it would pi-obably be found that 
during the last eight yjs'irs the Government of India’s increased issue of currency 
notes hivs involved it in a siu'ious net loss. 

The Gold Standard lieserve. 

Since the Mints were closed to the free coinage of silver in 1893, the cost of the 
165 grains of silver contained in the rupee coin has generally been much below 
He. I, so that a largo profit has accrued to the Govermnout from the coinage of now 
rupees on (Jlovernmont account. This profit has been placed to what is called the 
Gobi Standard Reserve, to which also the interest on the accumulated funils is 
carried. This reseiTc, which on 31st March 1914 amounted to 25 '.5 million pounds,, 
is now (;)lst December 1922) .£1U,()()0,0(K.) sterling, practically all held in shorUlated 
British Government HOcuritie.s. The existence of this reserve has no doubt helped 
to give a feeling of confidence, but it Ims so far had very little effect on the rate of 
exchange. 

India' 8 Balance of Trade. 

In estimating India’s balance of trade it is necessary to include imports of 
Government stores into India, boeauso India has got to paj’ for them by exports. 
It is also necessary to include the large imports of gold and silver, whether on 
Government or private account, because they also have to be paid for by exports frara 
India, and becaxise the gohl and silver are imported into India not so much in order 
to adjust the balance of trade as to meet the demand of the Indian people for the 
precious metals for the purposes of ornaments and hoarding. So reckoned, the average - 
visible not exports of merchandise from India for the five years ending with 1913-1 
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Avere 18 ‘1 million pounds, and the average net import of treasure during those five 
years was t*i56,000,()(K). Putting meirhandise and treasure together llui average net 
export was 22*4 million pounds. 'I'hese figures represent tlie visible e.\ports and 
imports, but India has to pay each year a large sum in addition lo the value of the 
visible imports for the year, representing (1) interest on capital belonging to 
residents in foreign countries which has been invested in India, Avhother by way of 
loan to (lovornment or to private companies, or to establish industries in India; 
(2) payment for services rendered to India by foroigm.'rs, Avhctlicr in the Army or 
the Civil Scn-vices, or in privates capacities, such as shipping, banking, insurance, 
and industrial undertakings, in so far as the reimmeration for such services is 
jjayable outside India, or is remitted lo other countries by residents of those countries, 
or is payable by way of pension to foreigners who have returned to their own countries 
and who take payment of their pensions outside India. All these payments have to 
be made by India in the form of an excess of visible exports over visible imports. 
On the other side woidd have to Ijp. reckotied any new investments made in India 
during the year. But in ordinary times these invisil)le imports are much less than 
the invisible (ixports, and this is the main reason wliy on the average of the five years 
before the war India’s visible exports e.xcoedcd India’s visible imports, including 
treasure, by 22 '4 million pounds ; and why in ordinary coiinse it is to be expected that 
India’s visdile exports will greatly exceed her visible imports. 


Conneil Draft. 

A large proportion of the ])ayuient.s Avhicli ha\'e to be made I )y India to foreign 
•conntritxs on such accounts, which ar<3 not counterbalancotl by visible imports during 
the year, an* madcs through tlie Sc'crctarv of State for riulia in London, tlirough whom 
has to be paid the interest duo by the (lovermtient of India lo British investors wlio 
have Imit money to the Covernmont of India on terms roipiiring them to be paid 
the inter(!st in LumLni, and through whom liave to be paiil claims for the services of 
the British Army in India, and pensions and leave allowances payable to olTiccrs both 
of the .Army and of the Civil Services who lum? returned permanently or tcm[)()rarily 
to this conntry. Those payments, which liave lo bo made by Tiulia through the 
Secretary of State in London, amount to a large sum, apju’oximating in ordinary tirai'S 
to ^25,000,000 per annum. In order to obtain fnmls to make tht'in the Sc'cretary 
of Stato many years ago estaldislu'd a system of selling (.'oimcil Drafts— that is, 

• orders for the payment in India from the Government Treasury of so many rupees, 
Avhich ani sold in tlm opem market in London in return for credits in sterling payable 
in Loudon, whicli arc paid to the Secretary of Stato in London l)y the pureliasers 
of the Drafts in return for the, orders which they require to enal)le them to obtain 
rupees in India to pay there for exports from India, or to meet other debts payable 
in India. On the average of the fix^e years ending with 1913-4 the Council Drafts 
paid in India amounted to 27 ’fi million pounds. Krom the point of view of the 
Iialatice of trade these Council Drafts are of tho nature of invisible exports from 
India which go towards adjusting India’s indebtednoss to foreign countries, althongli 
nothing passes between England and India, except bits of paper, Avhieh enable the 
Secretary of State to pay India’s debts in Tjondon in sterling by an actual payment of 
rupees from the 'rreasury in India. That is to say, they are tninsfers of credit. In 
soiling Council Drafts tho SeenMary of State generally fixes the amount ho is willing 
to sell and tlio lowest rate he is willing to take, and accepts up to that amount tho 
best offers lie can g(!t in tlie London market. There are other ways in which a 
merchant Avho has to pay for goods in India can obtain Indian exchange, and if the 
; Secretary of State were to offer Council Drafts at a minimum rate materially above 
the market rate of tho day, he woidd get uo demand for them. On the other hand, 
if the miuimnm rate that ho offers to take is inore favourable than the market rate, 
merchants and othera requiring a credit in rupees in India compote for the Drafts 
and in this way the Secretary of State is able to obtain a fair rate. He has, liowcver, 
very little power by soiling (Council Drafts to force tlie rate of cxcliango permanently 
either up or down. * That depends upon the value in international exchange of the 
Britisli'pound sterling, which is at present practically inconvertible, and of the Indian 
rupee coin, AA'hich is also at present inconvertible into gold at any fixed rate, and on 
the relation between the demand for credit in India and the supply of it, Avhich 
varies from day to day according to the course of tiadc. As a matter of fact lor 
■some time past the sale of Council Drafts had been stopped and the market and the 

• Secretary of State and the merchants got along without them. Recently the 
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Socrotary of State lias resinned tlio sale of ('ouncil Drafts, and on 23r(l January sold' 
75 laklns of rnjices at about ITd. sterling, or almost e.'tactly Kid. measured in gold. 

In 1920, in the vain endeavour to stem the rapid fall which, as already explained, 
was then taking jilaeo in the e.xchango value of the rupee, the Secretary of State 
sold in India Ueverse Councils (tliat is. Drafts payable in sterling in Loiidou by the 
Si'eretary of Statii in return for rupee credits paid to the Government iii India), at 
rates mueh more favourable than merchants were able to obtain in the open market. 
The los.s incurred by the Goveriiment of India in this futile attempt to regulate the 
exchange amounted to 2d crores of rupees— over .C1S,(XK),000 sterling. 

One beneficial effect of the great rise which took place in the gold value of th(‘ 
rn|)ee (owing mainly to India’s urgent demand for silver), combined with the restrictions 
placed upon the export of cereals from India, was that the rise of prices, which caused 
so much hardship and disturbance in this country, was felt much less in India, though 
there too it was considerable. In July 1920, when the Index Number for the cost of 
living in this country (taking the irost in July 1911 at 100) was 255, it was in Bombay 
only 1<S9; in October last the Imlex Number fur cost of living in this country was 
1<S0, while in Bombay it was 1G2. 


The Bahiniilon-Siiikh OotnmiUee of 1019. 

An admirable and authoritative explanation of tlie Indian Currency System and 
its Develoinneuts will bo found in a paper written by my old friend, the late Sir 
William Meyer, who was iMiiance Minister in India during the war, and [uiblishod in 
the Journal of the Iloyal Society of Arts for JOth April and 7th May 1920. That 
paper gives a summary of the Report of the Babington-Sniith Coiniuittee on Indian 
Exchange ami Currency, which was submitted towards the end of 1919, and formed 
the basis of the Secretary of State’s announcement of Kcbrnary 1920. But it is to 
be remembered that, when Sir William Meyer wrote the paper, the gold price of 
silver, and therefore the exchange value of the rupee, wore si ill very high. Probably 
if that (‘ommitlee were again to sit and to take into account the fall which has since 
taken place in the gold value of silver and in the e.Kchange value of the rupee, their 
recommendations would be very ililTercnt from what they thmi were. The great 
mistake ihoy made was in supposing that the gold value o'! silver would continue at 
such a high rate as to snpijort a rate of exchange of the rupee much higher than 
the KiJ. which had been the standard for a riiimber of j’cavs before the. war. As I 
have already pointed out, at the date of the Secretary of Stale’s annuimcemimt in 
February 1920 the price of silver per ounce 925 fine was in Ijondon sterling, 
as compared with 2S(/, in 191.'i, and was in New York I Jo cents per fine ounce, as 
coinjiared with fil cents in lOl.'l. Both (piutations gave the ratio of gold lo silver as 
then a limit 1.5*5 ozs. of .silver e(|ual to 1 oz. of gold, while in 19 ij the ratio was 
0-1 to 1. Gn that date in 1920 the exchange value of the rupee was 28(7. sterling, as 
compared with Kid. before the war. Now the price of silver has fallen lo 'M'-id, 
sterling per standard ounce and to Ol'Scents per line ounce, both of which quotations 
■make the ratio of gold to silver about 32 to I, as compared with the pre-war ratio 
of 31 to 1, and the e.xchange value of the rupee is now not much above Kid. sterling 
—the pre-war rate. If the Babinglon-Smith (Committee had foreseen that the price of 
silver and the exchange value of tlie rupee wnuhl fall 'so rapidly within the next three 
years, it is very improbable that they would have encouraged the Secretary of State lo 
aim at making the rupee worth 21(7. in gold. 

1 may bo pardoned if I recall that, in a memorandum dated 17ih July 1919, 
submitted lo the Committee, 1 pointed out the liki'lihood of a fall in the demand for 
silver that would take place so soon as the rc'sl rictions on movemenis of gold were 
removed, and said that by 19'j2 the price of silver (which was then 53(7. per oz.) 
might be as low as 30(i. On i5th D(.‘C.ember last it was quoted in Ixmdon at .'{0*1(7., 
so that my warning has proved to have bc'en well-founded. At the same time I 
recommended that the Ciovernmeiit of India should aimouiice that it would make it 
its aim lo restore the exchange value of the rupee to 10(7. — that is, to on(^-fifteenth 
of a sovereign, or 7*53 grains of gold, as the policy most likely to be successful and 
fairest to all the interests conccriuM. The course of events adds stremgth to that 


proposal. 

When the price of silver falls so low that the cost of making a rupee coin is much 
below the value of the coin in exchange either with gold or with commodities, there is 
a temptation to the Government to issue new rupee coins in order to obtain the profit 
on coinage. There is also a temptation to coiners to issue counterfeit rupees of the 
«ame fineness as the .slandurd rupee, and therefore dillicnlt to detect. At the preseut 
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piicis of silv6i in O&lcuiiti QuyoiiG in Xnvliu c&ti buy ibo 165 uf lliu} silver 

re(juir6(l to iiiiiko u stiiDdurd rupee for liJ sniiiis, luid ii he can succeed in making 
and issuing a false rupee of the standard fineness he will get IG anuus for it— a 
profit of 33 per cent, on the cost of the silver, less tlie costs of alloy, iiianufiicture and 
issue. Ileforo the war there was a similar temptation to issue false coinage., which 
was only counteracted by severe penalties, and it is obvious that the greater the 
difference liotwecn the exchange value of the rupee and the value as bullion of the 
silver contained in it, the greater will lie the temptation to attempt to counterfeit 
the coinage. 

Tlia fiUnre Pricp. of Silver. 

It seems probable that there ivill soon be a further fall in the value of silver, 
whether measured in gold or in rupees or in commodities, in the United States in 
lOltS, mainly in order to meet the needs of the Indian (Government, a measure was 
passed called the “ Pittman Act,” a-utliorising the sale by the American tiovernment 
to other (loveruinonts of up to 3.00 million silver dollars from the holdings in her 
Reserves, and of this ainount no less than 200 million dollars wore allotted to India 
at a price of lOl^ cents per line ounce. Altogether under the Pittman Act the amount 
of silver sold from the United States Reserves was 208 million ozs., and, in ai^cordance 
with the provisions of that Act, this amount has had to be replaced in the Reserves 
by the purchase of silver mined in the United States at the prieeof I dollar per ounce. 
'I’hat is the reason why one sees in the daily quotations two prices given for silver in 
New York. For instance, on 31st January last, while American mined silver was quoted 
at 99 h cents, foreign bullion was quoted at only OIJ cents per line ounce, ft is the 
so-called foreign bullion (piotation whicji gives the world price of silver other than 
the favoured silver mined within the United Stales. Of the 208 million ozs. to bo 
so replaced, 119 million ozs. have lieen bought, leaving a balance of 59 million ozs., 
Avhich, at the. rate at which purchases have rmmtly been made, should be completetl 
next autumn. Thereafter, unless jumv iHgislalion is jjassed in the United States, the 
whole of the American produce will have to compete with the rest of tlic world 
production in a free market, and w'ill be added to the world’s available supply of 
silver. At the same time the world’s demand for silver is likely to go on decreasing. 
Our own Oovernment, havin.g reduced the (|uantily of fine silver in the silver coinage, 
has become a sjcller of silver. 'I’hc Indian (lovernment, having an enormous number 
of rupees lying in its Reserve Treasury, is uulikidy to re.sume coinage for years to 
come. On the whole it seems probable that there will be a further fall in the world 
price of silver, and that the price in New Vork, which is at present about G5 cents 
per fine ounce, will fall below the price of 01 cents per tine ounc*-, which was 
that of 1913 ; and it is to be rcmemljeml that so nH;ently as 1915 the ]>rice of silver 
in New York was only 51 cents per tine ounce. Similarly the price of standard silver 
925 tine in Loudrjn, which is now about 3ld., seems likely sixin to fall behnv the 2Sd. 
which wa.s its price in 1913, and may even fall as hwv as the 2 Id. sterling wliich was 
its quoted price in 1915. Any fall in the price of silver that may take place will 
increase the temptation to issue counterfeit rui>cos, and any fuillnn- ri.se in the 
exchange value of the riqx'o coin, whether or not it is accompanied by a fall in the 
present price of silver, will also increase that temptatiim and make it more and more 
difficult to maintain the exchange value of the rupee. 

Conclusion. 

'I’o sum up, the present position as regards llie rupee is tlnit it is no longer, as 
it was before the war, a mere token coin rcpre.senting omi-tifteonth of the gold in 
a sovereign— that is, 7 '5 grains of tine gold. It is now the unit of a currency 
inconvertible into gold at any fixed rate, and its present value in gold is in Ijomlon 
about 7 ’4 grains— or very rictirly what it was before the war, notwithstanding the 
Secretary of State’s aiinouuecmciit of policy three years ago that he would aim at 
imiking it equal to 11 -3 grains, ft is now (on 3ist January 1923) w'orth in sterling 
about i6‘5d., which is equivalent to 15 'Sd. measured in gold— only a fraction short 
of its pre-war value of IGd. moa-sured in gold. The Secretary of State’s hrnluni 
fulmen of 1920, although at the time it had a disastrous effect in making many peoph^ 
believe that the gold value of the rupee would remain at something like 21d., or 
one-tenth of a sovereign, and act on that belief, lias now no practical mllMomui on 
the rate of exchange. As in the case of all inconvertible currencies, the value of the 
rupee, whether measured in gold or in commodities, now varies accori bug to the 
relation between the demand and supply of rupees and the demand and supply of 
gold or of commodities. The supply of rupees, whether m the form of coins or 

u 
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currency notes, has been very greatly increaseil in recent years by the action of the 
(lovernnient of India, and this must have a great effect in keeping down the exchange 
value of the rupee. Now tliat.the Government of India liave stopped tlie coinage of 
more rupees and the issue of additional currency notes, the supply of legal tender 
currency in India is practically stationary, and tlie rec“ent rise in the exchange value 
of the rn])cc measured in gold must be due to an ittcreaso in the demand for rupees 
whether for the purposes of currency or for hoarding, much in the same way as the 
value of the rupee gradually rose aft(;r the Mints were closed to free coinage in 1893. 
But it is possible, though it is to Ijc hoped not prol>able, that a decrease in the 
demand for rupees, whctluir owing to bad liar\' 08 ts in India or to any other cause, 
may lead to a fall in the exchange value of the rupee. AiKirt from any such calamity, 
or from the appeanince in circulation of any large lu'oportiou of the enormous amount 
of rupees at present hoardeil by th<5 people of India, it seems possible that an 
incireasing demand for rupees may lead to a further impiovement in its exchange 
value, unless , the Governmout of India are so ill-advised as to increase the supply, 
whether of rupees or notes. But it is evident that any such iuiprovemont in the 
oxclumge value of the rupee must be a very slow one, and it is impossibh; to imagine 
that for many y(?ars to come the rupee will rise in exchangi? value to the Secretary of 
State’s liguni of II *.3 grains to tho rupee- that is, oue-tcuth of a sovereign. 

A furfher rise in tlie exchange value of the rupee would bo favourable to 
Indian nuances in so far as India lias to pay external debts in gold or in sterling. 
It wotdcl also teml to cause a fall in prices measured in nipecs in India, and would 
tiu'rofore be favourable to all who r<?ceive salaries or wages fixed in ni\)ee8, and to all 
creditors in [ndia whose credits are fixed in terms of rupees. On the other hand, 
it would he imfavourablo to all producers of commodities iu India, and especially to. 
the great mass of- tho agricultural population who have produce to sell, and to all 
<lebtors in India whoso debts are lixed in rupees. On the whole it seems to me that 
tho fairest and most practical solution of the que.stion would bo to abandon the 
attempt to raise the value of the rupee to anything like ir3 grains of line gold, and 
to aim at tho permanent re-establishment of the pre-war rate of 7'u grains of fine gold 
— that is, one-fifteenth of a sovereign, or 16d. per rupee measured in gold. 1 think 
that the. Secretary of State shouhl announce this to be his policy, and that the 
Government of India should pass an Act declaring that the sovereign sball agaiu be 
legal tender for Us. 15. 'fhis would prevent ihc gold value of the rupee from 
rising above one-fifteenth of a sovereign and might lead to tho reappearance of tho 
sovereign as part of the currency in circulation in India. Whether the. Govcrumont 
of India would be able to keep the value of the rupee up to one-fifteenth of a sovereign 
would depend upon the relation between the supply of rupees and the demand for 
them. It woiikl bo assisted to keep that level, if it were to take steps to reduce the 
supply of currency notes and were to accumulate still more rupee coins in its 
Reserve Treasuries. This is an expensive measure, and it is somewhat absurd to see 
80(5 million riq^ee coins lying uselessly in the Treasuries ; but it is so important to 
stabilise the cxebange value of the rupee, whether at oiie-iiftei*nth of a sovereign or at 
some other figure, that it would be wortli while to submit to some comparatively small 
loss, such as would be incurred by reducing the note circulation or oven by melting a 
large number of rupees and selling them as bullion, and some action of the sort 
shouhl now be faken. If this were done, there is reason to liope that the rupee 
would at once be again stabilised at its pre-war value of oue-fiftoenth of the gold 
in a sovereign, to the great ailvantage of India’s trade and to the interests of justice 
as between creditors and debtors. 

QnOTATJONS. 


(JuointioriH. 

Wh^ro i|uotod. 

Tn 1U18. 

31 st Jan. 

31 st Jan. 

31 8t Jan. 

1U20. 

1922. 

1923. 


C London - 

4-87 

3-505 

4-279 

4 -(>48 

lh)un«l Kto ling in dollavH - - - - 

( New York 

4-87 

3-522 

4-272 

4 -(548 

P* e of gold ])fr line ounce iu Hliillings sterling - 

London 

85 

117 

9(5-5 

88-8 

Pi ieo of silver in j>enco Hterliiig \wv ounce 92«'i line - 


28 

83 

35-2 

31-4 

Price of silver (foreign ) in cents per fine ounce 

New York- 

61 

i:w 

66-1 

04-8 

Kxelmngc vnlnc of rupee in p*rnce sterling - 

Londoii 

16 

28 

15-6 

16-5 

f^'ice of gold in Calcutta in rupees ikt tola of 
180 grains tine. 

Calcutta - 

24 

27 

; 28-6 

26-6* 

Price «)f silver in Calcutta in rupees per 100 tolas 
.)f 180 grains fine. ^ 

1 

70 

! 

115 

93-0 

82-9* 


<oTK.— Tlu* Hovureijfii containM 113 {(miiiN of fin« gold; the dollar irontiiiiiM gniing of fiiic* gold; and the rupee 

contains 163 gruins of (iiie silver. An ounce of gold or silver is 480 grains. * 10 January 1(K28. 
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Value of the IIui'ee mka.suiiki> in (Jold and Silver. 


— 

III 101.S. ' 

1 

»l8t Jun. 1920. 

Slifit Jan. 1922. 

.'lUt Jsn. I92;t. 

Value of iliH pound Riorling in ^I'liiuH of fifold - 

113 

82 ! 

90-5 

108 1 

Value of the pound Kterlinn^ wa n ]>eive«tn«;e of 
the sovei*ei^n. 

Value of the sovereign (ll^t ^niins of jrold) 

100 

1 

72 

S8-1 

95-7 

in nipoes - 


U-<) 



In London ----- 

1.1 

17-5 

15-2 

In India ----- 

15 

17 

17-9 

16-7 

Value of the rupoi» in grains of gold — 





In London - - - • - 

7-5 

!)■« 

65 

7-'t 

In India - - - - - 

7-5 

6-7 ' 

6-;{ 

6-8 

Value of tho nipeo in jienco Ktei'ling in London - 

1<) 

28 

15- (I 

16*5 

Value of the rupee in ponce ineasui'ed in gold 

16 I 

20 

13-7 

15 -S 

in London. 

Value of tlie rupee in grains of silver — 

1 




In London ----- 

25:i 

Ul) 

197 

m 

111 India - - - - - 

257 

157 

191. 

217* 

Ratio of gold to silver •* 





In New York - - - . 


15-5 

31-:{ 


In London . - - - - 

:u 

15*7 

30-5 

;a-4 

In India ----- 

U 

2:1-5 

.30 -8 

:)2i* 


* lOtli .liititiary 


Articlfi on “The Indian Currency Policy,” by Sir James Wilson, K.C.S.I., 
dated 8th September 1925. 

On 31st August 1925 the (i[uotivlions were as follows:— In f/judou : prioe ot gold, 
84'U6«. per fine ounce ; price of silvc'r per ounce 025 fine, 32 ‘<88^. ; rate of o.'tchange 
of the rupee, i8‘16d. In New Vork: the pound sterling, 4’S55 dollars; price of 
fine silver, 71 '75 cents per ounce. In llutnbay : on lltli August gold was (pioted at 
Rs. 21 •4-1 per tola of 180 grains, the sovereign at Rs. 13 '83, and line silver at Rs. 72 '4 
per 100 tolas. These (piotations give the following values : — 

Value ok the Rupee mea.suked in Cioi.d and Sii.ver. 



Tn IQIU 

Hint tlan. 

31st Jan. 

31st Jan. 

Hist Aiig. 


in luio. 

11120. 

1922. 

192t. 

1925. 

Value of ilie pound sterling in grains of gold 

ll:l 

82 

99- 

9!);{ 

11.3 

Value of the pound sterling as a j)»*rceiitage 

IIHI 

72 

88 

87-9 

100 

of the sovereign. 






Value of the sovereign (ILl grains of gold) 






in I'uiiees — 






In London . - - - 

15 

11-9 

17-5 

15-9 

i;^2 

111 India - - - - - 

15 

17-0 

17-9 

16-3 

13-8 

Value of the rupee in grains of gold — 




7-1 


In London - - , - 

7 -5:1 

9-6 

6- 

8- 

In India - - - - - 

7- 5:1 

6-7 

6- 

6-9 

8- 

Value of the rupee in pence sterling in London 
Value of tho rupee in pence measured in 

16 

16 

28 

20 

15 

1:1 

17-2 
15 -1 

18- 

18- 

gold in London. 






Value of the rupee in grains of silver — 


ll!) 

107 

229 

‘2t.1 

In London 

1 25:1 

In India - - - - 


157 

194 

000 

3i-:t 

Ratio of gold to silver — 

In New Vork - - - - 

:n 

15-5 

31- 

:i2-7 

2 S-.^ 

III London . - - - 

;)4 

15-7 

30- 

tl2 ' 2 

28-7 

In India - - - - 


20-5 

:io- 

32 -0 

a!)() 


During the last 19 months the measures taken by the British Parliament have 
resulted in restoring the British paper pound sterling to the vidue ul a sovcicigu, 
that is, 113 grains of fine gohl, as compared with the 99 grains it was^ worth in 
January* 1924. The rupee has risen in value in sterling from 17 ’2d. to 18*2'i. ; but 
as in January 1924 the pound sterling was worth only 88 ])er cent, of the sovereign, 
the rise in the value of the rupee, when measured in gold, has really been from lo’ Id. 
to 18 '2(2 — in other words, tho rnpet?, which before the war was worth 7 oo grams of 
gold, and in January 1924 was worth only about 7 grains, now e.xclianges tor 
8- 5 gi-ains in London and for 8*4 grains in Bombay ; and the sovereign, which before 
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the war oxcliaiiged for Us. 15, aud which in January 1924 was worth about lls. 10, 
now eotmuands in llombay only Us. 13 '8. This rise of about 20 per cent, in the 
gold value of the rupee during tho last 19 luouths has greatly altered the Indian 
currency position. 

'Iho Uoyal Commission, which has recently boon tippointed to report on the Indian 
exchange and currency system and practice, will no doubt consider whether an 
attempt should be made to fix the rate of exchange of the rupee in terms of gold, as 
it had been lixed for a number of years before the war. If that were done, the 
rnpe(5 prices of commodities woidd tend to vary with gold prices, and as one of the 
chief objects to be aimed at is tho 8tal)ility of commodity prices, it will be for 
consideration whether in tlie future gold is likely to form the best basis of currency 
from the point of view of stability. According to Sauerbeck’s series, in the United 
Kingdom the wholesale gold prices of commodities in gmieral use rose between 189() 
and 191.J in the proportion of 01 to 85, that is, at the rate of 1*4 points per annum, 
’riiert? can be little doid)t that one of the chief reasons for this rise of gold prices 
(in other words, fall in the commodity value of gold) Avas the great addition to the 
world’s stock of gold duo to the increase in production which took jdai^c after 1890. 
If there had iioeu no great war, and if the new production of gold had continued 
at the pre-war rate, it seems probable that the rise of gold prices would have 
continued, and that the average wholesale gold price of commodities in this country 
might now have been about 17 per cent, above what it was in 1913; that is to .say, 
taking the prices of 1913 as 100, the index-number for this country might now have 
been about 117. As a matter of fact, according to the statistics published by the 
League of Kations, in those eonntrics which hav(! kept or Ijroiight their paper 
cnrr(;nci(.'s up to the value of gold, the index-numbers of whohjsalc commodity prices 
were in .lunb last ; United Kingdom 158, United States 157, Canada 159, Australia 
(Maj') 107, New Zealand 174, South Africa (April) 130, Holland 153, Sweden 101, 
Switzerland 101, Germany 134. These figures are not strictly comparable, but 
broadly speaking they indicate that the rise in wholesale gold prices in these countries 
(except Germany) has been about 00 per cent,-— in other words, it takes about 10 ozs. 
of line gold to imrchaso wholesale the same quantity of general commodities which 
would liavH been purchased for 10 ozs in 1913. 'I'his great rise in the gold price of 
commodities for fall in the commodity value of gold) can only to a comparativrdy 
small extent Ire due to the increase in the world’s stock of gold owing to an excess 
of new production of gold over the amount of gold lost during those 12 years. 
It must be maiidy due to the great destrucliou of commodities during the war, to 
lower production of commodities, and to the fact that the world’s eftectivo demand for 
gold has decreased at a more rapid rate than its ollcctive demand for commodities, 
owing to the impoverishment of many countries, and to the general withdrawal of 
gold from circulation. 

As regards recent changes, during the 12 months ending with June 1925 the 
index-numbers (reduced to terms of gold) have altereil as follows: — United States 
from 115 in June 1924 to 157 in June 1925, United Kingdom from 144 to 158, 
Canada from 150 to 159, Holland from 141 to 153, Sweden from 156 to 161, 
Switzerland from 159 to Mil, Germany from 1 IG to 134, Krance from 127 to 131, 
Italy from 127 to 135, Uelgium from 134 to 135, Japan from 104 to 168, India 
(Calcutta) from ItjO to 18-4. lluriug these 12 months, therefore, there has been 
almost all over the Avorld a very considerable rise (averaging about 0 per cent.) in 
the wholesale prices of commodities, when measured in gold— that is, a fall in the 


commodity value of gold. This seems to indicate that the world’s available supply 
of gold is increasing at a faster rate than the world’s effective demand for it, which 
might l)e due to tho increase of the world’s stock of gold owing to new production, 
to the setting free of reserves of gold, or to the desire of the world’s population to 
purchase commodities rather than gold. 

Altogetlier, to judge from past experience, gold as a basis of currency does not 
provide an absolutely stable I)a8is for commcKlity prices. But what is the alternative 
before India? The United Kingdom and the United States, which are the principal 
creditor countries, have now currencies directly based on gold, and are not likely to 
accept any other basis than gold for the payment of the debts due to them, although 
that means that payment can at present be made in a much smaller quantity of 
commodities than would have been required before the war to repay debts of similar 
amounls fixed cither in sterling or in dollars. Many other countries have either got 
back to the gold standard, or are trying to do so, and it seems probable that soon 
practically all international trade will be conducted on a definite gold basis. Before 
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the wnr, when the rupee was merely a token coin, equal in value to one-Hftecuth 
of a sovereign, India’s international trade, and even Ijcr internal trade, were really 
based on gold. Now the rupee has no longer a fixed value in relation to gold, nor 
do fluctuations in the value of silver have any appreciable effect on the gold value 
or tlio eoinmodity value of the rupee coin. That depends on the relation Ijotween 
the supply and demand tor rupee; currency and the .supply and demand fur other 
commodities (imrlndijig gold and silver). The supply of rupee currency is regtdaled 
by the novorninent of India without any automatic control, such as is c-xercised in 
the case of sterling or of dollars by the right a creditor has of demanding the 
equivah'ut in gold coins whi(;h have an intrinsic value of their own, accoi'ding to 
the number of grains of gohl they contain ; whereas the rupee coin, which at present 
buys about 2-i!) grains of silver in India, contains oidy Iti.’) grains of pure silver. 
The U{)verniMcnt of India, I venture to think, made a great mistake before the war 
in rapidly increasing the quantity of rupees and note.s, which during the Avar 
cntailecl a period of aiixiety and great expense in the endeavour to maintain the 
convertibility of tlie currency Jiotes. ’I'lio Secretary of State certaiidy m:i<lc a 
disastrous mistake in l'J2() when he announced that he woiihl aim at giving the 
rupee a lixed value in exclumgo of one rupee for 11 ‘.‘I grains of fine gold that is, 
one-lenth of the gold in a sovereign. This exjmrience, together with the experience 
of many oilier countries during anti since the war, shows the ilanger of ontnisling the 
nianagi'iiient of a currency to any body of men, however capabh.’, honest and impartial, 
Avitlioiit some antoniafie check, which would prcATiit even a partisan or doctrinaire 
<Iov(.'rument from manipulating the currency in the interest of particular classes, and 
thus possibly inflicting great injury, especially on the poorest of the ]>opnlation. 'Hie 
people of India Avill bo safer tvilh a eurreiiey based on gohl, allliongh tlus eoinmodity 
value of gold is liable to Ilnctnate, lluui with one dependent on the varying opinions 
of any body of men. 

Writing in the Anidlic Review in .\pril 1021, when the rupee was Avorlli about 
7 grains of gold, in place of its pre war value of grains, f iirgial that the 
llovermiiont, should formally caned the futile annoimcement of 1020, make the 
soverdgn legal tender in India at the pre-war '-ate of Ils. 15 to the sovereign, and 
aim at k(!opiiig the gold value of the rupiai at that rale. Since then, however, the 
gold value of the rupee has risen to S*i grains of gohl, which gives it a A’aliie in 
exchange of over 18d. gold, and the sovereign in Ifombay now eiuumaiids only 
Ks, I3'8. Ibit it must be borne in mind that .so lately as .list January 10:^2 the 
rupee was worth only ahont O' 5 grains of gold, and that only 10 months ago it was 
Avurth only about 7 grains, and the recent rise in its gold A'alue to 8'1 grains may 
prove to bo only temporary, as being duo not only to the general fall in the commodity 
value of gold Avliich has taken place over the world as a whole, but to exceptionally 
good harvests in India, Avhich led to an inercaso in the demand for rupee (uirreney. 
If the Avorlil’s demand for gold increases, or the Avorld’s production of commodities 
overtakes the Avorld’s demand, then the general gold price of commodities will fall, 
ihc commodity value of gold Avill rise, and the gold value of the rupee Avill tend to 
fall. If fiidia suffers from poor harvests and her exports decrease in comparison Aviih 
Jier imports, there Avill bo loss demand for rupees, and the people Avho hold large 
hoards of rupees may feel compelled to put tluaii into circulation aud thus increase 
the available supply of rupees, which Avould tend to reduce the gold value of the 
rupee. 

Ill the interests of stability, therefore, it is desirable to lix the gold value of the 
rupee below its present value of 8 '4 grains. It seems probable that sovereigns may 
soon corao'iiito general circulation in India, as they shoAA'cd signs of doing before the 
war ; so that it is of greater practical importance to fix the ratio in so many even 
rupees to the sovereign than in so many even pence to the rupee. I therefore iioav 
venture to suggest that the sovereign should be made legal tender in India at the 
rate of lls. 14, instead of the pre-war rate of Us. 15. This avouM make it equal in 
value to 8'07 grains of line gold, and the par rate of exchange would be 17‘l4d. 
If this Avero done exchange could not rise appreciably above that rate, as it would 
then become profitable to import sovereigns into India aud use them as legal tender 
for Us. *14. The real danger would be, as it was before the war, that the gold value 
of the rupee might fall below the par rate; and to miuimiso that danger the 
Govuruinent of India should refrain from coining any more rupees, and should make 
a large reduction in the quantity of currency notes outstanding, leaving j,hc population 
•to make up the currency required for circulation by utilising the Ks. St i inillioii now 
■in the Currency Reserve, and a portion of the great quantities of gold and iiipeen 
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which are at present hoanlod. In tluit ca^^e it would probably never be necessary to 
draw on the i‘40, 000,000 wldch the (Government still holds in tlie («oId Standard 
Jloservc. 


APPENDIX 90. 

Note on Indian Currency and Exchange Problems submitted by 
Sir M. de P. Webb, C.I.E., C.B.E., of Karachi. 

1 understand that the object of the present Indian Currency Coininission is “ to 
cwaniine and report on the Indian Kxchan>»o and Currency System and practice, to 
consid“r whether any modilications are <lesirable in the interest of India, and to 
make recommendations ” (vide the “ Stateamav,” Calcutta, of the JJJth November 1925). 

I have long been a keen student of the Indian Currency and K.xchangc Systems, 
and have had over 30 years’ pi-actical experience of them in India as a merchant, Ac., 
who successfully survived the crises of 1892 -95, 1917-19, and 1920-23. With these 
experiences behind me, I venture to submit the following points for the consideration 
of the C'ommission. 

Part 1.— Definitions. 

(a) It is essential at the start of any currency discussion that the main functions of 
the currency in modern eivilise<l countries should be deiineJ. In India, as in all 
modern, civilised countries, currency, i.e. money, is the Chief Purchasing Tool, 

Further, in Imlia, more than in the leading Western countries, money is also used 
as a lleserve of Purchasing Power to be drawn on in times of need. Money serves in 
other ways, but the two functions here given are, I submit, the most important. 

(b) If, for any reason, the Purchasing 'Pools of India’.s 320,()00,()()() of people 
become blunted, if the 'fools lose in ])urchasing power, grave injustices, involving 
possibly very serious hardships, are brought about, especially on small wage earners 
and on pi^oplc generally of small means. .And such people form a very large 
proj)ortion of the whole poindation. 

(I am convinced that the rapid popularity obtained by Sir. Camlhi among the 
masses, and the corresponding wave of ill-will towards Coveriimcnt that appeared in 
both town and country towards the end of, and immediately after the termination of, 
the Creat War, was largely facilitated by the terrible hardships caused by the Indian 
currency losing half, or more, of its purchasing power during the War. 'Phis loss has 
not yet l)eeu wholly made good, and the general level of prices in India is still some 
70 j>er cent, above fwc-war levels.) 

Covermuent hear little or nothing of these hardships from those immediately 
concertHjd, because the great mass of the people in India are, speaking generally,, 
wholly uninformed jis to conseqmmces of short or excessive issues of currency by 
Government. 

(o) I'hrther, not only has the elliciency of India’s Chief Purchasing 'fool diminished 
in consequence of the Great War, Imt all Ucserves of Purchasing Power have similarly 
lost in value. All holders of those r<!serves hav<^ therefore also suffered, though not 
so severely as the poorest classes of wage eai-iiers. 'Phese injustices to wage and 
salary (jarners have by now been very largely removed by increases of pay. 

(n) On the other hand, sudden and considerable inereaaes in the Purchasing 
I’ower of the currency also involve injustice and, if unexpected, heavy losses on 
principals engaged in the work of production. For falling prices mean unexpected 
losses on all stocks of raw products and manufactured goods, and on ‘all goods 
in course of production. 'Phose who produce are in many cases far l)elter 
informed and organised than the poorest classes, and so can exert far greater political 
influence than the vast unorganised mass of small wage earners. If, then, the general 
fall of prices (i.e. access of Purchasing Power of the country’s Monetary 'Pools) be 
very great. Government arc sure to hear a h>t of ihe matter; and demands will be 
ina le that Government turn the situation in favour of the producing, stock-holding, 
and speculative classes l>y directly or indirectly putting more money into circulation 
in order to lessen the value (i.e. purchasing power) of the Money Tools then current. 

Part II.— Govern.mknt’s Currency Functions. 

(e) Since the closing of the Indian Mints to the free coinage of silver in 1893, and 
until Government declared sovereigns legal tender in India, the work of issuing new 
currency in India has been the monopoly of tho Government of India. As the ratio 
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of the rupee to the sovereign is at present fixed at a point whidi, for the time 
being, prevents sovereigns being legally tendered in India for pnrtdnising purposes, 
(.lovemniont are, in effect, still the only source from Avhich siipplios of now currency 
can be obtained by the public. Ami as the value, or purchasing power, of India’s 
Money 'I'ools depends upon the volume of those Tools in circidalioii as compared with 
the volume of work they are called upon to perform, it is within the power of 
Government to-day to augmeut or t/iminis/t the purchasing power of India’s Money 
Tools by respectively unlhhuld'mg or mnltiphjimj new issues of currency. 

(t) nightly used, the isxpressiou “stabilisation of the rupee" should mean 
“ stabilisation, as far as practicable, of the (jciieral pnrchaiilnij power of llic rupee" 
and not, as often understood, of its purchasing power in relation to tlie sovereign or 
])ound sterling mdi/. And, rememhering the grave injustices and hardships inllicted 
upon great sections of the population by considerable fiuctuations in the purchasing 
power of th(! country’s Money Tools, it is clearly one of tlu! first duties of Government 
to guard against all such llnctiiations as far as humanly po8sii)le. 

This duty is by no means easy of accomplishment, for Iluc.tuatious in inU^riial price 
levels arising frojii natural causes (such as exceptionally good rains, or blights or 
pests), affect sales overseas and later purchases ov(>rseas, t.herebj'^ changing the 
balance of trade, and so altering the purchasing power of tin* rupee and of the pound 
sterling in ndation with each other. On the other hand, Government, when dealing 
with Council Drafts and “ Ueverse Councils,” can raise or lower tin; foreign •exchanges, 
and so, for the time being, lower or raise internal price levels. To add to the 
dillicultics of the problem, interested organisations at the chief ports often demand 
currency facilities or exchange policies <|uite regardless of the couscqueuces on 
internal price levels, were these organisations’ demands acli'd upon. 

(o) I may add in this connection that if Government find it i’upossible t(} conduct 
a currency ]K)licy that will not affect the purchasing power of India’s Moimy I’ools 
one way or the other, then [ think it wo(dd lui b(‘st in tlui g(!noral interest of Tmlia 
that th(! general level of internal jirices should vmy slowly and gradually rinr, rather 
than steadily and continuously full. 'I’his would mean that iii periods of prosperity 
arising from a succession of good seasons in India and good (lemands overseas for 
India's surplus products, sterling exchange also woidd gradually- not rapidly — risen 
If internal prices in India were prevented from rising at all (by willdiolding additional 
supplies of iK'w currency), then sterling exchang(! would rise by leaps and boiimls. 
This is objectionable for many rc'asons. Ihit 1 see no reason why sterling exchange 
should not, in such conditions as assumed above, be aliow(‘d to move upwards 
ijradualUj to a n(!W level, for the only alternative would be a great risi; of prices 
within India, i.o. a great loss of purchasing power of India’s existing ^loney Tools. 
And this spells hardship and misery for millions, and tho creation of a seedbed of 
hostility to all ruling authority. 

1 believe ii to be (|uile i)ossiblo for Government, notwithstanding orratie political 
pressure, and coullicting standards of currency management, to steer a middle course 
along tho line indicated above, as indee(l. Government appear to have done during 
the last two years, avoiding both violent lluiduations in sterling exchange, and 
marked changes in the purchasing clli(;:u;y of the rupee within India. 

Part 111.— Hevi.ies to the C(\mmission’s (Juestioks of 24’m November 1925. 

(h) With the above definitions and guiding principles in mind, 1 venture to 
answer below the nine questions issued in Delhi on the 21th Noveml.>er 1925 to tho 
Press by the Government of India on behalf of the Commission. 

] /(j.) Is the time ripe, for a solution of the problems of Indian curnmey and 

exchange by nn'asures for the stabilisation of the ruja'e, or otherwise ? Anmmr . — 
No, certainly not, if by “ stabilisation of tho rupee ’’ is meant “ attempting to fix 
permanently tho ratio between the rupee and the sovereign or pound sterling.” 

My reasons for this conclusion are - 

(1) Uncertainty as to the future of gold. 

(2) Uncertainty as to the future of the European exchanges, most countries in 
continental Europe licing in financial difficulties. 

(3) Uncertainty as to Great Britain’s ability to maintain parity betwijcn the 
’ sovereimi and the pound sterling so long as her export trade is handicajiped 

by local and national indebtediic.ss of a magnitude unpredeceiited in her 

(4) UnSainty as to the consequences of a succession of bad seasons in India 

^ with Indian prices at their present high level relatively to pre-war price 

levels in India. 
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It, would certainly increase coufidence and enterprise on the part of many engaged 
in foreign trade- -hut a small numljer, liowcver, relatively to the whole ])oj)ulation — 
if Government could see their way to announce that they arc prepaml al all times 
(a) to sell pounds sterling at, say, Us. J3. 3, if the public require remittances to 
England, and (61 to i.ssne additional rupee currency at the current market rate of the 
day to an e.xtent that woidd guard against rapid or great rises in sterling exchange, 
having regard to the necessity of guarding also against rapid or great rises of 
riq ee prices. 

.More than this, 1 could not recommend at present. 

(Ii) What is the comparative importance of stability in internal prices and in 
foreign exchanges? Aiwiccr.— In the interest of India as a whole, I consider that 
(Jovernment should regard stability in internal prices as of greater importance than 
stability In the foreign e.xchangcs. 

'Phis, because of the very great magnitude of India’s population, and the small 
means and consequent hc]plessne.ss of the vast majority of that popidation. In such 
circuinstauces Government ought to take every possilde step to guard against any 
failure of the people’s Money Tools. High prices for non-food products grown in 
India qidckly alTect the prices of food and clothing and other simple necessaries, 
whieli ought not to bo allowed to soar out of the people’s reaidi. So far as rupee 
prices in India may be affected by issues of new currency, it should be one of the 
lirst duties of Government to maintain the elhciency and stability of the country’s 
Chief Purchasing 'Pools. 

Instability in sterling e.xchauge is no doubt vexatious and troublesome to 
Government, and to the relative few engaged in foreign trade ; but, provided it be 
not allowed to run to extremes, is not fatal, or even a very serious matter. The 
Exchange Banks will always, at a price, covt?r exchange risks. And the price is 
generally reasonable and very small. 

(c) What are tho effects of a rising and a falling rnpoc, and of a stability of a high 
or a low rupee on trade ami industry, including agriculture, and on national linance ? 
Aiinirnr . — An exhaustive reply to this que.stion would mean a lengthy treatise ! 

Hrielly, a rupee rising in general purchasing power (as eviileuccd by a general 
fall of prices) inllicts unexpected losses on all producers and stockholders ; checks 
enterprises; numbs industry ; and causes a gmieral slowing down of economic effort. 
So far as sterling exchange is concerned, it temporarily checks exports and stimulates 
imjKuts. 

On the oth(*r hand, a rupee falling in general purchasing power (as evidenced by 
a general rise of price.s) transfers unmerited prolits' to all producers, stockholders,, 
merchants, miildlemen, and speculators, and so stimulates all forms of productive and 
speculative activity at the e.<pensc of the great mass of li.xed wage earners, pensioners, 
rentiers, and other.s who sidl'er unmerited and possibly cruel hardships. 'I'lie fall in 
sterling exchange bunporarily stimulates exports and checks imports. 

A dablo ru])cc, whether of high or low purchasing power, simply permits (a) icorld 
prices of products of which India enjoys a monopoly to adjust themselves to Indian 
costs of jiroduction, and (6) the Indian prices of proilucts produced in other countries 
as well as India to adjust themselves to woiid levels. After tho adjustment has taken, 
place, there is no advantage to India either way— whether the rupee be of high or low 
value. 

So far as National linance is concerned, as India has lo purcha.se over £30,000,000 
sterling annually to meet lier sterling liabilities, it would appear at lirst thought that 
the greater the purchasing power of the rupee in relation to sterling (in other words, 
the higher the rate of sterling exchange), the better it should be for India. Hut this 
conclusion is subject to many 'luabTications and limitations. If, for example, 
this increased purchasing power be brought aliout by world conditions, including, 
po.ssibly, a change in the value of gold, that have not caused a corresponding general 
fall of prices in India, then India gains for tho time being, till further world 
adjustmoKts in prices have taken place. The number of variations and combinations 
in I. cal and world comlitions is so great, that it is impossible in this place to discuss 
all possibilities that might n^sult from such variations and combinations. 

2. In relation to what standard, and at what rate should the rupee be stabilised, 
if at all ? When should any decision as to stabilisation take effect? Amnacr.- -The 
ru|)ec— silver and paper — is such an efficient Monetary Tool so far as the great 
jnajority of India’s vast population is concerned, that 1 cannot recommend its 
relegation to a secondary place in India’s currency system in the present state of 
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the "'Orld s monetary aHairs. If, liowever, it be tliou^flit necessary “ in the interest of 
1d(Ii!1 ^ to atteni[>t to stabilise the rupee in relalioii to some other eni'reiKrv. then the 
sovereign or the pomui sterling would eeiiainly Ik.- tlu? best .lireetions'in which 
to turn. 


Of those two, the sovereign would f»robably be the better. Ihit if this wore ilone, 
aud Oreat lirituin should liiul it im])ussible lor any reason hereafter to maintain the 
pound sterling at par with the sovereign (sovereigns have not bi'on in circidation in 
the l.’nik'd Kingdom for many j'ears past), groat confusion would arise, for tve should 
probably s(*o two exchange quotations for the rii|)pe eurn'iit ('very day one for tin? 
].)Ound (sterling), and another for the pound (gold;, f woidd therefore urge e.streme 
caution, and a deferring of tluMloeisiou to attempt, stabilisation witli (Jivat Ihitain’s 
currency till we have had more experience of the Kiiropc'au and .\meriean exehangt's 
under the conditions amidst which wo arc now working. 

.‘5. If the rate s(dect«!d dilTcrs materially from the present rate, how should 
transition bo achieved? Juxircr. If the rate; selected wore materially /.inao- than 
that current at the time of sehiction, transition coidd oidy be clfecU'd by putting 
more currency into circulation, thus raittinij prices, chocking cx[)orts, ivdiicing 
ovimseas demands for rupees, and so lowering sterling e.'cchange. I imjst strongly 
deprecate any such depreciation of India’s Money 'I'ools. 

If the rate sidected were materially hifjhfr than that eurn-nt at the tinu' of 
S(ileetion, tln'ii transition (rould be c.i-ju’dlted by withholding issues of new curremy, 
thus ImreriiHj pric(*s, stimulating exports and checking im|)orts, increasing ovc'rseas 
demands for Indian currency and the sterling cost (jf rupees. CSuch action must be 
even more strongly depiwaU'd than a deliberate depreciation of the cuiTcncy. S'(‘, 
however, para, (o) abov(*. 


4.— (a) What measun^s should be adopted to maintain tlm rup('e at the ratii 
selected? Aiixtrer.- Much the same as before the War, e.xcept that opportuniti(?s 
for rendtting from and to India at dclinitcly (i.xed rales should be imireasi'd ; and, in 
view of pn'sent jirice levels, the (iold Standard I’eservt! enlarged. 

(b) Should lh(' (.Jold Exc-hango Standard sy.stem in force beforci the War btv 
continued, and with what modilications, ifany? .Imtuvr. - Yes, but with the following 
developments ; — 

(1) The (.iold Standard K(?.servo to be increased to at least £r)t),(KX),000. 

(2) “ Ih'verse (,’ouncils ” to be idways “ on tap ” at the larger Ihiinches of 
the Imperial Hank of India, at a fixed rate, and in sums of Ils. 10,000 
and over. 


(/{) 'riic Stieretary of State’s HuJtjel reqniremonts to be obtained through tin? 
Inqx.'rial Hank of India who would provide him with the tu'ei'ssary sterling, 
and recoup themselves by daily sales in London of Tratisfcrs on their 
h?ading Indian Hranches, .and daily purchasi's in India of sterling tnanslers 
on London, at rales iluetuating according to market ivquiremcnts between 
maxima and minima fixed by (lovernment. 'I’lu} (Jovernment of India to 
place the Impcriid Hunk of India in funds in India as napiired in 
conuection with the Hank’s sales of Transfers on its Indian ollices. 

(1) Demands by thi* iiuhlic, for remittances to India over and above those 
provided by the Imperial Hank of India in connection with the Secretary of 
State’s Hndget reipnrenumts, to l)c met from sales hy auction in liOndon of 
thirreiicy Council Drafts on the Indian Tn'a.surit's at the clii(d Indian 
Ports. Currency Coumrils not to be available till tli(! Imperial Hank of 
India had sold in London and bought in India snllicieiit Hndget Transf(;r.s 
to iu(;et the Secrctarv of State’s Rudget rccpiinjimMits for the year. 

(5) Proc(^eds of (Jiirrenni} Council Drafts woidd ordinarily be devoted to the 
pnrehase in Imidoii and shipment to India of specit? or bullion for ('idurgiiig 
the Indian currency, hut might be retained temporarily in London in a 
Special Division of the (.fold Standard Reserve, if (iovi'rmncnt, for any 
reason, did not consider it necessary to add imiuediatoly to the vtdnmc of 
the Indian enrreney in the ordinary way. 

(c) .What should be tlie size, composition, location, and (unployment of a Cold 
Standard Reserve? Amicer. - M least t'50,(K)l),t)0l», half in gold and half in sterling 
securities. 'I’he g(dd to he held in the Indian Treasuries and the sinmi-ities by the 
Secretary of State in London. 'I’he Heserve to lx? employed to maintain sterling 
exchange at tlie minimum point agreed upon. 

Who should be charged with the control of the note issue, and on what 
principles should control of mauagenieut be transleiied to the Impeii.d Ikiuk of 
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Lidia ? What should lie the gciK'ral terms of transfer ? Anawar. — ^'i'he (joverumout 
of India. 1 am strongly opposed to any transfer of authority in tlie mutters of 
manufacturing and issuing new currency from Government to any Bank. I consider 
the Bank of England system wholly unsuitable to Lulia. Tlie maintenance of the 
jmrchasing power of a country’s ^loney Tools is one of fhe first duties of every 
tiovernment, and the Uovcrnincnt of India, perhaps more than most (Jovernments, 
must carry out this duty with the utmost punctiliousness. 'I'hc (lovernmcut of 
India’s .Money 'I’lXils have always been, and must always continue to be, above 
reproach. Indian currency notes are growing in popularity daily — a development 
which (.iovermnent should do everythiug to encourage. 

So far as the monlh-to-mouth, day-to-day management of tlie currency issued by 
(lovernmcut is concerned (including the provision of temporary supplies of iMoney 
'J'ools for the moving of the crojis, I'cc.j, the present arrangements with the Imperial 
Bank of India seem to me adequate. 

(6) What provisions should be made as to the backing of the note issue? 
,la«rrcr. --Tiie present arrangements appear to me adeipiate with the exception of 
Government’s own Securities which are not an altogether satisfactory backing for 
(iovernment notes. 

In tin's conuei^tion I may’ mention that 1 see no good reason why ( Jovernment 
should not. issue special Service Notes as currency (e.g. notes backed by remunerative 
public works), prwided aneJi Money Toola eould he put into cireidaliou without materially 
loweriiKj the ctjieieney of the 'I'oola already in uae. An apjiropriate time for such an 
issue would be when a tendency towards a general fall of prices was becoming 
manifest. From the revenues derived from the public work constructed by the aiil of 
these special Money Tools, a Sinking Fund could lie provided for the acquisition 
and withdrawal from circulation of the whole of the s])ccial issue in, say, .‘50 years. 

The economies gained by the employnnent of capital on which no interest would 
have to be paid are obvious ; and might enable much needed [uiblic works to be 
initiated the construction of which might otherwise be delayed. 

(c) What should be the facilitie.s for the encashment of notes ? 

(d) What should be the policy as to the issue of notes of small value ? 

.-Imncem. -The more the better. In the meantime, present arrangements seem 
satisfactory. 1 believe one-rupoo notes to be costly to maintain and insanitary 
in use. Therefore I am against the issue of any note under live rupees. 

T). — (a) What should bo the [lolicy as to the minting of gold in India and the use 
t)f gold as curriMicy ? , I n.sin/r. Having regard to the facts that the great dangers 

to India of the opening years of the present century no longer e.xist, that mucli 
uncertainly exists as to the future value of gold (most countries have now abandoned 
its use as currency, and employ it only as Beserve .Money available for the adjustment 
of international balances), and that the chief countries of Furo[>e — including Great 
Britain — arc still only in ])roc<>ss of a gradual and ditlicull recovm-y from the elfects 
of the Great M ar, their iinancial and economic conditions still being very complicated, 
1 no longer feel that it is urgently necessary “ in the interest of India” that India 
should now have a gold currency. Gold Money 'Pools are an e,\ponsive luxury in 
thi'se days of heavy national indebtedness, and 1 advise a waiting policy. India 
is doing very well indeed with her present Money 'J’ools. 

.\t the same time, J should be inclined to aim at the eventual establishment of a 
gold monetary system in India, the currency to include (a) gold-backed notes, (/i) gold 
coins of large value only, say, Bs. 20 to Bs. 30 each, and (c) a large volume of 
subsidiary silver coinage legal tender for sums up to Bs. BX). 

(/)) Should the obligation be undertaken to give gold for rupees ? Answer,- -No, 
not until the Indian iturrency contained a large proportion of gold coins. But the 
Government must be prepared to sell “ Beverse Gouncils ” as suggested in iny reply 
to question 4 (h). 

7. — (a) By what method should the remittance operations of the Government of 
India be conducted ? 

(h) Should they be managed by the Imperial Bank? Anairer.—Sae my replies to 
question 4 (6). 

8. — (tt) Are any, and if so what, measures desirable to secure greater eksticity in 
meeting seasonal demands for currency ? 

(b) Should any, and if so what, conditions be prescribed with regard to the issue 
of currency against liiuidis? .4ntfw;er.“ So far as 1 know, the present arrangeinenta 
nro w'orkiug quite satisfactorily. 
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9. Should any cliiingc be made in existing methods for the purchase of silver ’^ 
.Uwiccr.— Us; the Government of India should call for tenders for such silver as it 
may require for currency purposes in Bondiay as well as in Lmdon, ami, in special 
cases, in any other part of the world that they may deem suitable. 

1 would here repeat that having regard to the uncertainly that dims the futures of 
gold, of sterling exchange, and of the Ituropeun and American exchanges general Iv 
.4Uid also to (h) the general prosperity and very strong economic positioirof India as"a 
whole, L see no icason why India should hasten, at this particular moment, to 
attempt to (liscard (and thereby discredit) her vmy clliciiuit Silver Money 'I’ools 
4^11(1 substitiito Gold Money lools in their pinee, the more especially as tin* 
introduction of these new aiul expensive Gold Tools would in‘cessitate the 
fixing of a ratio of exchange between the silver and the gold tools (or between the 
rupee and sterling) that might bo very dillicult to maintain cxcqA 6// disrcqordiiig the 
eficmicy oj the Money Tools oircady everywhere in vse by the great mojoritii of 
the masses of India. Thcrclorc, 1 would urge the utmost caution. “ Wait and m'c ” 
should be our policy. 

India as a whole appears to mo to have arrived at a higher level of mati'rial 
prosperity, and with far larger acinmi illations of wealth than she lias evi^r before 
enjoyed at any previous period of her history. There is no necessitv to invite 
•currency complications at this particular time. 


APPKNDIX 9J. 


Statement of evidence submitted by the East India Section of 
the London Chambep of Commepce. 


(A) A proposal to plaee Indian currency on a gold basis. 

T. llie pj.xocutive Committee ol the Section is impressed with fin* fact that there 
has not been time to readjust economic relations of the world, wliich were so 
violently (list urbod by the Great War, and this may be seen by widt llnctuatioiis in 
I'xchangc values. 


2. Till! cllect of placing Indian cnrrency on a gold basis, with gold coins as an 
internal medinni of c.\change, would involve a demand for gold which, in the opinion 
of the K.xficutive Committee, would greatly cxcreed the estimate of £I0.j,()00,(J<)<» 
mentioned ; an Indian gold currency would be used far beyond the borders of India, 
and gold coin would bo likely to lie hoarded in very much larger (piantities than is 
gold bullion at present. 


O, 


These considerations would, iii normal times, render the establishment of a 
gold standard in India a daring experiment of the lirst magnitude. Under the prifsent 
abnormal comlilions, such an cxjieriment would, iu the o 2 >iuion of the Executive 
Committee, be fraught with danger to India ami to this country. 

4. For these reasons, the Executive (’ommittcc is of opinion that the present is not 
an opportune time in which to introduce a gold currency in India. 


(B) A proposal to slahilise the. rujwc. 

5. If it were possibhf to stabilise the rupee as soon as it reached an exchange level 
which would iu future be likely to represent normal, it would, in the opinion of the 
Executive Committoe, be desirable to do so (the attempt to stabilise the rupee at 2s. 
must now be definitely rogirded as having lieeii a complete failure). At the same 
time the Executive Committee is not satisfied that it would be imssiblo in all the. 
circumstances surruundiiig the case to maintain the rate at Is. (id. Iu this coiinectioii 
it has to be borne in mind that for five years in siu*eessioii there have been good 
monsoons. Should the favourable cycle be broken it may be found that the iionual 
exchange value of the rupee will be nearer Is. 4d. than Is. Gd. In view, therefore, of 
the uncertainty as to whether the present rate can be regarded as normal, the 
Executive Committee rocoinnieuds that stabilisation should not be undertaken until 
India has passed through a year of had harvests. 

C. Whilst it is true that a Is. 6d. rate should, priiud fade, assist imports from this 
country into India, it must lie remembered that that rate operates against the export 
•of Indian produce, and so reduces the purchasing i)owcr of India. 
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APPEISDIX 92. 

Statement of evidence on the Indian Currency Problem, 
submitted by Professor Gustav Cassei. 

1. — The General Background. 

When the Gonimission asked tiic for iny views on the question of the Indiaoi 
Currency, the Commission presumably desired my opinion on the effects on the 
world’s eiwiiomy in general of a reform of the Indian currency and particularly 
of an eventual introduction of a gold standard with a gold circulatioai in India.. 
This question is essentially that of how an increased monetary demand for gold 
on the part of India wouhl affect the supply of gold at the disposal of the rest 
of the world and thereby the general level of priix's in gold-standard countries. 

In order to elucidate this question it is clearly necessary, first of all, to 
show how the general level of jirices is affecteil by variations in the gold supply, 
and what the gold supply ought to be in order that the general level of gold 
prices shouhl remain constant. In investigating this question wc have necessarily 
to take account of the world's total supply of gold. In other words, wc cannot 
be content with considering merely the .stock of gold of a single country, nor, 
as. is often assumed, the world’s in-otu'tnry stock of gold. Neither of thcsi! 
quantities has an iiidcjieiulent existence. In a gtild standard, gold is free to 
move between countries as well as between the monetary and the industrial stock 
of gold. 'I'liis inobilily of gohl is a fundamental characti'ristie of the gold 
standard. We have, therefore, necessarily tcj find out how the general level of 
prices in a gold standard depends on the world's total sujjply of gold. An 
investigation into this que.stion is contained in my “ Theory of Social Economy." 
London, 1923, and the results are summed up in my “ hundainental Thoughts 
in Economics," Ixmdon, 1926. I shall take the liberty in the lollowing of quoting 
s!iine passages from this summary. 

The economic progress of the world mu.st, of c<airst‘, make an increased 
supply of gold ncce.ssary if the value of gold is to k* invariable, i.e., if the general 
level of prii es of commodilies is to be coiLstant. We cannot, therefore, siieak of 
a superfluity or a scarcity of gold in any period without referring these con- 
ceptions to a supply which can In* regardeci as n«)rni.al for that perio<l. But what 
sujiply is normal? That is the e<|uivaleut of asking: What rate of increa.se in 
the world’s gold .supply has been ncces.sary during a certain ])criod to enable the 
general level of prices to remain constant (luring that period ? Of course, this 
question can oidy be answered by ex])erience. i.e.. by collecting stalisticjil material 
lor a leiigtby ]M‘riod. To this end, the ])eri(Ml from 1850 to 1910 is ])articulai-ly 
convenient, •hecaiise the general level of gold prices in 1910 was practically the 
.same as in ISoO. In this period, however, the world’s total .stock of gohl was 
multiplied by the figure 52. which corresponds to an annual increase of 28 j)cr 
cent. If. theretorc, the WMn'ld's .stock of gohl had incrca.sed unifonnly during 
the ^yhole i)crio(l by 28 per cent, every year, the stock in 1910 wmuld liave been 
precisely what it actually was. and there wouhl have ken no rea.son why the 
supply of gold should have caused any variation in the. general level of prices 
in the meantime. Such a uniform growth of the world's stock of gohl from 
1850 to 1910, therefore, may be taken to represent the world’s normal gold sujiply 
for every ycjir of that period. The actual gohl stock of the world was greater 
for a part of the period and .«maller for the ?'emainder. and we are in a position 
to give in ])recise figxires a measure of the su])erfluity or scarcity of gold at any 
time of the i>eriod under consideration. For this pxirpose I have intnaluced the 
conception of a trlalir*' yohl xupitly, which is for any given year the actual gold 
supply divided by the normal gold supply. 

This relative gohl supnly is the only factoi’ which can reasonably be assumed 
to have any infiueni'o on the general level of price.s. The object of our investi- 
gation must, therefore, be to find out how far the actual variations of the general 
level of gold prices during the ])eriod from 1850 to 1910 are e.xplaincd bv corres- 
ponding variations in the relative gohl supply. Thus we have to compare two 
curves, of which one represents the relative gold supply and tlxe other tlie general 
level of gold prices. It is then immediately sho^vn that the latter curve contains 
sharp .short-time fluctuations w'hich have no counterpart at all in the very even 
curve repreenting the relative gold supply. The.se price fluctuations are'easily 
recognised as wmmseted with periods of prosperity and depression. We can 
immediately draw the conclusion that trade cycles’ have nothing to do with the 
.supply of gold. Eliminating the corresponding short-time price fluctuations 
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from the curve representing the general level of prices, we find a curve which 
corresponds to our curve of relative gold supply in a most striking manner. The 
conclusion is that the lon^-tinie variations of the gmieral level of pi'ices essentially 
depend ujKm 'Variations in the relative gold supply. 

According to these definitions a su^icrfluity of gold was ruling in the ’fifties 
and the ’sixties of the nineteenth century, and the general level of prices rose 
correspondingly. This superfluity was dimini.shed during the following decades, 
and by abomt 1887 the supply of gold as well as the general level of prices had 
again bewnne normal. In the middle of the ’nineties a scarcity of gold prevailed 
and the general level of prices sank beneath the normal level. In M)10 the total 
supply of gold and the general level of jirices were again normal. TJie rise of 
the general prices in the ’sixties and the fall of the general prices in the ’nineties 
were both greater than what would exactly have corresponded to the superfluity 
or scarcity ol gold, and it may perhaps be inferred therefore that the movements 
of the general level of prices have a certain tendeiuy to enlarge the influences 
ot a .superfluity or a scarcity of the supply of gold. If the world's total stock 
of gold is to increase by 2 8 per cent, per annum, the annual ])roduction must not 
only correspond to that factor, but mu.st also make up for the yt'ar's definite 
loss of gold, wliich may be taken on an average to represent 0 2 ])er cent, of the 
total stock. Thus the annual production must amount to 3 per cent, of tlie total 
stock at the beginning of every year. Should the ])roduction exceed (his amount 
of 3 per cent., the general level of prices must rise by the difference: again, should 
the piwluctitm fall short of the said amount of 3 per cent., the geui'ral level of 
prices is bound to fall by the difference, e.g., if the world’s ))roduction of gold 
in one year slunild only amount to 2 per cent, of the total stock at the beginning 
of that year, we have to expect a fall in the general level of prices of I jier tent. 
Naturally, if the .same shortness in the production of gohl should prevail for a 
series of years, the fall in the general level of prices must continue at a rate of 
1 per cent, per annum. 

As the annual supply retpiired for stabilitv is a certain pi'rcentagc f)f the 
stoc'k aecurnulatcd, it must obviou.sly grow at the same rate as the slock itself. 
This is a very important conclusion. Indeed, the con.se(|uence is that, if the pro- 
duction of gold, however abundant it may be at the present moment, should remain 
constant, it must become insuflieient within a certain number of years. For tin* 
prodiK^tion Increases the stock and when the stoik grows, the annu.-il increase of 
the .stock which corresponds to the economic jirogress of the world must grow 
likewise, and sooner or later outgrow the constant produetiiuK If the annual ])ro- 
duetion of gold falls short of the percentage of (lie aciMimulated stock recpiired 
to meet economic jirogre.ss, the general level of prices in a gold standard is liound 
to fall. If, therefore, the world shonhl be confronted with the impossibility of 
increasing the annual gold jiroduction, and conseriuently with the necessity of 
being .sati.sfie<l with a constant gold product i«m- -not to spe.ak of the ca.se of an 
actually diminishing production- -the world would have to face a. continual and 
ince.s.sant fall of the general level of prices with a consecpient et'onoinic depression. 
Thus the gold standard must be said to be a satisfactory standard only on the 
condition that the world is able to increase indefinitely its annual production of 
gold at the same rate as characterises the worlds general economic progress. 

My calculations show for the end of 1910 an accumulated stoik of gold of 
£2,(100 millions.* This stock hiid increased by the end of 1923 to £3.023 millions. 
The actual gold production amounted in 1924 to £794 millions, representing only 
2-19 per cent, of the accumulated gold .stock at the beginning of the year. Assiuii- 
ing that a yearly production of 3 per cent, of the accumulated stock .still re])rc- 
sents the normal requirement, we here fitid a deficiency of 0'81 per cent. In 
absolute terms tlie gold production ought to have been .£1087 millions. As it 
was only 79'4 millions there was a. deficiency of £29'3 millions. In 1925, a 
production of 3 per cent, of the stock at the beginning of the year would have 
represented £1109 millions. In reality it was only about £81 millions, and thus 
there was a deficiency of £29-9 Tnilliniis. representing in fiereentage of the aeeii- 
mulatcd stock 0 81. It is worth noting that the aKsolnte defieieney is increased 
and the relative defieieney is unaltered— in spite of a considerable inerea.se in the 
production. 

It is clearly seen from these figures that the presimt height of gold production 
is entirely msufficient for keeping up what wo were aeeustnmed before the War 
to regard as a normal economic progress requiring an annual gold ])rodiietion of 

• Th« original calculaUouH ar« in goln marks, ami 1 liave convortci Uiem li«ro to pounds at 
the rate of 20 marks for £1, ^ 

H3815 
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3 per cent, of the accunmlated stock. If this scarcity of the gold supply is not 
felt at present as a serious evil, this is only due to the fact that during the period 
from the beginning of the War to the end of 1924 America has accumulated 
quite an abnormal monetary reserve of gold. During the time of inflation gold 
was ex})clled from a number of European countries, and most of this gold was 
accumulated in the United States. The American authorities have taken the 
very sound view that this gold stock, in so far as it e.xceeds the normal require- 
ments of the country, is to be regarded as held in trust for the rest of the world 
and parlic-ularly for European countries which may want to get the gold back 
again, us they gradually return to the g<jld stamlard. The American gold reserve 
has therefore not been used as a foundation for bank credit to such an extent 
as would correspon<l to usual traditions, the Federal Reserve system having seen 
its ratio of total reserves to deposit and note liabilities run up for some time to 
80 per cent, and more. 

People in Europe, however, have often taken quite an exaggerated view 
of the American superfluity of gold. It has lieen said that this superfluity would 
force America to a great inflation of her currency with the consequence of rising 
prices, and it has also been believed that Europe would run the great risk of 
neing overflowed with American gold. On several occasions I have uttered 
warnings against such exaggerations and tried to make it clear, not only that 
there was no reason for assuming the growth of the American gold stock to be 
unlimited, but also that the part of this gold that could really be regarded as 
superfluous was no greater than would admit of its probably lieing absorbed in 
a comparatively short time. The actual course of events has confirmed this view. 
Towards the end of 1924 the gold stream took a new direction, and 1925 showed 
a net export of gold from the TTnitcd States of 134'4 million dollars. True, this 
is not very much in comparison with the great accumulation of gold in the United 
States, tlut still it has proved enough to cause people in Europe to take a more 
reasonable view of the limits of the excess of gold in America and also to bring 
about a slight alteration in the American conception of the situation. In fact, 
there are several signs that go to show that people in the TTnited States are no 
longer so eager to get rid of the superfluous gold, but are rather inclined to keep 
themselves ready to protect their gold reserve if it should be exposed to an 
increasing demand from abroad. This change of mind is natural enough. The 
merchandise trade balance of the TTnited States is no longer so favourable as it 
used to be. From the figure of 981 million dollars for 1924. the excess of exports 
was reduced to 6845 million dollars in 1925. The latter figure being much less 
than the foreign loans granted by the United States during the year, there is 
room for foreign demands for gold. Of course. America can easily protect her- 
self against such demands bv measures restricting her capital market. But such 
a policy would mean precisely that America would keep her g»>ld stock for herself, 
with the result that her extraordinary reserve of gold would no longer be at the 
dl.sposal for the rest of the world. 

It is very instructive in this connection to read the National City Bank of 
New York’s review of the gold situation of the United States (in their Report 
for Febmarv, 1926V The article referred to gives for the 1st July, 1925, the 
total of gold coin and bullion in the TTnited Stales Treasury and Federal Reserve 
Banks at 3.962 million dollars, and the total of notes and deposit liabilities of 
all banks at 50,969 million dollars. From these figures the ratio of gold reserve 
to liabilities is calculated to be 77 per cent.. For the end of 1924 the corresponding 
ratio of gold reserve to liabilities for Great Britain is calculated to be 6'5 per 
cent. The difference is small, and the higher gold cover of the TTnited States 
is, according to the article, very well accounted for by the peculiarities of the 
American banking system. The important feature in this reasoning is the fact 
that leading people in America now think the time has come when the gold reserve 
of the country must be defended as not being superfluous. 

Still, according to acknowledged standards, the gold ref?erve of the Federal 
Reserve system is doubtless somewhat higher than necessary. On the 30th 
December, 1925, the reserve ratio was 67’3 per cent., and thus, from the 
traditional point of view, there could be no reasonable objection to further gold 
exports. If we assume, however, that by such exports thie reserve were to come 
down to 50 per cent., we may be sure that the Federal Reserve authorities would 
take strong measures to protect their reserves. Such a reduction in the reserve 
percentage must therefore be regarded as the maximum. In other words, of the 
67 3 per exjut., 17‘3 per cent, could po.ssibly be regarded as an excessive reserve. 
In absolute figures, the combined liabilities amounted on the said date to 4,192 
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^llion dollars. 173 per cent, of this sum is 725 million dollars. This is, there 
fore, the maximum amount to which we can reasonably estimate tlie excess stock 
of gold. Aeeording to the views now prevailing in America, the c.xticss stock is 
doubtless much smaller, if it exists at all. 

As now, the deficiency of the world's gold production according to tlie above 
calculations, amounts to about £30 millions, or nearly 146 million dollars, our 
calculated maxinuim excess stuck of g(jld in the United States tloes not cover 
this deliciency for more than live years. Of course, objections may lx; raised 
against these figures. They cannot pretend to be exact, lint the}’ an^ l)uilt on 
the best material available and they give without doubt the essence of the whole 
problem of the world’s gold supply as it presents itself for the time being. 

Our result clearly shows that we are now rapidly approaching the time when 
the deficient gold production will make itself felt in an actual scarcity of the 
total gold supply of the world. Of course, we caiinut know anything about the 
future development ol gold production. But assuming the goltl production to 
remain at its present height, the total st*K‘k of gold is bound to incrca.se and then 
tile anuu^ production required for ketiping up a ceilaiii economic progress must 
increase in the same propcjrtion. With an unrestricted demand for gold, a grow- 
ing scarcity of the metal with the conscxjuencc of incessantly falling prices is 
therefore inevitable, unless a very important increasi; in the world's gold produc- 
tion can be expected, or UJiless the world is going to ac(|uicscc in a slower degree 
of economic progress than that which characterised the period ISuO-IOlO. riiese 
are tJie fxmdarnental I'oatures of the present gold situation. 

Under such circumstaiux^s it is natural enough that every ell'ort should be 
imide to economise the use of gold. A prolonged peu-iod of falling prices without 
any prospect of a definite end would bring abqut a continueil dei)rcssi()ii of the 
world’s economic life, and must, therefore, be regarded as O'Jie of tlie most serious 
cconomiu evils which ixiuld befall human society. A systematic economy in the 
use of gold is, however, practically possible only as far as concerns the monetary 
use ol' the metal. Sincii the very beginning of the after-war reconstruction f 
have regarded this economy in the monetary use of gold as an essential element 
in the whole w(/rk of rewmstructioii. This view has licen shared by leading 
aul hoi'ilics. It found ollicial expression first in the resolution of the Uonoa 
(.‘oiiferenee, wliiidi recommended that a certain economy in the usii of gold should 
bo aimed at by the concentration of the reserves of note-i.ssuing banks. The 
extension of this economy to the use of gold as a circulating medium was at that 
time not possible to get incorporaUMl in the resolutions. When, however, in 
April, 1925, Great Britain returned to the gold standai’d, the idea had rijxincd 
that, owing to the scarcity of the w’orld’s gold sujiply, it was necessary to refrain 
from bringing gold coins iiPo (drciilation. Mr. Ifimrcliill’s gold staiidartl relained 
only the very kernel of the gold standard, viz., the maintaining of the currency 
within the neighbourh(K)d of a constant parity with gold. 

This is the model for the monetary system of the future. The programme 
should be : no gold in circulation and the greatest po.ssihlc concentration of gold 
reserves, not only within every nation, but also intormitionally. 'I’his limitation 
of the demand for gold is to the common interest of all nations, inasmuch as 
everyone of them is interested in the Jiighest possible stability of the {)urohasiug 
.power of its money and in preventing any growth of the real burden of its public 
debt. 

What absolute purcJiasing power our money has is of course of no importance, 
the only relevant point Ixjing that tlie purcliasing ptiwer is kept constant. As a 
matter of fact, the restoration of the gold standard as an international monetary 
system has been carried tlirongh at a price level - measured according to the 
index number of the Federal Reserve Board— of about 160 (correspomliiig to 
about 150 of the Bureau of J.,abour). Had the American price level fallen 
essentially below this point, it is extremely doubtful whether other nations would 
have found it possible to earry through the corresixiuding deflation and to restore 
the pre-war parity of their currencies. Now that this has been done in a series 
of cases, it is essential that the nations concerned should not bo foiecd to a further 
deflation with all its jHU'nicious consequences. 

The question is simply this : will it be possible to keep the general level of 
prices at about the lieight denoted by the quoted index figures? 'Plie answer is 
given by ^e above analysis. Wc shall have in all probability to face a growing 
scarcity of gold, a scarcity that can only be overoo-me by progressive reductions 
in the world’s monetary demand for gold. All nations must co-operate in this 
|)olicy. If any country chooses unnecessarily to increase its demand for gold. 
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v,'e may be sure that other countries will answer by increasing their demands, 
or at least by measures calculated to protect their reserves, locking them up so 
as practically to withdraw them from the world’s common fund ot gold. With 
united ellorts it seems fairly tiertain that we sliall be able to prevent any i»nsider- 
able fall in the general level of prices for at least one or two decades. 

What will happen thereafter it is of course imptwsible to tell. If the general 
[)rogre.ss of the world should require an annual addition to the gold stock far 
gieater tlian the world's gold })roduction can supply, and if we have exhausted 
all our gold economising devices, a continued and unlimited fall in the general 
level of [)rices will be inevitable. If the world then linds it necessary to avoid 
tliis calamity there will l)e no other alternative than to abolish the gold standard. 
Alo.st ju’oph' have hitherto rcganled such a step as practically imjmssible, and 
certainly it would have been very unwise to try it under the conditions of extreme 
disorganisation and mistrust which prevailed after the war. Hut after a pro- 
longed period of international co-operation towards stabilising the purchasinj^ 
power of the world’s currencies, the situation would be essentially altered. The 
very habit of deliberately regulating the value of gold by a systematic e(;onomy 
in the monetary use of tlie metal would be the best imaginable }>re])aration for 
the future regulatioji of i-urrencies without the use of gold. In stating this I 
do not ovi'rlook the dilliculties. Hut in face of the great danger of a si^rious aud 
pi’ogressive .scarcity of gold (he world would be forced to find a way out. Of 
Kiursc, the abamhtnment of the use of gold for monetary purposes would cause 
au enormous fall in the value of gold. All those interested in the value of gold, 
be it as producers or as po.ssessors of gold funds, should observe that a policy pre 
venting the value of gold from rising is from their point of view very much to 
be preferred to a developimuit which would allow the value of gold to rise to such 
au extent that the world would be forced entirely to abandon gold for moiietary 
(urposes. 

One might perhaps be inclined to believe that the world’s annual monetary 
requirements of fresh gold might be diminished if the general level of prices 
\veiv allowed to fall to a cci'tain lower level. Hut this is not so. T'he annunl need 
for gold, re(piired for keeping the price lev<‘l constant, is indopeinlent of the 
actual level of ])rices aii<l is exclusively determined by the rate of progress of the 
world’s economic life nndtipliod by the accumnlatcd stock of gold of the w'orld. 
Th(* world’s annual need for gold would therefore In* the satne as it is now, even 
if there had been no ri.se of prices since lOlJi. 

A rise in the general level of prices has, on the other hand, necessarily a 
restricting influence on the annual production of gold. If this iidluence has not 
hitherto made itself very keeidy felt in the most important centre of gold pro- 
duction. South Africa, the ex])lanation is only that the rise in prices of 
commodities in South Africa has been slower than in Eurojxj and in America. If 
])rices in South Africa were gradually to rise to a level with the world prices, a 
certain decrease in the South African gold produi^tion would necessarily follow 
atid could only be balanced by progre.ss in tbe gold-mining industry. People who 
are inclined to reckon u})on an increase in the world’s gold production from new 
discoveries of technical improvements should not quite lose sight of the counter- 
balancing influences of a probable rise in the co.st of living at gold-mining 
centres. 

IT. Criticism of the Piiorosai. to Establish a Cold Standard in India. 

A gold standard can take many dilTereiit forms, and a criticism of the idea 
of introducing a gold standard in India will gain cousiderably in clearness and 
<lefiiiitcnes8 if it is referred to a particular scheme. It is, therefore, a great 
advantage that a “ scheme for a gold standard for India ” has been drawn u}). 
and, as it has been communicated to me, I shall refer the following observations 
to this scheme. 

Such a scheme must bo judged in the first instance from the point of view of 
its elTect on the scarcity of the world’s gold supply, the significance of which has 
lieen .set forth in the foregoing paragraph. It is necessary, therefore, to ascertain 
what exti-a gold requirements will be brought about by the cxstablishment of a gold 
standard in India in accordance with the present scheme. An extra demand 
must, of cour.se, arisr? first of all for currency purposes. This extra demand — 
the only one of which the scheme takes any notice — is calculated dt 103 millions, 
and the scheme gives certain figures as to the distribution of this demand over 
the different stages which have been suggested for the gradual introduction of 
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the scheme. Having no particular knowledge of Indian conditions 1 take the 
statistical figures as they are presented. But with regard to the i-alculatious 
based on these figures, 1 venture to offer the following remarks. 

As the plan is to be carried through in 10 years, it is hardly satisfactory 
to calculate “ the gold ultimately required for the reserve ” on the basis of the 
present note cinnilation Its. IHOo crores. With the efforts now being made to 
develop not only the banking sys^tem of India, l)nt aLso generally the economic 
life of the country, it must necessiirily be expected that the note circulation will 
grow at a certain percentage pei' year. An estimate of this |)erientage should 
be an important element in the plan, ('oiisidering that the note circulation has 
grown from tiff, 12 lakhs in March. 1914, to 1,S9,.51 lakhs in September, 1925, it 
seems not unrca.sonable to assume that [X‘rsi.sU*iil and systematic elhirts to further 
the use of bank notes would result in the doubling of the present note circulation 
within the proposed transition p<!riod of 10 year.s. The 510 per cent, gold rest'rve 
required according to the scheme would then, at the eml of the [leriod, represent 
not 5()‘9 crores, but 113’8 crores. 'I’hiis the total sum required for the currency 
reform would not be 1517‘2 crores, as given in the scheme, hut 194T crores, i.e.. 
£1450 millions instead of £103 millions. But this is not all. If the law requires 
the Central Bank to keep normally a gold reserve of 510 per cent., the hank will, 
according to all ex}iericuce, find it neces.sary to keep ordinarily a much larger 
reserve. Assuming that the hank, in order to be on the .safe side. ki‘e[)s a reserve 
of, say, 40 per cent., the need for gold for the reserve will ultimately amount to 
lol’O crores, ami the total sum of gold required for the monetary reform will 
l)e 231‘9 crores, or £173‘9 millions, instead of £103 millions. 1 (piite realise that 
there may be reasons for assuming :i .slower growth ol the note circulation, sn 
1 do not wish to press my figures, but put them forward only to draw attention to 
the considerable increase in the .siqqmsed gold demand which mu.st be taken 


account of as probable. 

With resjiect to the distribution of this demand over the transition period, 
the calculations ai’c, as far as I can .indge, nnletiable. It is sjii»l that in ^tage I 
“ comparatively few hoards would be large enough to buy the minimum quantity 
sold by the currency authorities.” But if the bullion merchants .step in as 
intermediaries, it is difficult to see why the size ol individual hoards would be 
of any inqioi-tance. the merchants always being able to jimscnt enough silver to 
buy the minimum qimntity of gold. They would, theretore, not only lay in 
stocks in anticipation of demand,” but also immediately act as repre.se ntatives 
of the hoarders. It seems very possible, therefore, that the first demand from 
these sources might considerably exwed the calculate*! sum of Bs. 50 cioies. 
But I leave this point, and accejit the given sum of 50 crores as good. Then it 
seems to me that the authorities must have that sum of gold at dis])osal in order 
to meet the first demand on the introdmtion stage. MTie idea that the .sum 
required could lie diminished by the 30 crores of gold in the note resi'rve seeins 
to me incomprehensible. If a country wishes to establish a gold .standard, it 
seems a very strange measure indeed to begin the operation by completely 
exhausting the gold reserve on which its note circulation is founded. Such a 
procedure would hardly strengthen the confidence in the new monetary standard 
It seeins certain, therefore, that the Ks. 30 .-rores gold in the note reserve won d 
have to be left untouched, and that the assumed demand for Bs. oO crores wmuhl 
have to be satisfied by gold acquired espeiially tor the P»!I»^«p- further 
according to the scheme, the minimum reserve to be allowed is 20 pet cent, of 
the circulation. With the assumed initial note circulation this ininimum would 
amount to 37-9 crores, which is about eight . rores more fhan the existing reserve. 
H would then .seem to be a ne.-cs.sary prelim, narv measure, before infrodumng 
iteTl to tecre-isc the reserve by at least tlie.se* eight crores. Thus (he minimum 
sum of ’/resh -mid required at the inlrodiiction of the scheme would be oh crores 
or £«-5 millions. This is almost three times as much as the sum calculated ,n 
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than rupees. The demouetisatiou of silver will probably cause a sharp fall in 
the value of silver, and, in cunscquouce, a distrust in silver as a suitable means 
of hoarding treasure. Ihu ell'ect on the demand for gold may be twofold. 

h'irstly, the present owners ol iiietallic silver may be eager to exchange that 
metal for gold and tlnow large amounts of silver on the market in order to acquire 
golu. I his would, of course, aggravate the fall .in the value of silver, but would 
still represent a very considerable demand for gold. Naturally only one very 
conversant with Indian conditions can form any opinion of the probable size 
of this demand and of the way in which it will be distributed over the transition 
^leriod. hut prima facie, and to an outsider, it seems not unlikely that tliis 
demand may assume the same dimensions as the demand for an exchange of silver 
rupees calculated in the Scheme to represent Ihi. 110 crores, or £82*5 millions. 

Secondly, the very distrust in the stability of the value of silver may have 
this eil'ect, that such lutui'o hoards as would under the old conditions have been 
accumulated in silver will instead be accumulated in gold. The average annual 
importation of silver into India for use in the arts, as ornaments, and for all 
purposes other than coinage, for the lust live years is given at the figure of 
HI million line ozs., which, at the present price of alxiut 30d. per standard ounce, 
would represent about £11 millions. If this treasure should in future be 
accumulated in gold instead of silver, an additional demand for gold of 
£11 millions per annum would arise. For the transition period alone that would 
mean £110 milieus u.xtra worth of gold. Of course, it is possible that the change 
ill the habits of the hoarders would not be so radical, and that, when the value of 
silver had been stabilised at a lower level, the hoarders would again direct a 
considerable demand towards silver. But in the transition period, and 
particularly in the beginning of it, it .seems probable that from this source would 
aiise a very considerable extra demand for gold. 

In addition, it seems necessary to take account of the increase in the general 
Asiatic demand for gold which will bo a consequence of the iutnxluction of a 
gold standard in India, with gold as circulating medium. With the intimate 
trade relations between India and the interior of Asia, it seems certain that 
gold coins circulating in India, and lieing generally used there as means of 
payment, would find their way in great quantities to other parts of the Asiatic 
continent, and that linally gold coins would become a general means of payment 
in Asia. In this case, the introduction of a gold circidation in India will have 
very far-reaching consequences on the world’s demand for gold. 

bumming up this discussion, wo come to the result that the extra demand 
fur gold caused by the proposed monetary reform could easily attain a ligure 
.several times higher than that assumed in the Scheme. It is, of course, im- 
possible to give a reliable ligure for this extra demand. For the sake of illustra- 
tion I take it at £320 millions, corresponding to about four years’ world })roduc- 
tion of gold. But an extra demand for gold of such dimensions could not but 
cause a most .serious disturbance of the world s gold market and upset the whole 
policy of economising with gold outlined in the first paragraph. The direct 
fall of the general level of prices which would be I’aused by such an c.xtra demand 
for gold would amount to nearly 9 j)cr cent. But the ultimate effect on the price 
level would probably he far greater. I have aready observed above that the 
effects of sc.iircity or abuiidani'n of gold tend to ho magnified in the movements 
of the price level. But in the present case the extra demand for gold would have 
mucli more far-reaching effects. It has lioen shown in the first paragrapli that 
the world is already suffering from a considerable deficiency in the annual 
production of gold .and that it will bo iwssible to meet this deficiency only by 
.systematic co-operation liclwceii all nations to bring about a strict cooiioiny in 
llic ii.se of gold for inonctarv puii)o.sf.s. It seems quite tiertain that the introduc- 
tion a gold standard in India on the lines proposed in the Scheme, with the cou- 
“equent extra demand for gold, would iininedialely cause any .such co-operation 
to break down. Tt must, he renieiiibered that the extra demand for gold, amount- 
ir.g, on the .above a.ssnmption, during the transition period of 10 years, to an 
annual average of £32 millions, would be added to the ordinary demand of India 
which, according to the average of the five years preceding the War, may Ih’. 
estimated at about £19 millinus, hut whieh since 1922, ha.s reached very much 
higher figure.s. T.iking the lower pre-war average we come to the result that the 
tntid Tndian demand would amount to £51 millions, which is equal to nearly 
of the world’s total annual production. Doubtless every country would find 
Itself obliged to protect its gold resorve.s from an Tndian derruind of .such dimen- 
sions. The coiKsequenec would be that the different gold reserves of the world 
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would be locked up and debarred ri*oni being used as a comaioii fund for the 
world’s gold standard. Iti particular, it must be e.\pccted that tlie surplus of 
gold that uow exists in the United States and u|K)n winch, as T havi^ shown above, 
the world must reckon for meeting the imminent scarcity of gold, would no longer 
be available for such purpo.sos. As soon as India had decided to establish a 
gold standard, people in the United States woidd immediately begin to find it 
necessary to protect the American gold reserve against Indian deic.ands. I'Acn 
if this protection were (»nly to take the form of a more stringent nitmctarv poliiy 
with higher rates of discount, it would have the elTcct of ])rcssiiig (huvn con 
tiimally and ])rogressivelv the general level of prices both in the United States 
and in other txnintries. Thus we should he faced with the calamilv of falling 
jirices and a consequent general depression of the world’s economic life, from 
which we have sought to protect ourselves by aid of a rational monetary ]M)licy. 
For the carrying through of such a policy, based on a systemat ic economising in 
the use of gold, it seems to be a contfitio sivr r/ua non to ywevent any great extra 
demand for gold from arising on the part of India. The conclusion is. th(*refore, 
that the suggested scheme for the introduction of the gold standard in India is 
absolutely opposed to the fundamental interests of the world’s economy at large. 

I wish to point out that in my opinion the results now descrilvd would be 
substantially the same, even if the extra demand foi* gold should turn out to he 
considerably low'or than has here !)een assumed. .Mn'ady, the large rndian <1cmand 
for gold has a clearly de[)n'ssing influemx* on the general level of ])ric(‘s in gold 
standards. 

So far I have only discussed the ])roposed gold stamhird for India from the 
point of view of the economic interests of the world at large. Of coui’sc, India, 
is a part of the commercial Avorld and thus far has the same interest as all 
other countries in the stability of the general level of prices and in an 
uninterrupted develnpmeut of production atid trade. Rut the proposed intro- 
duction of a gold standard in India must also be judged with regard to its more 
immediate effects on India. 

In the Sehenie which has been submitted, an e.stijiiate has been made both 
of the permanent and of the initial costs e()nne(‘led with the intrndnetion of the 
gold stamlard. ,\ee(U’ding to what has been said above, this estimate nmsl he 
considerahlv exceeded. Ibit I am not in a po.sition to form any exact idea of the 
sum to which the costs wdll actually amount. 

The Scheme, however, has I aken aee(»unt oidy of the eo.sts which woidd devolve 
upon the Government. Rut a eimreet judgment of the plan is possible only if 
due regard is also taken to the loss wbicb the Indian people ari' bound to .suffer 
in consequence of the artificial depression of the ])riee of silvf'r. ’Pbe Selieme 
assumes a depre.ssion from the ])re.sent price of over tlOd. to about 24d. per 
standard oz., wbieb means a reduction of 20 per rent. If the exchange of silver 
hoards for gohl were to assume the greater proportions of whieh I have spoken 
above, it seems not improbable that the ilepression of the value of silver will go 
still further. Rut even a loss of 20 per cent, is serious enough, if ai'count is 
taken of the whole mass of siUer now' hoarded in India. For a country whieh 
has for oentnries acenmnlated treasure in the form of silver and now' possi'sses 
such huge amounts of this metal, it nuist seem to be a rather strange ]ioliev 
deliberately to introdnee sneb measures as are certain to depress the value of silvim 
and thus to deprive the eountry of a oonsiderable part of its acenmnlated wealth. 
This consideration must every day be a factor of praetiral importance for some 
holders who have to sell silver out of their hoards. It seems particularly ndi*ms 
to adopt a policy involving heavy losses to the poorer classes in whose hoards .silver 
probably plays a preponderant part. 

Under such circumstances it seems dilTicnlt to advocate the si'hemo of a gold 
standard on the ground of the general economic interests of Inrlia. If a gold 
standard is to be adopted, it must lie shown that such a measure is of quite over- 
whelming importance from a monetarv point of view. This of conr.se involves 
a corap/irison between the proposed gob! standard anil the present monetary con- 
ditions. The following paragraph w’ill be devoted to a discussion of this question. 

III. — Recom mendations. 

When a radical change of the monetary system of a country is proposed, one 
must first of all ask whether the change is at all warranted,' i.e.. whether the 
existing conditions are so bad that a sound development on the basis of them is 
impossible. In the material submitted to me there is nothing to show that the 
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present monetary organisation of India really suffers from any such serious faults 
as woultl call for a radical change. In monetary matters a sound conservatisin is 
always good policy. I, therefore, think that the first question to answer is this : 
Can a really good monetary system for India lie constructed by preserving the 
essential features of the existing system and by introducing such minor modifica- 
tions as may pi’ove necessary? 

In my ()[)inion this is quite jHissible. The monetary system which India, 
possessed from the time when the rupee had been stabilised at a gold value of 
Is. Ir/. up to the War must, ou the whole, be said to have worked fairly well. Of 
course, the War brought about serious disturbances, and India, like all other 
countries, had to suffer from the general breakdown of the world’s monetary 
machinery, which was a consiHjucnce of the War. But there are reasons to believe 
that the Indian currency suffered much le.ss than most other currencies. In fact, 
the internal punhasing jiower of the rupix! showed a remarkable stability. The 
violent .flin tuations of the exchange were to a great extent an unavoidable con- 
sequence of the fluctuations in the value of the British currency and in the value 
of gold. Further, India comparatively soon overcame these difficulties, and the 
rufiee attained a fairly stable gold value at about the same time as the pound 
sterling ivas restored to its gold parity. 

The aim of the Indian monetary policy must, therefore, in my opinion, be 
to stabilise the exchange value of the riiix^e in terms of gold. The choice of the 
rate of stabilisation being naturally of the utmost inqiortaiice for the success 
of the stabilisation policy, groat care should be taken in ascertaining what rate 
of exchange corresponds most truly to tlie present condition.s. It may, perhaps, 
be said tlnit the relative prices of different groiqis of commodities ami of labour 
have not ycL attained the necessary equilibrium to offer a reliable basis for a 
stable purchasing power parity of the ruiiee. On the other hand, it is not 
advisjible any longer to [tost pone the definite fixing of the gold value of the rupee. 
A .stable currency will certainly contribut-e very much towards stabilising the 
internal economic conditions of the country. Whether the [iresent price of the 
rupee at about \s. (k/. is an accurate expression for the internal [mrehasing power 
of the rupee iii comparison with that of the British currency is a difficult question, 
and I have not the intimate knowledge of Indian conditions uec'essary to form an 
opinion on this subject. But the fact that it has been possible for a considerable 
period to kc(*p the value of the rupee in the neighbourhood of 1.*?. (W. seems to 
s])eak for the probability that it will prove [lossible to maintain this external 
value for the future without having recourse to any measures which would mean 
a deliberate alteration of the internal purchasing povver of the rupee. 

'fhe idea that the rupee must nei‘es.sarily be restored to the pre-War gold 
parity of l.v. Ad. has a striking resemblance to the programme of raising 
depreciated currencies to their pre-War parity, which has played such an 
unfortunate role in the recmit monetary policy of many European countries. 
If no better rea.son can lie given for ehoosing 1.*.'. Ad, as the value at which the 
rupee should lie stabilis(;d. the idea ought to be abandoned, and the sooner the 
better. If on closer investigation it is shown that the present [uirchasing power 
parity of the rupee lies in the neighbourhood of l.s'. Gd. a lowering of the value 
of the rupee from l.s’. Gd. to l.v. Ad. means a process of inflation which is just as 
harmful as the deflation w'hich in some Eur()[)ean countries would be required in 
order to raise the value of the currency to a higher pre-War level. 'Ihe leading 
principle must be to stabilise every currency at its present value. Where there is 
some uncertainty with regard to this value, where, for instance, there is a 
difference betwi'cn the external and the internal value, we have to choose such a 
.stabili.sation rate as will cau.se the least [Ki-ssible disturbance. 

The stabilisation of an abstract unit of value at a fixed gold parity is a 
programme the jiractical [lossibility of which is proved by long experience. In 
fact, the pre-War ru|Xie was for many years kept in a .stable relation to the British 
eurreiiey, and after the War it has proved possible to stabilise even the most ruined 
[lajier currencies at a ceriain gold value. The failure of the recommendations of 
the Babington -Smith (Committee should not be taken as a proof of any insuperable 
difficulty in the problem. In 1919 an effort to give the rupee a fixed gold value 
was absolutely premature. The value of gold itself was then subject to the most 
violent variations that have occurred in hi.storic times, and the conditions of 
international trade were still extremely unstable. In these respects the present 
situation is radically different. Since the great dcflatioTi in 19^0-21 the value. 
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•of gold from the middle of 1922 has attained a remarkable stability. The British 
currency has been restored to its gold parity, and the annmereial world, with 
minor exceptions, has settled down to work on a gold standard basis. At the same 
time, in spite of all hindrances, international trade is returning once more to 
tairly regular conditions, at least in regard to its means of payment and of their 
general purchasing power. Under such circumstances it must Ik? said that the 
time IS now ripe tor fi.xing the gold value of the rupee at the level at which it has 
^ to stabilise itself. 'I'he only veal danger which from the side of 

gold could threaten such a stabilisation as the scheme for introducing a gold 
standard in India which has been criticised above. Such a ])olicy would 
undoubtedly expose the value of gold to serious and almost incalculable altera- 
tions, and would, therefore, make the maintenance of a fixed gold value of the 
rujw?e both a difficult and dangerous undertaking. 

There seems to be no doubt that the rate of stabilisaliou cho.scn by 
the Babington-Siuith Committi'o, viz. — 2s. gold for the rupee, meant a very con- 
siderable over-valuation of the rujK?e in comparison with its purchasing power 
parity with gold at that time. Hut any attempt to maintain a much highei' 
exchange value for a currency than corresponds to its internal purchasing junver 
is inevitably doomed to failure, particularly if it is not backed by the most sewere 
measures to contract the currency and thus to increase its infernal |)urchasing 
power. An artiliciiilly high exchange value can only re.sult in the balance of 
trade being turned against the country. This was ])reci.sely what happcJicd in 
India. Here again the inevitable failure of the Habington Smith experiment 
should not be allowed to discredit a rational policy aiming at the slabili.sation 
of the rupee at a value truly corresponding to its adual purchasing i)owcr. The 
Babington-Smith stabilisatioti policy was also so' far ju'ematnre that India had 
not yet at that time a central bank entrusted with the power to regulate tin* whole 
curr(?ncv of the count rv. 

A gold standard is in its essence an abstract standard where the ])rice of 
gold has lK?en fixed, not absolutely, but so far that variations of the prii-e are 
restricted within very narrow limits. 'I’his is the same as U) say that the unit 
of the curreiuy has an approximately fixed gold value. The fact Lh:it the unit 
of the currency is in such a way coiuuHted with gold is what cs.scntially 
characterises the gold standanl. .Vll other traditional attributes of the gold 
sUiudard arc of entirely subordinate imjmrtaiiee. After the great revolution in 
the world’s monetary system, the fixed gold ])arity stands out more clearly than 
ever as the only la.sting and necessary feature of the gold standard. The new 
British currency sy.stem is an expression for that purification of the cf>nce])tinn 
of the gold standanl Avhich has now taken jilace. .Vccording to this view, a nifieo 
stabilised at the value of Is. ffd. is essentially a gold standard. To combine the 
introduction of such a gold standard with a series of measures of a merely con- 
ventional character is. in fact, to go back to the ideas of the gold standard which 
prevailed in the numetary reforms of the ’seventies of the last century. 

Among unnecessary accessories of the gold standard is particularly to he 
re(?ko'ned the introduction of gold coins in tlie eirenlation. Sweden has nevei* 
allowed herself such a luxury and still has ahvays been able to maintain her gold 
standard in a very satisfactory state, except For the jieriod of War (listurl)ance.s. 
India ought to refrain from the u.st' of gold as a circulating me<!inm not oidy 
because it is t(K) expensive, but also because aii Indian demand for gold for that 
purpose would, as explained alxive, mean an intolerable aggravation of the 
scarcity of gold for the world at large. 

Another measure pre.scrilx?d by the traditional etiquette of the gold 
standard is the abolition of the full legal tender character of silver coins. It i.s 
difficult to tell what practical purpose thi,s-?Measure would .serve. The theoretical 
motive is of course that silver coins, the metallic value of which is considerably 
less than their face value should not he recognized as means of payment to 
unlimited amounts. But bank notes have no intrinsic value at all and still usually 
possess the quality of unlimited legal tender. As long as a currency is kept in a 
definite parity with gold it is obviom.ly of quite secondary importaticc what mean.s 
of payment are used. What are the real drawbacks of using silver ? It is true 
that if the value of ,«ilver should fall, the silver coins would have a reduced 
intrinsic value. But this is quite irrelevant, as they are^ not taken for their metallie 
content, but as representatives of the rupee. Again, if the value of silver should 
rise, this movement is equally irrelevant as long as the silver value of the rupee 
does not exceed its fixed external value. In the latter ease, some inconveniences 
would be caused by the disappearance of silver coins from circulation. But such 
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ail event is not very probable. The fact that it has happened in a period when the 
value of gold was extraordinarily depressed and the internal purchasing power 
of the pound sterling was still more reduced, does not make the return of such 
an event more probable.* As has been explained above, gold is most likely to rise 
in value in future, and therefore the metallic value of the silver rupee in terms 
of gold is more likely to fall beneath the present ,level of slightly more than lid. 
than to rise? above it. I f the rupee is stabilised at a gold value of 18<i., the margin, 
for a pos.sible rise in the price of silver seems to be broad enough. It is therefore 
quite unnecessary for India in any way to alter the legal tender capacity of the 
silver coins. The most important interest of India in this respect is not to depress 
the value of silver by quite unnecessary measures tcinliug to a further demoneti- 
sation of silver. 

Thus there is no need for radical alterations in existing conditions. India 
can have a stabilised standard on a gold basis without much fresh legislation, 
merely by a rational development (d‘ its present monetary system. 'I’he value of the 
ru[)i‘e should be kept in a lonstant relation to that of gold, the parity being, say, 
Is. Gd. gold, and only very small variations over and beneath this parity being 
allowed. The circulation shoidd consist of silver rupees and of bank notes, both 
having the character of unlimited legal tender. The value of the rupee should 
In* .secured fundamentally by a suHicient limitation in the supply of the.se means 
of payment. This supply should in its entirety be regulated l)y the central bank, 
and fre.sli means of payment, whether in the form of notes or silver rupees should 
be put into the hands of the public exclusively in the form of advances by the 
Central Bank. From the present point of view, there is no dilTerence betAveen 
silver coins and bank notes, and therefore no dualism in the cmiditions under 
which they are siipjilied to the pnhlie can ho jnstihed. Particularly it is of 
primary importance that the (jovornment should lie excluded from any po.ssibility 
of iuereasing the circidation by issuing mean.s of payment to the public, whether 
in the form of notes or rupees, printed or coined for the purpose. Government 
finance mn.st not depend on any such mean.s for creating purchasing ])owcr. 

Of course, it is an advantage for India to make the fullest po.ssible use of 
bank notes in her circulation. To this end the .sy.stem of banking should Ixi 
method ii'ally extended over tlie whole country, and peofilc .should be encouraged 
to keci) their private reserves in banks or iii saving certificates or other invest- 
ments. When this becomes a general custom people will find it quite natural to 
use bunk notes for their payments. In this way, if at all, it will be possible to 
combat the habit of hoarding, which is, perhaps, the most important cause of 
the poverty of the Indian pi'ojile and the greatest hindrance to a strong economic 
development of the country, 'fhe agricultural jiojnilatiou of India ought, of 
cour.se, to use their savings primarily for the direct improvement of agriculture, 
and every facility should be given to supply the Indian peasant with the ucce.ssary 
credits for improvements beyond (he limits of his personal savings. If this were 
done the ue(.‘(l for hoarding would be very much reduced, and India could use her 
present e.xport surplus to l)uy agricultural machinery and implements, iron and 
steel and such things, instead of unnecc.ssary precious metals. In fact, the Royal 
Commi.s.sion on Indian .Agriculture .seems to be the body which can do most to 
rationalise the habits of the Indian people with regard to the use of currency. 

1 f the note circulation is to play a ])rcj)onderant part in the Indian monetary 
system, it is natural that the regulations with regard to the reserve for this note 
circulation should require close attention. However, first of all it is neces.sary to 
make clear what is tlie purpose of the reserve. 'I’he old idea that the re.serve in 
some mysterious way .sujiports the circulation, or is a foundation of its value, has 
to he aliandonod. No reserve can give a curreiiey a higher value than it has on 
the basis of a distinct si-arcity in the supply of means of payment. The function 
of the reserve as reganl.s tlie value of the currency can only be to prevent the 
.small fluctuations in the exchange Avhich can take place even when the internal 
purchasing power of the currency is kept at its right value. For this purpose the 
r serve must be able to furnish such amounts of foreign currency as may bo 
demanded at any moment. Further, the re.scrve has, of course, to supply the 
penj)]p with the silver coins that may be requird. 


* Even tlie hij?h jH’ico of 7iSf/. per stamlard ounce which was attained on the 17th of December, 
IlUO, and which made hiicIi an iiiipresHion on the Habin^d-ori-8mith Committee corresponded only 
to the jjfeiicral rist? of British commodity prices, ue, to the depreciation of sterling in terms of 
commodities. Reckoned in commodities the value of silver was at that time by no means 
extraordinarily high. 
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The reserve must protect the silver circulation as well as the note 
circulation. There can be on line of demarcation between these two 
functions. Therefore, there should be only one reserve. This common 
reserve should, as said before, contain a certain amount of silver rupees 
in order that the notes should always be convertible into coins. It is an open 
question whether the Hank of India should be obliged to sell gold in bars at 
a lixed maximum price. If this is reganled as desirabli! the reserve ought 
to (;ontaiu a suitable amount of gold in bars held in India. It is not necessary 
that this amount should be very large. Vor if any demand for gold should appear 
it would always be possible within a short time to increase the gold holdings in 
India by importation. 

For the rest, the common reserve would only have tlie function of guarantee- 
ing that exchange could always be .sold at a price in the neighbourhood of the 
fixed par of the nqxM'. For this purpose it is miivcnient to have reserves in 
those foreign financial centres on which the demand for exchange usually pre- 
ponderates. For India. Iw far the most imjMirtant e.vternal financial cciitre is, 
of course, London, and it is. therefore, (piite natural that the reserve, which has 
to guarantee the external staliility of the ledi.-m currency, slionid to a great 
extent he kept in London. However, it .seems natural to keep a ji.iil ot the 
reserve in New York. and. on the whole, it seems to me that the authorities ol the 
Hank of India ought to have some discretion in the choice of the location ot the 
ri'servc. 


Once the purpose of tlii^ reserve is made clear, it is not iieeessary to say 
innch al)ont tiic composition of the reserve. 'I’hcre is olivionsly no reason tor 
hiiving up ft huge store of metallic gohl. Except for the limited amount that would 
be required in India for t^clliug gold bars at demand, there* would he no need tor 
gold in the reserve. I'he foreign assets, which should he at immediate disposal 
for meeting exchange demands, could most conveniently consist of deposits 
with hanks in London and other financial centres. The trailitional metallii- hind, 
which is never to be touelied, .seem.s to be a rather seii.seloss idol, too costly to he 
wor.shijiped by a modern ]icople 

'I’he most natural cover for hank notes or silver coins in the circulation is 
without doubt regular trade hills with short niaturity, serving as a self- 
lidiiiidiitiiiS:^ ass('t. huliaii dfnnestic hills of this doscriptioii should naturally 
form an essential part of the cover kept against llie circulation, .\notbcr part 
of the reserve could conveiiicntly I'mi.sist oi general tradi* bills in steiling <ind 
dollars, held in India or abroad. There .seems to be no sntfieient foundation for 
the idea that a part of the icscrve ought necessarily to be invested in (govern- 
ment securities. If these securities are those of the country itsell the system 
involves obvious dangers, and should in principle lie abandoned. Ibtwever. a 
concession to the existing conditions can be made in so far as a strictly limited 
amount of Indian Clovcrnmcnt securities may he allowed to loiin part ol the 
resi'rvc To the iiractice of investing jiart of the reserve in securities ol other 
(Governments within the Hritish Empire there are not tlie same objeetions, 
provided oiilv short-tenii iiuiturities tue selected. 

Finally I desire to cmiihasize the importance of making the Central Bank 
absolutely iudeixmdent of (be financial iutero.st.s of the (.nvernmeut. J here 
must be a dear distinction between the functions ot the 1 reasiiry ami the lunctious 
of the Hank. The Government should meet its cxjicnses from 
sources of real income, or from genuine loans Irom the public, but should have no 
oDDortunitv of creating fresh means of payment tor the purpose Ihe (loverii- 
St shouS also in the ordinarv way of business buy from the Hank such amounts 
XsterUn^- exchange as thev mav require troiii tune to Iwne for iinvnieiits in 
lindon Iff it is coiisidcred nei'essary that, the Bank should ex end credits to the 
Government, there should he a narrow and deluute limit to such credits. 

When the whole drciilatioii is regulated bv the Hank and fredi nieaiis of 

oavment are onlv issued as ailvaiices of the Hank, the circulation will attain it.s 
payment aie o V tiade’s extraordinary need tor currency will 

KfsSby of tlic Itank’s fKivamw, and ni, the other linml, 

a ^Xotw currenev will be eolitraeleil m a natiir.il ntid rriienth »;.iy by the 
a superimous cu ,• such conditions a wise hank ivilicy will be 

aXrSLent any dep Sion of the Indian money, and the fnhieiary character 
Sh^SSfy wfin? no way in,p.lir the ...ibility of „e valne. 
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Letter dated 30th April 1926, from Mr. J. Pierpont Morgan, of 
New York, to the. Secretaries to the Royal Commission on 
Indian Currency and Finance. 

I liavc received yoiir letter of LMtli April containing the questionnaire entitled 
“ Proposed questions to be asked tlie American witnesses liy the Chairman of the 
Royal (k)mmission on Indian (birrency and Finance,” and, “Particulars of a scheme 
for a (.Sold Currency for India, which has boon suggested to the Commission in 
evidence,” whicdi I have read with great interest. 

1 regret that it is not possibh^ for me to be in T/mdon before tho end of the 
summer, so that I oaniiot appear in ])erson ljcfoi*e the Commission. Furthermore, 
as I am not an economist or a statistician, but only a j)ractieal banker, I do not feel 
that .1 coidd at tempt to answer .all the very interesting and important questions 
imduded in the qncstiounain' ; but the questionnaire itself, and the proposed plan, 
give rise, in my mind, to very serious question as to tho possibility of a successful 
working out of a plan of this vast proportion and importance without more accurate 
kiiowlodg(! of the t'lfort required to produce the linal result than would seem to be 
obtainable even by the best slatislieians. 

Putting the general matter on one side, however, and coming to concrete comment, 

1 would suggest that the pn^posal would be generally understooil as tending to 
decrease the value of silver and its buying pow(;r over commodities ; and, as India is 
the largest owner of silver already prodiuu'd, and America is the lai'gest producer 
of silver in the world, it would scorn that both India and America would look with 
great concern upon a step wliich would tend to depreciate the value of silver. 

1 woidd refer to the fact that after the Franco-German War of 1870, wdien Germany 
domonelisod its silver and established a gold currency, there was a long period of 
world-wide liquidation which enhanced the value of gold, or, in other words, caused a 
fall of prices everywhere, and lowered the Auilue of silver. 

The foregoing doubts woidd naturally be present in tho minds of well-informed 
people in this country ami would, therefore, have au important bearing on the 
single question which I feel eomp(‘tent to answer. This (piostion is B, No. 9, which 
reads as follows ; — 

“Would a ]jroposal by the Government of India to obtain such credits in 
New York for the purjxjsc of (;arrying out th(< scheme referred to (for putting 
gold into circulation in India, concurrently with the sale of silver) be likely to 
encounter any sneb dillieulty as would make it unde.sirable to contemplate 
that step?” ' 

In answering this question 1 may say that — 

(1) as I believe the <*xpectatiou of the cnlianced and accelerated demand for 

gohl in India will have a general deflationary indueuce and embarrass 
monetary rc'construction in Furojie, and 

(2) as it is certain that the sales of silver by tho Indian Government will have 
a serious effect on the price of tluit metal, of whicli America is the largest 
])roducer, and, inversely, upon other metals of which silver is a by-product, 
and 

(3) since it scorns doubtful that the Indian Government can measure with 

exactues.-, either tin; tolal amount of gold wdiich would be needed to carry 
out this plan, or the rapidity with which the gold would be used, and there 
would, therefore, be a corresponding degree of uncertainty as to the amount 
of cnidil required in (lie United States and tho rate at which the gold would 
l)c witlidrawn from that market, 

it is my definite opinion that t he proposal of such credits would encounter such serious 
opposition in the United States as would certainly make it extremely difficult and 
probably even impossible to give India any assurance that she could float the necessary 
loans or obtain tho necessary credits in this country. 

I sincerely hope that tho foregoing observations may be of some assistance to the 
Commission in connection with tlie important inquiries that it has iu hand. 
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AITKXDIX 94. 

Statement of evidence submitted by Mr. Jas, S. Alexander, Chairman 
of the National Bank of Commerbe in New York. 

There is prcseutod to me for ronsiduratioii two (lociimonts : a jn'oject which has 
been presented to the Coimuissiori and a cpiestionnaire prepared by the Coiiimissiou 
designed to bring to light the probable effect of the adoption of the project. The 
project as outlined suggests problems of c.Urnord inary complexity. Bocause of this 
complexity and because of tlie lack of necessary basic data, it is impossible lo 
approximate an accuraUi estimate of the pi-obable effect of its adoption. It possesses, 
however, some highly important potentialities which may profitably be discussed. 

The Commission has asked me to answer a series of (picstions Itased ujxm the 
outline of the project, and to aid in the discussion of the questions has made 
assumptions as to the volume of gold required to carry out the project. 

The assumptions give a somewhat more dolinile l)asis for discussion, but this 
basis is necessarily hypothetical. To answer the rpiestions upon the basis of these 
assumptions wouhl bo to give a .scries of answers that might leave nut important 
points upon which the effect of the adoption of the project might turn. 

'riiere is another reastjii why it is iinpossildo to give satisfactory answers to most 
of these (picstions. !Many of the imjmrlaut (picstions are so inter- related that before 
a (lelinite answer can he given to any one, we must have answered the others. For 
example, the answer to the question as to American banking altitude would depend 
upon the probable effect of the project upon both American and European credit 
conditions, which would (lcp(‘nd upon international fimd movements, which would 
depend partly upon Euroi>ean currency conditions, which would depend upon the 
effect of the Imlian demand ii])On the reserves of (Ircat Britain and contincnial 
countries, which would depend upon the use winch India would make of its reserves 
in London and upon the other means wliicli India would re.sort to to olitain additional 
gold, which would dop('nd upon the Indian demand for gold under the new scheme — 
all of wliich, it appears, would depend to no small extent upon the indelinito and 
intangible factor of Indian psy(!hology oficraling under a new condition with respeot 
to the use of gold. Moreover, at every point in this seqnene(! of depcndeneies there 
are other nneertain points wliicli might alter tlu< trend of events at any succeeding 
point. 

When wo consider any of the other important rpiestions, such as the cost of the project 
to India, direct and indirect, tlio effect of the project upon the silver marki.'t, upon the 
stability of the gold standard, upon the gold price level and upon wages, standards 
of living, &c., wo are confronted with a similar series of sequences at pchiits in each 
of which arc lo be found otlier nncerlaiii and immeasurable factors. 

Notwithstan.ling the imct'vtainty as to the result of the adoption of this project, 
there is clearly inherent in it potentialiths of great importaiico to India amJ to the 
rest of the world, and it is practicable to point out some of the possible consequences 
of the adoption of the project. 

d’lie Commission’s qiutstions all point to six general linos of inquiry 

(1) tlic effect of the adoption of the project directly iijmii the stability of the 
currency of loading nations ; 

{ 2 ) the effect of the adoption upon the gold standard throughout the world and 
upon the value of gold, and, ihercfore, upon the trend of price levels, 

trend of wages, (Jcc. ; , , 

(,‘5) the effect upon the silver market and upon the silver and allied iu(liistn(?s 
and possible repercussions upon otlier iudustrii\s ; 

(4) the effect upon India particularly-- the cost ()f the project and the reactions 
of consequent world riiadjiistmeuts upon India ; 

(5) the effect upon credit lamditious in the l.hiilcd States and in otlier loading 
couiUrios and the attitude of these countries toward loans to India ; 

(G) the advisability of selecting the jirescut as the time for entering upon the 
projoct. 

In aiDDroaching am of these lines of inquiry, it at onco liecomes clear that, before 
a conclusion can 'be formulated, one must have a definite notion as to three mam 

points necessarily involved in the plan, namch . - • 

(1) the volume of gold which India would absorb under the new scheme ; 

(2) the sources whence this gold would be drawn , 

(3) the means taken to acquire this gold. 

^ ' A a 
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Tn view of the mal-distribution of gold occasioned by tbo war and post-war period, 
and particularly llio large gold reserves lying in the Federal Reserve vaults, we in 
America have looked Avith favour upon developnienls calcidated to assist other nations 
to return to the gold standard and to bring about a more nearly normal distribution 
of gold. Having in mind the habits of most countries with respect to gold and the 
present tendency in majiy countries to economise in the use of gold, Ave have felt that 
tl.e withdruAval of gold from the IJniied States wouhl not occur in such volume at any 
one time as to cause serious disturbance in this country. In general, our attitude is 
one of close sympathy Avith the plans of any nation (lire(;ted toward the restoration of 
the gold standard. As soon as Ave approach the larger aspects of the present Indian 
project, however, wc are confronted Avith the fact that this project, because of its 
tremendous potentialities, constitutes a problem entirely dilTerent from any of the 
gold standard i)roblenis raised in Europe, or, indeed, in other parts of the Avorld. 

The first line of inquiry, as indicated abov’o, is the amount of gold Avliich India 
Avould riMpiirc for (tarrying out the project and for maintaining it. Lidia has 
tremendous hoards of gold — clearly an amount in excess of that which Avould be 
required in Am(>rica or Europe to sustain under a conqilelc gold standard a A’oliimo 
of business equal to that of India’s. If it Avcrc possible for India to mobilise the gold 
uoAv in ihe country and to utilise it for niouctaiy purposes along lines similar to those 
of America or European countries, it AA'onld not ho necessary for India to call upon 
the untsiile Avorhl for gold in addition to iionual requirements. In this event, it is 
conceivahlo that India could adopt llio gold standard without causing a serious 
dislurhauec of the value of gold or of the currency and trade conditions in other 
countries. 

Whether such an accomplishment is at all Avithin the range of possibilities is a 
question Avhich certainly no one, not having had long intimate contact Avith Indian 
life, can answer. Such information as has been given by aiilliorilies on Jjidiau 
currency and l)y foreigners who liaA’c luul long experience in India raises grave doubt 
as to the possibility of such au uccomplislnnent. 

That there is some doubt on this point in the Commission’s mind is evidenced hy 
the assumptions in the questionnaire that the project Avould “involve the absorption 
by India of about .€103,000,000 of gold (in atidition to normal rcquirenumts for arts, 
hoards, &<•.”), of Avhieh it is assumed that .€'50,000,000 would he required AA'ithin a 
year. Whether the carrying out of lire project Avoiild require this amount or much 
less or indeed very much more, and Avhether the sustaining of the })lan once it Avas 
initiated Avonld require a .much more rapid accuimdation of gold than that suggested, 
depends so much more upon the unknoAvn factor of the Indian psychology that it 
sc(*nis that no opinion could he of very great A’alne. 

If, however, ive assume, as the Commission has requested, that the possible 
additional absorption of gold could be limited to the amount suggested in the 
questionnaire, Ave have a basis for discussion, albeit, hypothetical. We should boar 
in mind that from the purely (piantitativc aspeel the importance of such absorption 
of gold Avould de])end upon the amount of gold still to he required Ity Etirojtc before the 
programs for staljilisalion noAv under way could be carried forAvard to completion. It 
should lie homo in mind that of the ‘2i) countries of Europe, only Jiboiit one-half are 
upon any form of gold basis, and that among the tuitions ctiuiprisiug this one-half are 
several Avhose complete programs have not yet been carried out and some Avhose 
economic and financial conditions are such that in the ease of any considerable shock 
the continued stability of the currency coidd not assuredly be maintained. 

Just bow inufh more gold European nations Avill require Avhen the final 
staliilisatiou plans liave been completed, it is now impossible to say. The uncertainty 
existing as to tlu* policy Avhich nunicrons European nations Avill find it necessary to 
folloAV Avitli respect to the substitution of foreign exclninge holdings for gold, together 
Avith the impossibility of knowing to Avhat extent European peoples Avill return to 
hand-to-lumd circulation of gold — these nnccrtaiulies render it impossible to estimate 
the probable European demand for gold. 

Owing to the strength of the American gold reserves, it would be practicable, if 
carried out gradually, for America to part with 500 million dollars of gold, providing 
the prospective European demand remained Avithin the limitations noAV in sight. 

In this connection, hoAvever, we should not forget the extraordinary absorption by 
India during the last three years, lleforc the Avar India normally absorbed between 
10 and 20 per cent, of the world’s annual production. Within the last three years she 
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has absorbed aa averageof about halt of fho Avorld’s production. It seems improbable 
that such ail absorption of gold as that recently occurring in India, in the light of the 
reduceil world output of gold as compared with that of the pre-war, could have been 
X)ossil)le had European nations retuniod to a normal gold basis without occasioning an 
extreme shortage of gold and affecting world price levels. 

If India could restrict her ordinary absorption of gold to the average iiroportious 
befoi'e the war, and if European nations, through economies in the use of gold, could 
return to the gold standard by the use of a relatively less amount of gold than before 
the war, then it is conceivabh^ that India, by utilising part of her rocmit excess 
importations and perhaps some moderate excess importations in the future, might 
adopt the gold standard without impeding European recovery ami without disturbing 
world price levels. This (ioneliision, however, rests upon two dehatahle assumptions, 
namely, a restricted use of gold in Europe, and, socoml, the return of India to ordinaiy 
gold reipiirements lor her ordinary purposes. Notwithstanding ihe (explanations 
whicli liave been given for the recent extraordinary absorption of gold by India, it 
woidd appear that India’s future demand for gold for so-called normal purpiiscs must 
remain uncertain. In summary, the answer to one of the most fundauieutal (picstions, 
namely, the amount of gold which India would absorl), must be that clearly we cannot 
know in advance. 

From the point of view of tlui effect of the Indian project iipmi the staliiliiy 
of European (•urreuci('s and upon the trend of trade, and from that of ]>ossil»lo 
repercussions upon India and ihe United Slates, tlui factor which is at tiiis time fully 
as importaul as the amount of gol'l to be absorbi'd by India is the sources from whicli 
India would withdraw this g(jld. 


If the gold absorption by India coidd be limited to the amounts suggested in the 
questionnaire, and if the gold coidd bi* withdrawn from Amcriira in such a way as not 
to curtail American credit cxletisioiis to Europe, the transfer might be made without 
any considerable disturbance to world currency conditions. However, it is not at all 
clear just how this could bo done. luasmueb as there exists no exc(:.ss reserves in 
the commercial Ijaukiiig system of America, thei xccss gold all being lodgi'd with the 
Federal Ih^servi' system, and inasmuch as short of a direct gold loan by the Ftnleral 
Reserve Ranks to India (a jirojcct that appears liiglily improbable) there is no moans 
whereby the gold can be shipped from ,\meriea witliout causing a contraction of 
credit in this country amounting to anywhere from Ili to 10 times the amount of the 
gold shipped out, it is highly mdikely that any considerable amount of gold could bo 
shipped from this country without causing a eonlractiou of American credits to 
Europe unless the Federal Reserve system should see lit to place additional credit in 
the market by buying si.'curilii^s or to ostahlish such rates eoiiceriiiiig redi.scoimts as 
to reader it jirolitalile for Anuiricau lianks to increase their iiulehtcdiiess to the 
Federal Reserve .system and thus to rely upon additional borrowings from the Federal 
Reserve system to replenish losses incident to the ontilow of gold. 


It is impossible for an individual banker or a group of bankers to forecast what 
Federal Reserve policy in this resjx'Ct might he. In view of the high degree of 
uncertainty existing in the Indian proposal and the possibilities for unfavourable 
reporciissions upon iMiropean and American business and finance, it is dillieult to 
see how the Federal Reserve hanks could co-operate in the carrying out of lliis plan. 
In the (went that the plan wen* initiated and tla? stability of European credit 
conditions threatened, it might Ixi netrssary for the Ih'serve system to support the 
Europtnm situation. There might, however, (leveloj) limits to which the lb.'servo 
system could eo-opcralo if the Euroixwi situation became loo serious. If the E(>(l('ral 
Reserve syshnu did not make a direct loan to India, or by open murk(;t op(.‘rations or 
favourable discount rates did not make it )K)SsibIe to offset cr(jdit restrictions incident 
to outgoing gold, tlmn there would occur a contraction of credits to I'hiroim. Whether 
the ‘^old were drawn from New York mider these eonditions, therefore, or whether it 
wore^vithdrawn direetly from Europe, the chief burden (jf tlm gold drain to India 
would appear to rest principally upon Ureat Rritaiii in the lirst instaiuK^ and probably 
to some extent, possibly to a considerable extent, upon several continental (rounirk's 
in ihe second instance. 

And this brings me to what appeai-s to my mind to be the most important aspect 
of this whole project, namelv, the far-reaching possibilities of a pros(uit drain upon 
the cold reserves of Europe. After lU years of chaos in the enrrenoy ot many of 
the principal countries of the world we are only just now getting back to a 
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measurable tlegreo of stability. As previously indicated, some of the countries 
which have recently attained stability are still in the convalescent stage, and no one 
can now forecast how much of a new shock could be withstood. Numerous other 
countries are still struggling with the problem of stability, and their ability to attain 
stability is clearly conditioned upon the maintenanco of recently .attained stability in 
other countries. 

Tn Great Hritain the favounible l),alanee of payments has continuously declined 
in the last severjil years, and while it is probable that Gre,at Britain still has a modest 
favourable balance of payments, the trend of the trade balance raises apprehension 
as to the future. Germany is still going through a j)r()ce8s of rigorous readjustment. 
Jn Italy the (mrrency is not yet stabilised, and the recent adverse movement of trade 
leaves a measure of uncertainty. The present distressing situation in both France 
and Belgium needs no comment. Poland has once moio sli])pcd back into the 
condition of marked instability. Norway .and Denmark h.avc recently m.ade 
considerable progress, but the final stability of the currency has not yet been 
attained in either country. In both Austria and Hungary the outlook appears to be 
favourable, providing no untoward event occurs which might shake confidence in the 
general European situation, and lead to an attempt of foreign banks to vvithdraw 
credits e.\tended to these countries. Tt is agreed in both of these countries that any 
such attemiit might cause serious embarrassment. Several small countries, including 
Switzerland, Holland, Sweden and Finland, appear to be firmly established upon 
the gold basis, but it woidd be diilicult to forecast how well even these countries 
couhi withstand the reactions from a severe strain placed upon other continental 
■countries. 

It is impossible to forecast to what extent a serious drain upon Ijondon would 
result in a drain of English funds from the Continent and thus in a movement on the 
part of continental countries to prevent the outflow of their reserves. Again, the 
possible repercussion of such a movement upon the credit of Europe in America, and 
upon the trade movements of Europe and of the world, cannot be approximated. And 
this suggests what T conceive to be the most dangerous .aspect of seriously considering 
the adoption of the Indian project at this time, namely, the high degree of uncertainty 
which it injects into the whole European situation. It is this element of uncertainty 
which, more than anything else, might serve to destroy the reviving confidence in 
Europe. 

The third consideration that goes to the root of some of the questions listed in the 
rpiestionnain} is the means to be taken to acquire this gold. If we assume that the 
gold requijx'd for the scheme will be in excess of that which would be imported and 
paid for in the usual way by the favourable annual balance on intern.ation.al account, 
there appears three theoretic.al ways that this gold could be secured : — 

(1) By a loaii from the IVderal Reserve banks. 

(2) By a private lo.an in Great Britain or in the United States. 

(3) By utilising present Indian assets, including Indian reserves in liondon, and 

the Indian silver holdings. 

As already iudicate<l, it may be assumed, I should think, that the Federal Reserve 
banks could not consider a loan to India for this purpose— certainly not at this time, 
and not until the project could be modified in such a way as to give definite assurance 
of no untoward effects upon business and finance in America and in Europe. 

Concerning the second suggestion, much the same should be said. American 
banks could not advance money for a project that threatened to bring disturbance to 
Americ.an business, nor could they be expected to recommend such a loan to the 
American investing public. For somcwh.at an.alogous reasons it would seem unlikely 
that the British or continental banks or investors would at this time seriously cxinsider 
a loan for this purpose. 

Tndia would, I think, find it necessary to rely upon sources within her own 
domains or upon balances she possesses or might accumulate abroad. How far India 
could embark upon the project by the aid of balances now held abroad it is impossible 
to say, but if the project proved to be disturbing to world currency and trade 
conditions, the resulting depression in other countries might be so reflected upon 
Indian trade as to prevent her accumulation of additional balances abroad with which 
to purchase the additional gold needed to support the project. 
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There remains one important means, namely, the sale of a lar^je part of Iinlia's 
silver liohliii^ in the world’s markets. It is suggested Ijy the memorandum that 
such sale a.s is proposed might cause the decline of silver to 2ld. 'I’liere are so 
many factors of uncertainty in the project that it would appciar that any estimate as to 
the level that the price of silver would reach before it could bo stabilised must at this 
time, or until the project was well under way, neocssarily be little more than pure 
guess. When one considers the place which India occupies in the world consumption 
of silver — in recent years she has taken about one-third of the world’s annual 
production — he cannot resist the conclnsion that the closing of the Indian market 
wonhl bring a collapse in the world’s silver market and the downwanl ))luuge of the 
price of silver. When one adds to this the i)rosj)ect of India’s dumping upon the 
world annually for a yieriiKl of 10 years an additional amount of silver equal to aliout 
one-third of the world’s total annual yiroductioii, the prospect for price demoralisation 
becomes immeasurably in(;rea8e<I. It is, of course, true rhat any sudden decline in 
the price of silver would restrict silver production, and this restriction would in time 
bring the decline of the price to a halt. In this connection, however, it should Ite 
borne in mind that an important part of the silver production in .America results 
rUs a by-product from the mining of copper and lead, and that notwithstanding the 
decline of the price of silvuw tiic continued production of a certain amount of silver in 
those industries even at a loss must continue. No one can determine iji advance the 
.point at which the decline in the price of silver could be stopped. 

While, as 1 have said, 1 believe any estimate must be of little or no vabii* because 
of the many unknown factors, my judgment is that the price of silver would decline 
far below 2\d. It would appear to l)e well within the range of possibility that the 
price might fall as low as \ bd. and even lower. 

This all presupposes, of course, that the Indian (iovernmeut wmdd continue to sell 
silver until it had disposed of the amount suggested in the project. As a matter of 
fact, the rapid decline of the value of silver would, in my judgment, bring about such 
a loss in tl\o value of the Indian silver holdings, including hoards, as greatly to 
impede the carrying out of the project. 

It would now be possible to go into some detail regarding the si.x. main pro))Ositi(tiis 
into which th.; (questions asked l»y the Commission resolve themselves, and which arc 
set forth on page J. f think, however, that tin; answer which can be made to these 
questions has been fairly well indicated in the preeedijig discussion. Tin? outstanding 
point appi'ars to be the high degree of uncertainty that would arist? from the adoi)lioa 
•of the project — particularly at this time. 

No one, of course, can question that India has clearly as much right to adopt the 
gold standard as any other country. However, no nation should consider a serious 
readjustment of the currency without taking into account the relation of the project 
to the stability of the currencies in other countries. This is particularly true with 
respect to the gold standard, which affects so many nations — in fact, the present and 
future of the entire world. Any step which would endanger the stability of other 
•countries must necessarily lessen the value of the gold standard and ultimately react 
upon India. My conclnsious are, therefore, that India in working toward tlie gold 
standard shouhl adjust her plans in such a way as not ultimately ta disturb the .gold 
price level, and that the time selected for the adoption of the gold standard should be 
when the currencies of other important countries formerly upon the gold standard are 
more firmly established upon the old basis. 'I’he present time is (dearly inopportune, 
and I believe that if an attempt were made to carry out the project in its present form 
at this time the direct and indirect losses which would accrue to India would outweigh 
4iny possible gains. 
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A[‘PENJ)1X 95. 

Documents circulated to Witnesses in the United Kingdom and the 

United States of America. 


A. 

Copy of a Memorandum circulated to Witnesses in India. 

The following uiemoraiidiini, indicating the main questions which will come under 
the consideration of the Royal Commission on Indian Currency and Finance under 
its terms of reference, is published in order to assist iutemling witnesses in the 
preparation of their evidence. It is not to l)o regarded as exliaiistive, nor is it desired 
that each \vitiie88 should nec(!ssarily attempt to deal with all the questions raised ; — 

(1) Is the time ripe fora solution of the problems of Indian Currency and Exchange 
by measures for stabilisation of the rupee or otherwise? 

What is the eomparutive importance of stability in internal prices and in foreign 
exchanges? 

What are the effects of a rising and a falling rupee, and of a stable high or low 
rupee, on trade and industry (iucliuling agriculture) and on national finance ? \ 

(2) In relation to wliat standard and at what rate should the rupee bo stabilised, 
if at all? 

When should any decision as to stabilisation take effect? 

(0) If the rate selected differs materially from the present rate, how should the 
transition be achieved ? 

(1) What measures shoidd be adopted to maiiilaiu the rupee at the rate selected? 

Should the Cold I'ixohange Standard system in force before the war bo continued, 

and with wluit modifications, if any ? 

What should be the <‘omposition, size, location, and employment of a Cold Slaudard 
Reserve ? 

(5) Who should l)e charge<l with the control of the note issue, and on what 
priuciplos? Should control or manageimuit he transferred to the Inqicrial Baidv of 
India, and, if so, what should be the general terms of the transfer ? 

What provisions should he made as to llu* backing of the note issue ? 

What shoidd be the facilities lor the encashment of notes? 

What, should be the policy as to the issue of notes of small values? 

fl)j What shoidd be the policy as to the minting of gold in India and thon.se of 
gold as currency ? 

Should the obligation be undertaken to give gold for rupees? 

(7) By wliat method should the remittaiico operations of the Covcrmni'iit of India 
be conducted? 

Should they be managed by the Imperial Bank ? 

(S) Arc any, and, if so, what, measure's desirable to secure greater elasticity in 
meeting seasonal demands for curnmey ? 

Should any, aud, if so, what, conditions he prescribed with regard to the issue of 
currency against huiidis? 

(0) Should any change be made in existing methods for the purchase of silver ? 

Note. — 'I’ ho above, questions were circulated to witnesses in India. As the result 
of the oral and written evidejice received in India, the relative emphasis to lie laid on 
the various matters (l('alt witli has become clearer, and accordingly the attached 
memorandum and supplcmcutary list of “ Questions to be asked by the Chairman ” 
have been prepared for the information of witnesses. , 


B. 

Memorandum entitled “A proposed Scheme for a Gold Standard for India.” 

The following outlines of a gold standard system, on the assumption that the 
management of the paper currency aud the conduct of the remittance operations of 
Covernment are transferred to the Imperial Bank of India, have been brought to the 
notice of the Commission. It is considered that it will assist the examination of 
witnesses if they ore in possession of these, outlines, and this memorandum is 
accordingly cpmraimicated for the personal information of vvitnesses. It should be 
understood that its contents are strictly confidential, aud that its proposals do not in 
any way emanate from the Commission. 
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Details of the Seheme. 

2. The details of tl>e scheino, after its coiiiplele iiitrodiictioii, are as follows : — 

(a) Gold coin and l)arik notes to be unlimited leipil tender and silver rupees up to 
Rs. 50 only. . 

(?>) Government to be under statiitory obligation to give gold coin in exchange 
lor gold l)uliion at any time on pa.yinent of a seignorage to cover uiinling charges. 

(e) I’he Imperial Rank to bo tinder a statutory obligation to buy gold in the same 
way as tlic Rank of Rngland and at a price iixed on a similar basis. 

(d) Rank notes to be payable on demand in gold coin. 

(c) The constitution of the new reserve to lie as follows: - 

(i) Gold holdings ordinarily to be not less than oO ])er cent, of gross circulation, 

but may be reduced to -0 per cent, on payment by Rank of a tax of 0 per 
cent, on amount by which invested portion' exceeds 70 per cent. 

(ii) At least 20 jier cent, of invosti'd portion to be gold securities or trade bills 

drawn in India in sterling and having a currency of not more than three 
months. 

(iii) Remaining investments to be Government of India securities up to a 

maximum of 90 crores and internal trade bills or other self-licpudatiiig 
securities. 

(/) 'I'ho Rank to undertake lo keep tho Secretary of State supplied with funds to 
meet the sterling charges of Government. 


DijJicuUles in immediate I iitroiluctiou of full (Johl Standard. 

.‘1. The rupee cannot be limited as legal tender as proposed above unless an 
opportunity be first given of converting tho rupee holdings into gold, 'rin* magnitudo 
of this liability is indeterminate, because it is not possildo to (!stiinate with accuracy 
the amount of rupees outstanding and the y>ortiou thereof which would bo presented 
for conversion. Rased on the best possible method of calculating these amounts, it 
has been suggo.itcd that the maximum number of rupees outstanding is about 
350 crorcs, of which, at the average rate of 5 per head of i)opulatiou, about 150 crores 
will be reepdred for circulation if the rupee la'came limited legal tender. Of the 
balance of iltK) cronss, 90 crorcs arc in the Government’s currency res(*rvi', and the 
balance will be presented for conversion into gold. It woidd not bo possilde to 
jtrovidc for the immediate couversioii of these 200 crores, and it is thend'ore necessary 
to proceed by stages. 

I idrodiiction of Gold Standard by Stayen. 

d. The following stages have accordingly been suggi'steil for the grailual 
introduction of the scheme : — 

(i) A statutory obligation should be imposed on Government to sell to any person 
who makes a dci'uaud in that behalf at the Rombay Mint and pays the purchase price 
in any legal tender, gold bullion at a jwiee e(|uivalent to the par of exchange, but 
only in the form of bars containing a fixed minimum weight of line gold (say, 
400 0 /. 8 . troy). A statutory obligation should also be imposed on Government to give, 
in exchange for gold bullion, notes or silver at a price equivalent to the par of 
exchange less a small seignorage charge. 

(ii) A gold coin shoulil be put into circulation, and olTered as freely as resources 
permit in exchange for notes and silver rupees at currency offices, treasuries, and 
branches of tho Imperial Rank of India, without any definite obligation to give gold 
coin for notes or silver rupees being imposed. 

(iii) After a jicriod fixed by statute (say, five years) the liability to give gold coin 
ill exchange for notes or rupees, and also for gold bullion on payment of a seignorage, 

should be imposed. . „ , , / i* \ -i in 

(iv) After a further period fixed by statute (say, five years) the silver rupee should 

be made legal tender for sums up to a small fixed amount only (say, Rs. 50;. 

Sale of Silver. 

5 Tho amount of line silver in 200 crores of rupees is about 687 million fine 
ounces and* is nearly three times the world’s annual production. It would be 
necessary to spread the sales over a sulhcicntly long piu iod, not only with the object 
of obtaining a good price for the rupees sold, but also with a view to diminishing tho 
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disturbance in countries witli a silver currency and the adverse effects on the world’s? 
silver mining indnstrj'. It is assumed that tlie sales may be evenly spread over a 
])eriod of 10 years, the period suggested for the introduction of the full gold standard. 
This would result in an annual sale of about lis. 20 crores’ worth of silver, which is 
approximately equal to the average not iinpmi; of silver into India in recent years. 
The average price olitsiined by the siiles may bo expecteil to be not less than 24(/. 
per standard ounce (against the present price of over 3()d.), i.e. half the exchange 
value of th(i rupee would be realised. The resultant deficiency will be met, in 
respect of the public holding of rupees, by the api)ropriation of the (iold Standard 
lie8('rve and in respect of the currency holding by the creation of Governmeut of 
Jmlia book debt. 

Total Demnid for (Jold. 

0. The gold ultimately required for the reserve on the basi.s of a note circulation 
of 1 8!) '5 crores amounts to 50 ’9 crores against which there is at present a gold 
holding of 29 '7 crores in the reserve. The total gold required for introilucing the 
scheme in all its stag«!S will thus amount to 27 '2 crores for the reserve plus the 
gold required for converting the 110 crores to he tendered by tlie public, i.e. a total 
of 1.37 ‘2 crores, or .t‘lU3 millions. 

D'lslribidioii of the Demand for Gold hj Stages. 

7. On the introduction of Stage 1 in para. 4 above, the extra demand for gold 
would arise only from substitution of gold for rupee's already in hoards, (’omparatively 
few hoards would be large enough to buy the minimum quantity sold by the currency 
authority, and the hoards \vould not be brought out suddenly. The bullion merchants 
would probably lay in stocks in anticipation of demand, and the aggregate amount of 
the first demand from bullion merchants and presenters of the larger lioards would 
be about Us. 5t) crores’ worth of gold. x\8 the reserves would have at the inception 
of the scheme a gold holding of about ll.s 30 crores, it would be necessary to provide 
another 615 milli()nsof gold at the outset to meel the first demand on tlio introduction 
of Stage I. 'I'he period that woidd elapse between Stages I and II would depend on 
the progr(iS8 of <;onvcrsion of the hoards, and Stage 11 would be entered on as soon as 
the gold reserves had accumulated to an ext(*nt suHlcicnt to enable a gold coin to be 
put into circulation, and to enable the supply of such coin to bo kept up continuously, 
ifuring this period the demand for gold may b(? greater than the supply obtained by 
the sale of silver, and it might become necessary to supplement the supply by external 
borrowing. It seems unlikely that the amount of external borrowing will exceed 
Us. .‘U) crores or will be recinired for a longer period than five years. 

Assuming gold currency had been mad(! freely available during St.ag(i II, Stage 111 
wcjuld not loaci to any great increase in the demand for gold coin. The introduction 
of Stage TV would probably bring in a few more rupees from hoards, but the 
additional demand wouhl probably noU b<i very large, as the greater part of the 
hoards of rupees would have been replaced by gold during the earlier stages. 

It is unnecessary to attemjtt to estimate precisely the amount of gold required at 
each stage, l^or all practical purposes it may be assumed from what has been 
mentioned above that about £15 millions would be required at the time of initiation 
of Stage I, a further £.35 millions within a year, and the remaining £53 millions over 
a i)eriod of 10 years. 


Cost of the Scheme. 

8. The cost of the scheme finally wouhl rei)rescnt the difference between the 
interest on the investments in the reserve as finally constituted and the interest now’ 
received ; this is estimated at 1 crore. 'I’he interest on the Government of India 
securities now in the reserve and the interest on the eventual holding of such 
securities do not enter into the question of the cost to the Government on account of 
the change. During the transition period there would be a further charge on account 
oi the carrying on of metallic stocks owing to the gradual conversion of suiplus silver 
into gold or gold securities, and the interest on external credits which would probably 
have to be obtained while the gold reserves were being built up. It is estimated that 
the charge during the transitional period would amount during the first five years to 
about 1^ crores a year. 

9. 'Phe chief points for consideration in connection with this scheme are (i) the 
extra cost involved, (ii) the possibility of getting the gold required and the effect of 
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its withdrawal for the purpose of Indian requirements, particularly the effect upon 
world gold-prices, (iii) the effect of the scheme on the silver market and the possibility 
of realising a reasonable price for the surplus of silver, and (iv) the effect on the 
monetar}' situation of any iniscalcidation under any of the headings mentioned in the 
preceding paragraphs. 

Note. — Kor the purpose of the calculations in this memorandum it has been 
assumed that the rate of e,xchauge at which the rupee is stabilised is 1». 6(/. 


0 . 

Supplementary list of “ Questions to be asked the American^' Witnesses by the 

Chairman.” 

Attention is directed to the plan for the establishment in India of the gold 
sUindard, with gold coins as an iulernal medium of exchange, for the reduction of the 
status of the silver rupee to that of a token of limited legal temler, and for tlm sale of 
silver, set out in the accompanying coulideutial Memoramlum entitled “Proposed 
scheme for a gold standard for India.” 


.4. As to tho iwoposals relating to Gold - 

1. .Assuming that these proposals involve the absorption by India of about 
Cl(K),O00,U00 tij? 500,001 ).UO(l) of gold (in a<blitiou to normal requinunents for the arts, 
hoanls, &c.), of whieh it is assmnod .C15 millions would b(! required at the outset, an 
additional .Co5 millions within a year, ami the remainder within ID years : 


AA’liul would bo tlie effect of those proposals— 

(a) on llie supplies of credit and rates of interest in Amcriira ; 

(/») on the position ami policy of the Federal Ueserve Hoard ? 

(c) on tin; iMiaition and policy of the Central Hanks — 

(1 1 of those of the Enroju'mi countries whieh have put the gold or gold 
c.xehnngo standard into operation ? 

(L’j of those which are aiming at doing so? 


fdf) generally, on the maiiilenance and restoration of the gold slainlard in 
KurojH'an qonntries? 

(c) on world gold-prices? 

(/) on the cost of living and on wages in America, Europe, and Jndia? 


2. If European countries, and comitricis overseas whose! financial systems are 
closely tied to European countries, should, as a measnro of proloelionof their gold 
reserves, curtail the sniii)ly of cn-dil, what effect would this have ii])on America 
Imancially and econoniieally ? 


3. What wotdd be tlu! reaction on India of tho consequences whii:li you describe 
in reply to ipiestions I and - ? 

•1. Assuming that, the absorption by India of the £103,000,(01 st('rliiig of 
athlitional gohf is not spread over a perio<l of 10 years, but takes place more 

^ wLit difference would ibis circumstance- make to the (lonsoquonces which you 
have described in reply to (jnestions al)o\e 

5 ('‘in von express any opinion whether, under the selnune in (piestimi, the 
absomtionJf the adtliliomd £10;;,(»(K),{XH» sterling of gold could iii fact be spa;acl 
over the jwriod of 10 years as proposed, or whether it might not have to be supplied 

more rapidly ? 


for 


G Assuiuiiie that the amount of Cl 03,1 K)0, 000 sterling of additional gold required 
tor India mi-dirbc substantially increased by the withdrawal of more gohl into active 
circulation l,han is allowed for in the estimaU's of the scheme : 

What difference would (his circumstance make to the consequences which yon 

have described in reply to questions 1 and '2 above ? 

7 (’.'m vou exwess anv opinion as to the desirability of the proposals iif the 
scheL relaUnc^ to gold, in relation to tlie interests of India, and partuu.larly m view 
S tie cost to India of providing a gold currency by the means proposed ? 

• A siiuilur set of quostions, mMU wiis ciiruhiU-d to wiliwHscs in tl.f L’.iitcMt Kingdoia. 

B b 
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8. Can yon assist the Commission with any evidence as to the probable Juture 
relation between the world’s demand for gold and its supply, assuming that Indian 
conditions remain unchanged ? 

9. In particular, can you give an estimate of the annual increment to the stock 
of gold for monetary purposes which is needed to keep pace with the economic 
progress of (a) the United States of America, and (6) the rest of the world ? 

10. In how many years will the stock of gold for monetary purposes now held by 
the United States of America, and at present regarded as redundant, be absorbed in 
this manner? 

B. — As to the proposiils of the scheme relating to Silver : — 

1. Can you assist the Commission with any evidence as to the probable future 
relation between the world’s demand for silver and its supply, assuming Indian 
conditions to remain unchanged ? 

2. Assuming the proposals referi*ed to involve the sale over a i)eriod of 10 years 
of an amount of silver equal to about three times the present annual world’s 
production : — 

(a) Wbat would be their effect on the silver market ? 

(b) What effect would the proposals have on the markets in copper and other 

l)ase metals? 

(c) What effect would a fall in llie price of silver have on the volume of its 

production ? 

(d) If a fall has the effect of curtailing production, would it be reasonable to 
suppose that a fall in tbo price of silver to 24d. would so contract production 
as to stabilise the price of silver at alxnit that level, and permit of the 
absorption of, say, 20 crores of rupees anmudly ? 

3. In what respects would American interests bo affected by the silver sales in 
xjuestion ? 

4. Having regard to the desirability of the co-operation of the United States in 
the carrying through of the plan, how, in your opinion, would it be viewed by the 
(jovernment and the Financial Authorities of the United States of America ? 

5. What difference would the imposition of a duty on the importation of silver 
into India make to the consequences which you describe in reply to questions 1, 2 
and 3 above. 

G, '['he average annual importation of silver into India for use in the arts, as 
ornaments, and all purposes other than coinage, for the last live years was 81 million 
fine ozs. 

Assuming that the effect of the prop<isals under consideration, with or without 
the imposition of an import duty, would be substantially to reduce the importation 
of silver into India for these purposes : 

What difference would that circumstance make to the consequences which yon 
have described in reply to questions 1, 2, and 3 above? 

7. Can you express any opinion as to the desirability of the proposals of the 
scheme relating to silver, in relation to the interests of India, and in particular the 
circmnstance tliat silver is a favojirile store of values amongst the poorer classes 
there ? 

8. Assuming the Government of India requires to raise credits in order to bridge 
the period between the introduction of a gold currency and the realisation of the 
silver which it would replace, which credits might amount to 150 million in New 
York and £23 million in Ix)n(lon : 

What considerations, arising either from the nature of the scheme or from 
external circumstances, would militate for and against a proposal by the Government 
of India to obtain such credits in New York? 

9. Would a proposal by the Government of India to obtain such credits in New 
YbrK for the purpose of carrying out the scheme referred to ffor putting gold into 
circulation in India, concurrently with the sale of silver) bo likely to encounter any 
such difficxdties as would make it undesirable to contemplate tliat step ? 

10. Assuming that the credit of $150 million would not bo required for a longer 
period than five years, what woidd be the cost to India of embarking on such a 
credit scheme : 

(1) if the credit is not required to be actually drawn on ; 

(2) if the credit is only partially drawn on ? 
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11. It has bt'en suggested that the conversion of silver hoards into gold and the 
introduction of a gold currency will ultimately lead to a reduction of India’s demand 
for gold for non-currency purposes. If this were assumed to be the case, would any 
modilication be necessary in your replies to previous ijucstious ? 

12. It is relevant to the incpiiry of the Commission to consider wliotlior the times 
are ripe for a stabilisation of the rupee, at a lixed rate in relation to gold or sterling. 

l)o you consider that there is any factor in the linaiicial situation in the United 
States of America which would make it prudent to postpone any such measure for 
stabilisation V 

13. In regard to the rate at which the rupee should be sUibilised, it has been 
suggested that a rate lower than the existing rate will reduce the total demand for 
gold' in connection with the introiluction of a gold standard in India. What weight, if 
any, should in your opinion be attached to thi.s suggestion ? 

14. In regard to the remittance operations of the (loverument of India, a question 
has arisen whether they should be conducted as liilhorto by the time-honoured system 
of sales of (’ouncil Bills in Loudon or by means of purchase of sterling bills from 
Exchange Banks and lirms in India as has been done since 1923. It has been 
suggested in favour of the older system lhat it gives greater facilities to the p(X)ple of 
the United Stales of America for payment of their jute and other contracis made with 
India ; what im]X)rtanco do you attach to this? 


ABI’ENDIX 0(i. 

Note on the Effect of Exchange on Government Revenue and 
Expenditure, submitted by Mr. A. C. MeWatters, C.I.E., I.C.S., 
Secretary to the Government of India, Finance Department. 

I . — The gain in exchange to (iuvvrnment in the gear B)lS-9, an compared with the 
pre-war rate of Is. Id. 

In 1918-9 all expenditure in England was treated as Imperial. 

The gain or loss l)y exchange in the accounts at that time was ralcnlated with 
reference to the aviu-age rate of exchange obtained by the Secretary of State on 
Council Bills. This rate in the year l91«--9 was Is. hid. The total sterling net 
expenditure was as follows: — 

llevcnue- £ 

Expenditure in England - - . . 23,n29, l9r) 

Bcceipts in England ----- 3,22S,990 


Net expeiulitiiro ----- 20,40(1,499 

Capital — 

Capital expenditure ----- 1,559,895 

The gain in exchange to Central Revenues at Is. 5id. compared with Is. 4d. on 
the above figures would lie lis. 2,()3,16,()39 in respect of h'evemic and Bs. 20,12,265 
in respect of Capital. 


11 . — The extra retnmichieh would accrue from customs i.?nport duliat if exchange were 
fixed at Is. 4d. as compared with Is. 6d. and if the following two usmmplions are 
‘made: (1) that the volume of imjmis is not diminished and (2) that the price of 
impoiied goods rises hi/ the full amount of 121 per cent. 

Over the period April to August 1925 it has been calculated that 57 per cent, of 
the import duly realised was from articles paying duty on an ad ralorem basis 
(including those articles for which tariff values are lixed). The remainder paid duty 
at specific rates. 

The total enstems «luty on imports according to the Lakhs. 


Budget of 1925-G is - - • ■ * o7,()9 

. Deduct Government stores ----- iS5 


Balance 30,84 

57 per cent, of above " .... 2I,()0 

Increase at 12J- per cent. = ... - 2,(>2 
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APPENDIX 07. 

Despatch from His Majesty’s Secretary of State for India, 

No. 51, Financial, dated the 24th April 1914. 

9 

In niy tolcf'ram dated (5tli March 1014 I informed jmti that I should adilress you 
by De.spatch on the subject of the Report of the Royal Coininission on Indian Finance 
and Currency. 

The Ih'port falls naturally into three divisions, containinfj; respectively : — 

A review and criticism of the system of Indian Finance aiul Currency and its 
administraticjn in recent years. 

Ri'comniendations on certain matters, such as the detailed arrangements for 
lending ])art of the India Oilico balance, tlie relations of the India Office with 
the Rank of England and the financial organisation and i)rocedure of the 
India Office, on which it is scarcely necessary for me to invite Your Excellency’s 
observations. 

Conclusions and rccommeiulations regarding many subjects which must be 
considered in consultation by the Secretary of State in Council and the 
(lovermnenl of India. 

2. On the first head I have little to say. A close examination of the narrative 
portions of the Ri'port might suggest tiio amplilication orqualilication of an occasional 
passage, or a more exhaustive statement of facts ; and something might also be urged 
in reply on the few points where the judgment exjiressed on the action of linancial 
authorities here or in India departs from the general note of approval which 
distinguishes the Report. Rut it is neither necessary nor desirable to undertake this 
task. 1 welcome tho Reiiort as the lirsl authoritative survey of the Indian linancial 
and currency system as a whole that has been made since iho Indian Currency 
Committee of I S98, and as a weighty pronouncement on tho ])olicy and the measures 
that have gradually been evolved in the course of giving effect to that Committee’s 
recommendations. It is gratifying to me, as I am sure it will bo to Your Excellency’s 
Government, to learn that both tho policy and the measures have in essentials received 
the apjiroval of the Commission. 1 note the generous testimony borne to “ the ability 
and skill with which the comidicab'd duties in connection with Indian finance, have 
boon discharg(Ml by tho permanent officials to whom they have been entrusted both in 
India and in Loiulon ” (para. 7), and to the fact that “the fimd success achieved by 
the Tiulian authorities both in Indisi and in this cemntry must be recognised as a proof 
of tho soundness of tho currency scheme itself and of the measures ultimately taken 
for meeting tho crisis ’’ of 1907 8, the chief eccaision on which tho (existing currency 
system has been put to a sev('re tost (para. 49). As regards the few instances in 
which, in the Commission’s o])inion, other action than that taken might have been 
advisable, it is sutlicient to bear their comments in mind and to endeavour to bemdit 
on a future o(rcasion by the guidance they may alford. 

3. The recommoudatious regarding organisation and detailed procedure in this 
country arc biMiig carefully considered. 

4. 'rin^ main oonclnsions and recommeiulaiions requiring consultation between 
this Office and tho (lovernmcnl of India arc us follows: — 

(a) In para. C8 the conclusion is reached that "it would not be to India’s 
advantage to mioonrago an iiKireased use of gold in the internal circulation.” 
Read in connection with the opinion (ixpressed in jnira. 74 that “it is 
imj)or1ant that the Government should continue to act on the principle of 
giving the people tlie fonn of currency for which they ask,” this appears 
to be e([uivalent to a recommendation in favour, first, of the continuance, 
without, niodilicalion in tlie direction either of stimulation or of restriction, 
of the present practice regarding the sale of GouUcil Rills which, as 
explained on behalf of this Office, is to regulate them so that they “ shall 
not be on such a scale as to prevent tho inllow of gold to India to the extent 
to which it seems likely that there will be a demand for it on the part of the 
public ” (.\ppei.dix 1, page 12), and, secondly (subject to the qualilicatiou in 
para. 1 10), of the i)ractieo of issuing gold freely in normal times from tho 
I’apcr Currency Department in exchange for rupees and notes for circulation 
in India. 

This endorsement of existing practice appears to call for no comment. 
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(h) In para. 73 the Royal Coiniiiission say, after puintin^ out tlioir own inability 
to roconiuifnid on its merits tlie establishmont of a ^<^>1(1 mint in India, that 
“if Indian sentiment g('niiin(dy demands it and tlio ( lovornmeiit of India 
are prepared to inenr the expense, thei’e is, in onr oi)inion, no objection in 
])rinei pie, either Irom the Indian or Imperial stand|'<oint; provided always 
that the coin to bo minted is the sovereign (or tin* half soven-ign), and it is 
pre-eminently a cpuistion in which Indian sentiment shoidd prevail. ’’ 

d lie dilliculty ol ascertaining whether Iinlian smitinnmt desires the 
estalilishuient of a mint hir the coinagi* of sovereigns or half-.sovcreigns is 
considerable. When a resolution on the. subject of a gold mint was rai-ed 
in yonr Legislative donncil on 22nd March 1912, the mover exj>resscil his 
prelercnce tor a tcn-rnpec |)icco ; but the rt'solnlion was withdrawn, sc that 
no dclinite opinion was reeonled. When in my telegram of 10th .May 1912 
I suggested that the views of Ix)cal ( Jovernments, Chambers of (.'ommeree, 
and Presidency Hanks regarding a gold mint should bo ascertained, tin 
(ilovernmont of India gave reasons for not acting on the suggestion ; and it 
was accordingly not pursued at that time. In present cirenmstanci's it is 
clearly d('sivable to pro(wd with an einpiiry as to llie existence or otherwise 
of a gonnine Indian sentiment in favour of a gold mint, the point which the 
Royal (\)mmission leave in doubt. I shall be glad if 3^)11 will take the necessary 
steps. Yon will doubtless draw the attentii'u of the bodies that .von eonsidt 
to the opinion expressed b}’ the Ro3'al Commission regardin.g the merits of 
the scheme, and to the information that is available regarding the 
establishment that wonhl be recpiired and the probable cost. (S(;e .Appendices 
to Interim llepurt of the Commissioners, Vol. I, page 21b.) 

(c) Failing tin* establislmu'nt of a .gold mint, tin* Commiision recommend a 
renewed notilieation of the wiHin.gnoss of the tiovernment of India to 
receive gold bullion at the I’omba.v mint. I do not anticipate that yon will 
have an\'’ objection to this ; and, if this is so, it is perhaps unnecessary to 
po-tpone the issue of the notilieation until the question of establishing a 
t lold .Mint has been decided, sinci* the establishment of a Cold .Mint would 
veqnir.'! little, if any, modiiication in any arrangements previonsl.v introduced 
for tlu! ri'ceipt of gold bullion. 

(il) In jiara. S9 tlu^ (.'ommission, while holding that the (ioveinnient of India 
ought to bo alive to the possibility of the aggregate sterlin.g reserves 
eventually reaching an unnecessarily hi.gh ligure, r('commcnd that “ tho 
wliole [irolits of the silver coiiia.ge, together with any interest accuaiiug from 
i n vest meiils or loans made from the t.lold Standard Reserve, should for the 
])resent eontinne to he placed to the credit of that Reserve, and that no 
iliversion similar to that made in 1907 for railway develo|)Jnent should be 
under any »;irciim.stanccs pormii.led until further c.xperience allows of a mmrh 
more acemrato didinition of the calls which the Reserve may have to iiieet 


than is at present, possible. ’ 

I am prepared to acton (his roconimcndalion, and Your Excellency will 
doubtless bo in favour of this course. Tho importanco of the (’ommission ’s 
remarks regarding tho pos.siliilit}' of an incroa/jo of the sterling ri*servcs to 
■Ml unnecessarily high lignro must not In; disregarded, since such disr<*gard 
wouhl involve the danger tliat tho full benelit would not l)o obtained of the 
economy of llu; Indian cnrroncy sysloni wliich is one of its advantage's. 
Rut it would be useless to attempt tofoiecast now the time ami eireiimstances 
in which anv action in the sen.so indicated in those roimuks is likely to be 


desirable, , . , 1 • • i 1 1 1 ? 

(e) In para. 90 the Conimissit)n recommend without hositation that tlie whole ol 

tho C.ohl Standard Reserve shouhl bo kciit in London. Subject to any 
observations from Your Excollonoy 1 am road)' to accept thisroiHiminondation. 

(f) Paras. 90 to 100 contain recommendations regarding the composition ol the 

Gold Standard Hoservo, viz. That not less than one-half should he held 
in .-old when tho total exceed:'. i;30,0()0,00U, and that the minimum amount 
' to be so held sliouid be raised a.s soon as jmssiblo to .iTo,()00,(MK), of which 
iid 000,000 should lie provided by the abolition of the Indian branch ol the 
Goi.l Standard Reserve and the coiisciiueiit transfer of sovi'reigns irom the 
]»aper (hirreucy Ro.serve in In.iia to the Gold hlandard Reserve, lor location 
i„ Ln<lou as soon ns oonvcnionl; f I.IKWKW shonl.l by .btonnnl rm,,. tho 
same sonreo in excbnnge foi- securities n.,n IieM in the C.oW Stnmlanl 
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Ileservo, and the remainder slioidd be accnmulated an opportunity offers 
for the revision of existing investments as well as by the addition of new 
money. 

You will doubtless be in favour of innreasing the amount of gold held in 
the r«old Staiulard Jleserve, and T shall be glad to learn whether the standard 
proposed by the lloyal (Commission appears to you to be suitable. T shall 
also bo glad of your remarks as to the method proposed for attaining the 
standard. 

The transfer of i!4,000,000 in gold from the Taper (hjrrenoy Reserve 
against the rupees now in the Indian Rraiich of the Gold Standard Reserve 
would j)r(.*s(,‘nt no dillienlty in itself, but it would he advantageous that, as 
the abolition of that branch would diminisli the elasticity of the currency 
system, it should be accompanied by the introduction of the new element of 
elasticity proposed in para. IKf. 'J’his would re(iuire the amendment of the 
Paper Currency Act. 

Similarly, the ju’oposcd transfer of f 1,000,000 from the Paper Gurrency 
Reserve in exchange for securitie.^ would require legislation, in connection 
with which you may desire to consider the comparative advanUiges of 
jiiaking the addition to the invested i)ortion of the Paper Currency Reserve 
entirely (as suggested by the Commission) in the form of sterling securities, 
or ])artly in that form and ])artly in rupee ])aper. If the latter course were 
adopted, a corresponding portion of the amount to bo added in gold to the 
Gohl Standard R(‘scrvc would l)e obtained by the realisation of sterling 
securities now held in that Reserve and the ear-marking of the proceeds 
in gohl. 

The provision of the further sum required to raise the total of gold in the 
Gold Standard Reserve to t‘lo,0tj(),00() will, if that standard is adopted, be 
proceeded with as favourable oppoituiiily olTers. 

(ig) In para. 101 the Commission, in accordance! with their view (stated in 
para. '>2) as to the importance of formulating in advance and giving 
ptddicity to the policy whicli it is intended to pursue in a crisis, advise 
“ that the Government should make a public notification of tludr intention 
to sell hills in India on fjondon at the rate of l.v. '6'i'pl, whenever the}’ are 
asked to do so (as was actually done in 11)08, and conlirmed in 11)09), to the 
full extent of their resources.” I shall bt! glad to leani whether you arc in 
favour of such a iiotilicatiou, and, if so, when, in your opinion, it should be 
made. 


(/») 'riie main recoinniendalions regarding the ikiper Currency syslcmi contained 
ill paras. 1 10 to 118 are as follows : — 

(a) That the Paper Currency .Act slionld he atnended so as (1) to 
increase the pennissiblc maximum of the fiduciary portion of the Reserve 
np to the equival(!iit of the notes held from time to time in the Reserve 
'Preasuries plus ouo-lhird of the notes outstanding elsewhere, (2) to 
increase the amount that may he held in sterling securities, (.!5) to enable 
part of the fiduciary portion to be rci>reseutcd by loans granted in India 
or Ixjndon. 

(ii) That the securities in the fiduciary portion of the Reserve should 
then bo at once increased by the aildition of six crorcs of sterling 
securities, to be transferred from the Gold Standard Reserve as shown in 
(/) above. 

(o) That the oOO rupee note should be nniversalised, and that, in 
accordance with the Commission’s views expressed in para. 75 as to the 
importance of encouraging the use of notes, additional facilities should be 
granted for their encashment. 

(d) That gold in the Paper Currency Resci-vc in India should in ordinary 
.'.ircumstaiices continue to he used as at present, but that when an 
exchange crisis declares itself it should be given out only on such 
conditions as will secure its immediate export. 

(k) Tliat for the present a portion of the Resciwe should continue to be 
hold in London in gold, but that such portion should ordinarily be limited 
to ,4*5,000,000. 

Some of these propostils are far-reaching and will require careful 
consideration. The case for an increase in the permissible maximum of 
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the ridiieiaiy portion of tho Ui‘s»?rvo and for enahling a part to ho represented 
on occasion hy loans appears to mo to l)c strong, 'flio t|ucslious whether 
the inaxiinnm shall he fixed, and the addition to the ponnanont securities 
effected, in the manner proposed arc more dillicult. 

With regard to the first question, it is to ho remeinl)ered that if tho plan 
proposed hy the (’oiumission is adopted, any oneashinont of notes or 
withdrawal of notes from tho Iteservo Tx'oasiiries at a lime at which the 
nou-metallic portion of the Ueserve is at tho maximum amount pcrmissihle 
will require a simultaneous diminution of that porticjii and adjustment of 
tho amount of the metallic portion. 'I’lio inconvenience involved in this jdan, 
and indeed in any plan under which the ijivested jxart of a l’a2>er Currency 
Keserve is limited to a percentage of the circulation in.st(?ad of to a fixed sum, 
must not he overlooketl; and it is to be remembered that such inconvenience 
is peculiarly great wluui (he Ueserve is scattered over a wide area. 

The second question has already boon nderred to under (/) above. 

1 shall await with interest your observations on alt tho recommendations 
under this head. 

(t) in ixira. 12‘J attention is called to the importance of reviewing periodically 
the balances held by tho (jovernmexjt of India so as to secure all possible 
economy. The subject is one which necessarily eoines before your notice 
at frecpient intervals and with regard to which it may ho assumed that your 
practice, at any given time, represents the result of the most roceiit 
experience. 'Phe present moment is scarcely favourable to any formal 
examination ami report on tht; subject, jxartly because this would involve a 
IJostponeiueut of the time at wliicli your examination of the other n'coiu- 
meudutions of the Royal Commission can he completed, .uid partly hccaust) 
tho recent increase in the limits on savings hank deposits introduces a new 
factor that will require to l)t‘ earefidly watched, lint you will doubtless 
hear the subject iu mind and in due course make any mo<lilieatioiis or 
submit to me any j^roposals that may seem to you to he ilosirahle. 

(j) 1 anticipate (hat you will similarly <lesire to iiostpone for a time thl^ 

consideration of the advantages and disailvaiituges of a chaiigci ia the date 
of commeiicoment of the linaiieial year, to which (he Commission refer in 
para. 128. 

(k) In ixiras. 1.31 to IC.) the .advisability of granting loans iu India from (ho 

Uov(!rnmont balances, in addition to such .as w'ould hxi granted under (he 
recomimmdalions summarised in (//) above, is discussed. Tlxo recommenda- 
tions are that such loans should be made to I’n'sidency Banks against 
security ; that they shouhl he for short periods ; that they shoubl not bo 
confined to periods of stringency; tlmt tlie rate of interest should be fixed 
hy negotiation in each case; and tluat tho amonnt should lx; based on 
experience gained l)y cautious and tentative action. My telegram of 
22u(l October 1913 and my Despatch dated 23rd .fanuary 1911, No. 11 
(Financial), ajxprovcd provisionally a policy similar to that now recoiui»iendcd, 
except that it coJifiiiod loans (in accordance with your sugges(,ion) to jxcriods 
Avhen tho Rank rate reaxdicd, or was about to reach, a high figure such as 
7 or 8 per cent., and fixed the rate of interest at 1 per cent, below Bank 
rab^. Your expericneo of the offer made in accordance with my telegram 
will help you towarils forming an opinion on the policy generally and in 
particular on tho comparative advantages of the method then adopted au<l 
the method now reoommendod for determining the thne at wdiicli, and the 
terms on which, loans shouhl he granted. 

(i) In para. Iti? attention is drawn to the possibility tlmt the amount of rupee 
loans issued by your (lovernment may with adv.aritagc bo increased. This 
had already been the subject of considerable correspondence between the 
Government of India and the Secretary of State iu t5omicil, in consequenco 
of which the ainonntof the ruixeo loan announced in your Budget for 1911-.5 
was fixed at five crores. 

{m) I nmlorsband th.at yon have under consideration the possibility of increasing 
the popularity of the forms of security issued hy the Government of India to 
which attention is drawn in para. 1(59. 

(n) In paras. 170 to 180 approval is expressed of the course that has been and 
is followed, in regard to the sale of Council Bills. Variou.s suggestions that 
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have been placed Ijofore the Cnmniissioii for inodiHcnciou of existing practice 
are rojcclod. in some passages a distinction if. drawn betw(.‘en two views as 
to the limit tliat should govern the amount of sales; the one, that the trade 
demand for remittances should be met subject to not preventing an inflow' of 
gold to India to meet the demand of the publjc for gold ; the other, that the 
rci]uir(Miicnts immediate and prospective of tlie Secretary of State in Council 
in London should be the only factor to be considered. Certain points 
regarding the relation between these views, the possibility of conflict betwven 
their practical consequences, and the course to bo taken in such an event are 
discussed in the enclosed note. 

{<}) In para. 222 it is recommended that a small expert body be appointed with 
instructions cither to pronounce definitely against the establisliment of a 
tSf ate or Central Hank in India at the present time or to submit a concrete 
scheme for its establishnicnt. I see no reason why effect should not be 
given to this recomiiK'ndation. If you agree, I shall be glad to receive 
<letailcd proposals from you. 

0. 'I'ho hummary given above is not exhaustive, ft is intended to assist you in the 
consideration of the UejKjrt liy indicating the points to which it seems to me that 
discussion between the (!overnment of fndia and myself should first bo directed and 
the provisional conclusions which, sjibject to your nMnarks, I am inclined to adopt on 
certain of iIumh. Owing to the number and complexity of the issues raised and the 
pressure of oilier work in your Finance Department, some lime may elapse before you 
are able to furnish me with a full statement of your views, and you may wish to deal 
with the questions in small groups or one by one. I am anxious to meet your 
convcnimice in this respect, and am content to leave to you the choice of the order in 
which the discussion of the various subjects shall be taken up. 

Fnui.osoui:. 

Note referred lo In jutro. 1 (n). 

In paras. 177 to ISb, and incidentally in other passages, the Ivoyal Coininission 
consider what are the limits of amount within which ('oimcil Drafts should be sold. 
To discern clearly how far the (’ommission agree with the jirai.-tice that has been 
followed ill the past, what is their altitude towards suggestions for modilieation that 
liav(‘ been placed before them, and what they recommend for the future, is of much 
inqnirtance because, as stated in para. 170, in language of w'liich the appropriateness 
W'ill be recognised by all who have close practical acquaintance w'illi Indian finance, 
the sales of Council Drafts “are the central ftal are of the machinery by which the 
Indian linance anil currency sy.steni is at present managed” (para. 170). The 
Conimissioners lliemselves have not altnupled to lay down any brief rule that can 
be niechauically followed ; and it does not seem possible to summarise their 
conclusions in any such forin. To obtain from iboni practical guidance it appears 
necessary to collect their observations on what was put before them as to existing 
jiractiee, and on the possible modilications in detail or in principle that they 
considered, and to see ivliat are the. results lo wliich such observations point : — 

[a) 'I’lieir summary of recent practice as explained to them in evidence is 

(jiara. 1 7S) that it has been “ lo sell as long as there was a demand [within 
the recognised limits of ])rice] and us long as it could be met from the 
resources of the tiovernment in India.” It might have been added that, as 
was slated in cviilcuce (si*e Appendix I, page 12) and demoiislratcd by 
statistics (iVud, jiages 2l and 81), this practice has been followed “subject 
to the consideration .... that the sales shall not be on such a scale 
as to prevent the inflow of gold to India to tho extent to which it seems 
likely that there will be a demand for it on the part of the public.” It 
might also have been added that, as mentioned in paras. 3f> and 174 of the 
Hepoi't, bills arc sold without limit at In. Igd. per ruiiee. 

(b) 'Phe possible modilicat’oiis considered by them were (para. 179), “ that the 

Secretary of State should never sell more tiian the amount of his home 
charges, or that he should restrict his sales to the amount entered in the 
Ibidget estimates, or again that he should adjust the sales in such manner 
as to keep his home balance from rising much above the working figure 
of 1*4,000,000.” 
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As reganls the results that have followed from the practice described in (a) and 
tho_ value of the suggestions mentioned in {b) the liuding of the Commission is 
definite. 

(a) In para. 133 they say that they find no fault with the course talcon l)y 
Government in recent years, though they mention thal, if the 
recommendations which they make as regards loans in India are approved, 
the occasions, though not the extent, of the transfer of money from India 
to Tx)ndou may have to be revised. 

Similarly, in para. 179 they emphasise the fact that “ while, in consequence 
of recurring surpluse-s over budget estimates, tlie liondon Iialance has l)ccu 
abnormally high for the last few ycare, no money has been brought home” 
by the sale of Council drafts “which has not* been used or will not l)e 
used for Indian Government requinnnents in the Lbiited Kingdom.” The 
same view is repeated in para. 180. 

(I>) In para. 179 they state that they are opposed to the suggested limilations 
on the amount of sales. They refer more than once to the important 
undertaking given by the Secretary of State in Council in 1901 that Hills 
will ho sold without limit of amount at !«. per rupee, and ilo not 
indicate that they contemplate any alteration. 

Thus the procedure actually followed has led to results which the Commissioners 
think suitable, and the alternative procedures considered by them, which would have 
led to (lilTerent results, are rejected. Hut emphasis is laid (paras, 179, I8i), and 186) 
on the view that the only real jnstilication for the sale of drafts is to bo found in the 
de8iral)ility of meeting the Secretary of State’s requirements, immediate and 
prospective, in the wide sense in which (para. 186) these words are understood by the 
Commissioners, and not in the desirability of meeting the convenience of trade. 
From para. 186 it would appear that what is said on this i)oint is intended rather to 
suggest an amendment of the explanations given to the public, than a change of 
practice, an interpretation borne out by what is said about (he results of past 
practice. 

Rut it is not superfluous to consider the questions : (1) how far it is probable that 
;v rule that Council Drafts should be sold to meet the demands of trade, subject to 
not imp<'ding the How of gold lo India to the amount required in India for absor[>(iun 
by the public, might have in the future (though it has not had in the past) a dilTerent 
practical result from the principle laid down by the (Commission that sales should 
Ije limited hy the amount of the Secrehiry of St.atc’s requirements, present ami 
prospe(jtive, in the sense delined in i)ara. 186; (2) what guidance can be gaimsl from 
the (Jommissiou’s Report as to the action to bo taken in the evejit of such coiillict 
arising. 

'I’hat such a conflict is Improbable is shown liy the eoineidonce, noted above, of tho 
results of following the lirst principle with those that the second principle is 
intended to produce and also by the fact that any increimmt. of the trade (hunand, 
expressing itself through an iipplication for Council drafts, lends antomaiieally lo set 
up an additional roqiiircnient of the Secretary of Stale in (.'oimcil, viz. money for 
the purchase of silver. But, though improbable, tho supposed conflict is not 
impossible, ft is conceivable that at a time when tho Secretary of State held 
resources suflicient, on a reasonable estimate, to meet his requirements immediate 
and prospee-tive, and when a stock of gold and silver was lield by tho Goveu-nment 
of India snflieient to meet the immediate and prospective demand of the public, a 
trade demand might arise for remittance to India and express itself in a])plieations 
for Council Drafts. To grant such drafts would involve a departure from the 
principle laid down in para. 186. To refuse them would involve “ the export to 
India on private account of more gold than is actually required in India for 
absorption by the public,” a course which the Commission regard as involving 
disadvantages set forth in para. 176. 

Tho difficulty of choosing between the two courses would, in part, he automatically 
removed by the operation of the rule (if still in force) under which sales of lulls aro 
made without limit at 1«. 4^/1. per rupee, the proceeds being treatcfl, if necessary, 
as a temporary addition to the portion of tho Paper Currency Reserve held in T/mdon. 
If this did not completely solve tho problem, the Secretery of State and the 
Government of India, so far as they were entirely guided by tho views of the Royal 
Commission, would have to act in accordance with such view as they coidd form on 
the question whether an increase was more probalile in the future in the Secretary 
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of Suite’s requirements in l.()ndoii, or in the desire of the public in India to obtain 
gold. In the former case the decision would, no doubt, be in favour of meeting p'o 
iaiito applications for Council Drafts in the form of telegraphic transfers ; in the 
latter case it woidd be in favour of rejecting applications, and thus forcing the 
applicants to send gold to India. 


APl'KXDIX 1)8. 

Extracts, &c., from Telegraphic Correspondence between the 
Secretary of State for India and the Government of India, 
Finance Department. 

1. Telegram from Viceroy, Finance Department, dated Sth Oeloher 1924. 

CiUrly decision on fundamental (pu'stion_of policy is essential in view of the 
strengthening exchange, which seems likely to rise above 1#. (id. We are convinced 
that tlu! time has come when we should dolinilely decide against any attempt, to push 
rupee above Is. fid. unless renewed fall in gold value of sterling takes place. It is now 
beginning to be realised generally that the stringency in the market is the direct 
outcome of ( Jovernment action in contracting currency, or rather in placing strict limits 
on possibilities of expansion. The volume and importance of the opposition to this 
l^olicy is increasing and was the basis for the support, not from Indian interests only, 
of Sir Pursliotamdas’s Currency Dills which have, however, not been introduced and 
therefore lapse. We should have dilliculty in refusing to provide more generously 
for additions to currency even if w'e wished to do so, and there is serious risk of a 
financial crisis if we keej) the screw on too tight. Moreover, we cannot afford to keep 
market bare of loanable funds if we are successfully to raise a rupee loan in 1925 and 
still another in J926, when wo liavo large amounts of bonds maturing. 

It will follow', if this view' is accepted, that during the coming busy setison we 
shoukl endeavour to j>rcvcnt Ji rise above 1«. dd. Iiy free sales of Councils and sterling 
purchiises both from our Treasury balances tind by issuing currency against sterling 
purchased for Piiper (.lurreiicy Ueserve so far as nec-essary. It is retilised that this 
may raise the question whether the existing limit of Rs. 85 crores of securities in 
reserve lutiy not have to be increased. It is t)robable that it would be desirable in any 
case to increase our statutory powers up to, say, Rs. I(X) crores next w'inter, and we 
consider that we can justify this increase by normal expaiiBion of the note issue w'hich 
will be required to meet the increasing trade requirements of the country. The 
general policy which w'c have tentatively in mind would be — 

(a) to retain as our i>rimary purpose maiutenance of comparatively stable rupee 
prices ; 

{b) to fix in our ow'ii mind on !«. tkl. sterling as the figure at which we desire to 
stabilise rupee so long as this primary purpose is not endangered, which is 
only likely in the event of renewed falling in gold value (d' sterling; and 
(c) to wait until gold and sterling are on a par before fixing the rupee by 
statute. 

Ilut we realise that questions of such fundamental importance should not bo 
decided without a formal enquiry by some kind of Committee. Such a Committee 
might consider also other connected questions such as transfer to the Imperial Bank 
of the management of the Paper Ciirreucj', Remittances, &c. 

We have had an opportunity of iliscnssion with . Warren, who is strongly of 
opinion, Avith which we agree, that we should announce that we are prepared to buy 
sterling without limit at li?. (ijd. Such an announcement, Ave believe, Avould have 
reassuring effect and Avould remove the element of uncertainty, which is at present 
having a disturbing effect on the market and may produce a real danger. 

2. Tdeqram from Secrelarii of State to Viceroy, Finance Department, dated 

l(«/i October 1924. 

I sliare your view that it is of utmost importance that confidence of market should 
be maintained, and I am prepared to agree to further announcement as this object 
docs not seem to have been achieved by your letter to Bengal Chamber of 25th August. 
It st'cins to me, hoAvever, that the vital consideration is not so much the actual level 
of exchange at the moment as the avoidance of such abnormal stringency as might 
threaten the financial and economic position. 1 feel also that work of committee, if 
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such is appointed, might be prejudiced if we peg iipwanl limit of exchange, and that 
there is danger in announcing anj' deliniie lignre as leading to conclusions on 
part of public which might not eventually be realised. I think, herein following 
underlying conception in your telegram of Ist October, that in present conditions safer 
criterion is to be found in the maintenance of adequate cash position of rmperial 
Bank, and so avoiding any untoward rise in bank rate. 1 cannot but think that 
market would be assured that you have power to do this if you forthwith announced 
intention of taking steps at lorthconiing meeting of IjCgislatuix* to raise? liduciary 
limit of Us. 85 to 1‘s. 100 crores. 

1 suggest, therefore, announoement on following lines. ( fovernment of India, in 
consultation with the Secretary of State, have given careful consideration to the 
situation indicated by the recent rapid rise in exchange. The (lovernmeut of India 
announce that they will, in consultation with the Imperial Bank, take such stops as 
the market position may demand to anticipate and relieve any undue stringency that 
may threaten or occur during this busy season, and with this end in vio.w tliey propose 
at the next session of the liOgislature to take powers to increaije the limits up" to which 
currency may lie issued against seciuritics from Us. 8.5 to Us. 100 cron's. 

You could also announce that, as in last season, (lovernment intend in effecting 
remittances to act with a view to obviating any unduly rapid appreciation of the 
rupee?. 

T suggest we should endeavour to regulate remittances in such a way as to avoid, 
if possible, a greater rise than, say, in any one week. 

o. Teh’ijrnm front Viceroy, Finance Department, dated Il//i October 1921. 

Your teh'gram dated 10th October, 2872. We consider anuouncoment suggested 
by you inadequate. It adds little in fact to the reply giv(?n already by the Finance 
Member in the Assembly to l*urshotamdas’ question, in which Ouvernm(?nt stated 
their readiness to ask for further statutoiy powers if required. 'I’his reply was well 
received as being more explicit than the terms of the letter addresseil to the Bengal 
Chamber, but last week’s events have only served more to convince us tliat unless 
there is assurance that an upper limit to the exchange can be guaranteed during the 
coming busy season confident market cannot be restored. 'I’ho suggosl ion niadi' by 
you for preventing an undue rise in exchange in any one week appears to us (pule 
insufficient to meet the gravity of the situation. We do not agree that mere avoidaiure 
of aljnorinal stringency is the vital consideration, 'I'he element of uncertainty as to 
limits to which the exc'hauge can rise has become even more vital. Tlu? matter has 
been in our minds for some lime, but we have deferred addressing you until we had 
opportunity to discuss with Warren, who, after studying restriction, in Bombay, 
strongly confirmed our view that increase in rate beyond 18(/. is to be deprecated in 
the best interests of the country and of our future linancial operations, and that puldic 
announcement is most dcsiralde and indeed imperative. 

The point j’ou urge, that to peg exchange in ailvance of the appointing of the 
Committee has certain disadvantages, is fully realised by us, but we feel that greater 
dangers are involved in any other policy. It is, we consider, out of the (pieslion that 
the uncertainty should be allowed to continue for several months more. We think it 
highly improbable that the view could be taken liy any Committee that higher 
exchange than Is. (id. is desirable. This rate is one which would not involve tlic 
disturbance of jiresent price levels, but Iwtli Indian exjxirts and industries would be 
adversely affected by any higher rate. We find already that 'Pata Iron and .Steel 
Company is seriously affected by rise in exchange. The Committee would not bo 
absolutely precluded from recommending a higher rate by a decision now to give an 
upward limit of 1«. for the time being, but even if it were, wt? feel it our duty as 
a Government in existing circumstanees, to arrive at a decision in advance. Further, 
wo believe that an opportunity, which may not recur, is offered at the present moment 
of obtaining general acquiescence even in Bombay in a i»licy whi(;h will give us .a 
permanently higher rate than Is. id. gold. We regard it as of great importance, 
politicallj’, quite apart from financial merits, to take commercial opinion along Avilh 
us in this matter. We therefore strongly press that our proposals should be 
accepted. 

-1. Telegram from Secretary of State to Viceroy, Finance Department, dated 

mh October mi. 

Exchange. Your telegrams dated 8th and llth iustant. The difficulties which 
you have had to face in maintaining view, with which I am in entire accord, that 
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time has not yet come for final fi.\ation of rating of rupee, are fully realised by me, 
and I a])preciatc vigour and skill with which case for postponing this issue has been 
e.\ponnded on numei’ous occasions by Finance Member despite strong pressure from 
certain quartio-.s for attempting forthwith permanent solution. 1 regret all the ihore 
keenly in tln'se circumstaueos that I am unable to' see eye to eye with you on the 
action to bo taken at the moment. 

Ill considering your recommendations main object that weighs with me is to uphold 
cardinal position that world economic conditions are still too unstalde to justify 
renewed attempt at (>xchange stabilisation and to avoiil any steps that might imjiair 
present lVe<‘doin o( aeliun and militate against the eve.ntiial adoption of a rating that 
might seem, ufUir full enquiry in due course, most eondueive to general interests 
alfected and to bo capable, without undue strain, of being maintained. 

No indication has reaclied me that Indian trade in its broad aspects is likely to be 
threatened hy siieh a gnidiial rise in c.xchauge as has been in progress for some time, 
or that reinitlanee operations eoiidiicled on linos suggested in final paragrajdi of my 
telognim of I Util instant (supplemented by this telegram) will be iiisuiliciont to control 
any e-xcessivo iipriisli of exchange. Further, such details as I have with regard to 
Indian iiitcriial prices seem to show a rising tendency despite upward cuitc of 
exchange. Pegging of exchange vvouid militate against your {xiwer of control even 
if this movement, eannot ultimately be avoided owing to world prices, and would tend 
to defeat primary object of maintaining the staliility of internal jiriccs (see your 
telegram dated 8th instant). At the same time 1 sympathise altogether with feeling 
of npprelieiisioii which is lianging over market, that absence of automatic facilities 
for ciirriaiey expansion by import of gold might lead to a sfringciiey which might 
threaten fiiiidamcntal economic position. While it is not fi'asible to remedy this 
defect, in existing conditions, proposals in my telegram of lOth October were 
directed to meeting, what it still ajipcars to me to be, the essential danger ])()int of 
present abnormal situation, and actual decision to take further |)owers for an increase 
in the fiduciary issue is, in my opinion, an important advance on the general assurance 
given previously. 

Clovcruimrnt have, as regards pegging upward limit of exchange, up to now 
advisedly n-frainod from establishing any absolute maximum rate and have studiously 
avoided implieations regarding the future. If Oovermneut were now to commit itself 
to a maxiimmi sterling rate any such arbitrarily fixed rate would be bound to havi? 
strong inlluence on the antieijiations of the market as to permanent rating of the 
future, tlioiigh here again grounds for dispute would be furnished as to whittlier 
eveiitiiiil rate? would be the rate as pegged iii sterling or the present (equivalent in 
gold. In either case (Joverniiient would luive gravidy compromised their liberty of 
action, and iii the event of a material rise? in gold prices (which contingency cannot 
be overlooketl) Government might have cause to regret any decision taken now. 
^luroovcr, Govornment would be exposed, having once committed iiscilf to tlie 
pegging of iipixM' limit, to demands that attempts should also lie made to peg lower 
limit in the event of exchange weakening substantially hereafter. It is diflicnlt to 
see without this further step that importation of funds to India will be matcrisdly 
helftcd, as no limit can be set to possible loss on exchange on retransfer. On the 
other hand, any action tending to raise matter of reverse's is to b(^ deprecated until 
Govc'i-nnK'iit are jirepared to use full resources in support of a i)ermanent rate. 

We have before us the fact that iu many instance's during recent years, in periods 
of fliietiiatiug world pri(;es, when attempts have been made to peg excliango the 
result lias been substantial loss to countries (.'oiicerncd, and great inconvenience and 
(liiliciilly liave been cans<?(l to the trader when the peg has broken down or l)een 
removed. 

!My ('oneJnsion is that Government should refrain from any absolute pegging of 
upward limit of exchange or from appointing a Committee at present time. The 
argunumts ou which Finance Member has laid stress in the past, in particular the 
uncertain ‘y (tf i)rcsent (vorld economic factors, have lost none of their sti'ength. We 
La\o to reckon, apart from the uncertainty as to the gold value of sterling to which 
you refer, vvitli the even greater uncertainty altaclied to the commodity value of gold, 
entailing n^actions which India, like other countries, could not escape. 

1 should observe iu this coimcctiou, in order to avoid possible misunderstanding, 
that under clause (fc) of your telegi'ain of 8th October you are apparently prepared to 
envisage provisionally the ultimate rating of the rupee with a greater degree of 
precision than suggests itself to me at presimt. The figure mentioned by you is purely 
arbitrary and cannot be based on reliable data ns the future of gold prices is still 
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obscure. At the same time you will realise that it is no question o£ any particular 
pro^'iiosis that impels me to the view that it is premature to proceed at the moment 
.with the idea ol a Committet! or to set an ubsuluti* upward limit to the rupee for time 
being in the manner yon suggest. 

1 recognise that at some future date it will ho desirable to eoastilulo an authoritative 
body to advise tis to the rating of the rii|)ee and possibly as to other matters in 
eoiincction with Indian eurreney and exchange. 

Meanwhile, in my judgment, a prudent policy would be based on following main 
objectives, viz. the maintenance by the Imperial Hank of an adequate cash ])Osiliou, 
with a view to avoiding any serious departure from what may be regarded as the 
uonnal Imlijin monetary trend; niiiintenance of eomi)arativi‘iy stable rupee prices; 
the regulation of remittances, with a view to the avoiilanee of exi^essive lluetuations of 
exchange, and the reteidion of a free hand by tiovcrnment to take appropriate action 
when the time conies, with a view to lixing exchange rating at point decimal most 
conducive to Indian int.'rests as a whole. 

It is worth observing in this connection that when the time comes Ibr the 
submission of the matter to a Committee it will be tvell to time relen.'nee so that 
rejiort may be presented before the busy season, so that action may be taken on it at 
period of year most promising for success, assuming cmidilions continue normal. 
Danger of submitting report towards close of active season is that the elianco of 
making an.v new ratio olTective may be impaired if conditions j»rovi‘ unfavourable in 
suce‘’p(rmg busy season. 

h'or reasons furnished above, 1 must adhere to ilecision commimieated in my 
telegram of H)th Octolicr, on which 1 .should be glad if you would act. As reganls 
increase to Us. 100 erores of lidiuMary issue, I am advised that you could act, in ease 
of emergency, by Ordinance under .section 12 of tlio ( I (vcriiment of India Act. 
You may consider it desirable to relbr in announcement to this point. It is open to 
you, of course, also to amplify announcement by inclmling reference to recent 
extensive remittances as indicating ( Jovernment’s ilesire to hel|) market. 

b. Teinjraiii from Vircroji, Finuuce Ikimrlmenl, dated Uh Novrinher HLM. 

Kxchaiigc. Your telegram dated Jbth October. Serious coiLsideralion has been 
given liy us to your arguments, which were fully lu’esent in our own minds when our 
pro])Osals wore mad*>, and we desire to make the following observations. 

Your main argument against aeciquauce is that the world economic ctuulitions an* 
still too unstable to justify the remnval of the attempt at exchange stabilisation. This 
argument is in substance the same as we havi* oui’selvos ])ut forward nqu'atedly 
against the demands for altering the statutory ratio. The argument can easily be 
pressed too far, how(>ver, so far as it alTects India. \Ye have always n'cogiiised the 
possibility of a renewed fall in the jmrehasing power of gold, and we agree that this 
consideration is decisivi? against any immeiliale tixation of the rupee in terms of 
gohl ; but as against fixation in It'rnis of sterling, particularly if such tix.ation is 
ti'utafivo as we propose, the argument Iosijs much of its forci! when it is reiuembercd 
that, at present, sterling is at a discount not much less than 10 [»er (umt. In terms of 
gohl, so that to that extent a fall in the purcliasing power ot gold will be olfset by the 
risi; in goiil value of sterlin.g, which involves a corre.'^pondiijg rise in the gold value 
of the rupee without any lUqiarturc from the rate of l.x. (v/. sterling. 

With regard to your reft'ience to other countries who have attempted to peg 
exchange, the case of India is not ]»arallel. The formcT attempted to fix a lower 
limit of exchange at a time when tlnnr trade had been noticeably ilistiirbed and the 
Internal economic conditions were in a slate of chaos. Our ^nvsent proposal as 
regards Indhi is to lix an upper limit when tra<le as well as internal economic 
conditions have made [ungress substantially in return to normal lines. W e doubt 
whether snllicient weight has been given by you to the .great improvemeiit in internal 
economic conditions which has taken {ilace in India, and to the check which in the 
last few years has been placed on the expansion ol currciuy. In the last two years 
the raw materials of India have bcmi in great demand, with the residt that there has 
been a substantial trade balam-e in her favour. 

The demand for Indian commodities may be expected to rise further with the 
return of normal economic conditions in (.,'entral hiirope, and it is dilliculi to envisage, 
in the absence of a widespread failure of the monsoon or other catastrophe, a 
situation in which there would be in the near lutnre a complete swing ol the 
pendulum. 
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As regards your cummciitB on tlie course of Indian internal prices, the Calcutta 
index nutnher of wholesale prices, which is more reliable and more coinpreheiisive 
than the all-India index nundjcr, docs not disclose, any tendency to rise. The same 
is true of the llombay index nuiulicr. We would further point out that in the case of 
commodities which have a world price — e.g. cotton, steel and sugar— in recent months 
there has been a marke<l fall in the rupee price ; in the (jase of wheat, the result of 
the appreciation of the rupee has l)een that the price has remained nearly stationary 
in India while it has gone up considerably in tingland and America. 

While then we agree that the waiting policy adopted hitherto has been the right 
one, in our opinion it is almost, if not quite, impossible for practical reasons to 
maintain it. You observe that such a gradual rise in e.xcbnngo as has for some time 
been in progniss is not likely to threaten Indian trade in its broad aspects, and that 
remittance operations conducted on the lines suggested by you should siitHce to 
control any excessive uprush of exchange. Wc must point out that the rise in 
exchange which has o<^eurred already has not hitlnu'to had any serious adverse effect 
on trade because it has so far not exceeded the limits which have generally been 
anticipated, 'rhen* can be no doubt that much harm will be (bme by any further 
material rise. While it is possible, of course, to control a further rise by adjusting 
our remittamro operations, it should be remcmberi'd that exchange has risen from 
1». loll, to 1 . 1 , (if/, during the last six months in spite of heavy purcliases of sterling, 
and that such violent and frequent adjustments in our purchase procedure as will bo 
necessary in ord(?r to keep the rise umler effwtive control, cannot but have the most 
harmful elTects. 'I’he rates which were accepted at the Council Hill sales of the 1 Ith 
and 21st Oetol)er has already furnished evidence of this. As a result of our largo 
purchases of sterling in October the exchange market is, for the moment, quieseent, 
but there is no guarantee that there will not bo a recurrence of similar conditions in 
an aggravated form (hiring the busy season. 

!Moreov(‘r, it is our deliberate opinion that w(* cannot afford to allow the rupee to 
appreciate much above 1«. 6d. skuding during the coming winter, and if tliis is 
accepted th(> importance of an announcement immediately rc^garding the upper limit 
for e.\chango is obvious. Both in Calcutta and Bombay the trade is in an extreme 
state of tension and expectant of a Governnrent announcement, in the absmieo of 
which gambling in exchange, will continue on a large scale to the serious detriment 
of genuine trade interests. 

Further, w(i r(?gard with extreme concern the prospects of borrowing by 
Ciovernment unh^ss action is taken now to restore coiilidenco. Wo are convinced that 
unless there is some very big change in the conditions reacting on the Indian monetary 
situation, the issue of a rupee loan in India, of any appreciable amount, in the summer 
of 1025, will be an imjxissibility. 

We reduced our demand from 20croresto locroresin 1924; eventually we got 
only Id crores and were lucky to get that. We cannot curtail very materially our 
capital programme even if we wished to do so, and wc should iTgard as contrary to 
the true interests of India any considerable curtailment. We should be driven to 
raise a sterling loan in order to (continue our capital ])rogramme. 'I'ho size of tJie 
Indian sterling debt is, in our view, already sufficiently heavy for the present. In a 
period of ba(l monsoons external borrowing will be inovitid)lc, and Indian credit 
abrosid, if we can avoid it, ought not to be called upon to bear the strain of the issue 
of an external loan at a time of good monsoons when there is no difficulty in remitting 
money abixaid, and the need for borrowing abimd only arises because the capital 
cannot be raised in India. Moreover, external borrowing at a time when there is 
uncertainty as to the future of the rupee, involves an exchange risk and becomes very 
8jx'culativ(^ We would remind you that in 1920 we have a maturity of 38 crores to 
deal with, and it i.s unthinkable that by postponing a decision in regard to exchange 
we shoidd run the risk of mjt being able to renew a large proportion of these bonds 
in India. 

'J’he announcement which you suggest is, we consider, quite insufficient in itself 
to have any reassuring effect, as it will amount only to a reiteration of the declaration 
wo have already made, that there will be no hesitation on the part of Government to 
take further powers in a matter of sterling investments in the Paper Currency Reserve. 
(Something of greater importance is expected by the market, and we consider it better 
to make no amiounceincnl at nil if avc have nothing better to announce. Such an 
announcement would at once stimulate the demutid, for the moment quiescent, for 
action on the lines of Purshotamdas’ Bill, and would result in increasing opposition to 
our Bill when it is introduced. 
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We propose that as soon as annoiinceineut of our maxininm rate is made, l.'ouiieil 
sales should be discontinued for tlie present, and all sterliiif; purchases effected 
through the Imperial 13ank at the rate of 1«. 6^(2. only. 

6. Telegram from fieeretarg of State to Viceroy, Finance Department, 
dated ]\)th Novemher 1024. 

Exctninge. lour telegram of 4th November. It will have been realised that the 
decisions in luy predecessor’s telegram dated 10th ()ctol)Hr were not reached without 
lull (tonsidoration of this important question in all its bearings, but matter has again 
received most careful attention in view of your further telegram. 

The announcement of any maximum upward limit to excliaiigc is likely to b») 
regardeil as the first step in the direction of eventual fixation, and arbitrary point 
selecteil would have to be justified, which it would be dillicult to do with convincing 
effect in existing uncertainties. Having once accepted a new responsibility as regards 
upward point, Government could scarady avoid, for long, complementary ami more 
dangerous responsibility of fixing a lower limit and supporting that limit, in event of 
any material weakness developing, with full extent of its resources. Whatever later 
reaction worhl price movements may have on exchange, we (faiinot leave out of 
account possibility of some decline from existing level of exchange, especially in view 
of recent rapid rise in sterling-ilollar exchange, which has already, presumably, had 
some, inlluence in checking rise of rupee-sterling exchange. This tendency may 
manifest itself further unless (iounleracted by other forces if, in accordmu.-e with 
feeling in well-informed quarters {vide city notes in Thnefi of 7th November), the 
pound moves at no very dislaiit date to parity. If capacity of Government to handle 
exchange [iroblcm effectively at proper time is not to be compromised, it is necessary, 
in my judgment, to avoid commitimmts which may provij embarrassing subsequently 
and to retain freedom of action until greater stability in international factors has been 
achieved and time is favourable for taking np question of the permaiu'nt fixation of 
rupeo (ixchange. 

I agree with you that, as mailers stand at the moment, onr ellbrts sliould be 
directed towards averting material rise in exchange aliovc 1«. 6(2., and 1 am quite 
prepared, in tlu? event of excliange showing a marked tendency to lireak away in 
upward direction above that iioint, that wo should eondimt remittance op(U’ations on 
scale which would hold tendency in check. We should have to C(>nsid(.*r as sisison 
develops, in light of trade and market conditions, how far it is desirable to persist in 
such a policy if it threatens to lead to an undesirable degree of expansion. 'Phiirc 
seems no- reason to think that market pejsition will ho impaired as nigards future 
borrowings if cash balances of Imperial Hank are ad(^qualoly replenished so that 
market conditions conform to normal monetary trend and roiiiittance operations an? 
conducted on lines stated above. Prospect a.s regards future borrowings rests muuh 
num? on actual monetary conditions than on announcement of ])resent policy, which 
may or may not bo modified. 1 share your view that the restriction of the growth of 
India’s sterling debt, so far as may be. is d<?sirahlo, but it is to be rcmembereil that 
the opportunity of raising the cxciqitionally large loans obtained in India during the 
time of war and afterwards arose out of special circumstances, including the heavy 
currency expansion between 1017 and 1920, the inlluence of which contimuid 
subsequently, especially during the period of severe Hade depression, desi>ite the 
actual contraction of euxreucy which took place after 1920. 

.As main ohjecjtions to your proposals, recapitulated hrielly almve, remain, I have 
decided, after fullest consideration, to a<lhcre to decisions communicalcd in my 
predecessor’s telegram dated J.oth October. It is not necessary for mo, in the 
(urcumstances, to examine in detail the suggestion in final paragraph of yanir 
telegram, which seems to imply that Government should so act as to stimulate rise 
in exc^ugc to 1«. 6^(2. J see objection to the adoption of any such rigid standard. 
It seems preferable to work on lines now in force, whi(?h make it clear that Government 
have no preconceived aim in the matter of exchango apart from desire to avoid 
excessive and rapid fluctuations. I do not understand why any aiinounccnii?ut 
regarding the matter shoidd be expected by markets, but feeling would doubtless 
disappear when it is clear that no sucli aiiuouncemont is forthcoming and public are 
left to place their own interpretation on Government s attitude. A ou could make it 
known, of coui’se, that attitude of Government is, broadly speaking, tlu? same as that 
'which has prevailed during ])ast year, and that it is still important to avoid any 
positive commitments until, at any rate, gold and sU'rling are synonymous again 
and there is a.ssured prospect of maintaining parity. 



630 


ROYAL COMMISSION ON INDIAN CURRENCY AND FI|||^CE 


7. Telegram from Seeretarji of Stale to Vieeroif, Finance Department, dated 

24lh September 

cliaiijiK. I gather tlial your (Infinite view is that exchange should not 
throughout this busy season l)e allowed to rise above gold import point on Is. Od. 
basis. Wliile final developments oI monsoon may 'affect extent of demand for 
rupees, there is still |>ossibility of persistence of teiideiicy for exchange to rise, 
which could l)C kojit down only by what would amount to unlimited remittance at 
fixed point, iind figure of ,i'll,(X)0,(;00 mentioned previously is to be regarded, 
presumably, as provisional only. If domand for rupees were to continue for a 
prolonged |>eriod on extensive scale there might be some risk of exce.ssiv(! expansion 
if upward limit of exchange were pegged as suggested. I cannot commit myself, 
therefore, in present circumstances, to view that exchange should in no circumstances 
be permitted to rise this winter to, say, almve is. Ot'iid. or Is. (i/jd., though I am 
prepared to accoiit this figure provisionally as governing for the time being our 
rcmiltanci! policy. .Moreovei-, I feci strongly that, it wonhl not bo right to present 
Currency Commission with a fait aeeompli at the very moment when they are 
commomang operations. I therefore suggest, if market conditions point that way, 
rate for rmnittancos might be allowed to move shortly to 1«. f);,v/. This ligure is 
snfliciontly near Is. IVl. gold import point, and would not indicate any cliange of 
policy. 

With regard to your recommendations for the financing of remittances, the 
jiresenl easy money conditions indicat'd by low bank rate suggest that we should not 
resort to expansion of currency so soon. 1 therefore think that there would be 
distinct advantages in following the original idea suggested by yon. Uccent 
uncertain developments of monsoon also point to the undesirability of jircmatnre 
exjiansion. 1 would therefore l>e glad if you would reconsider Ways and Means 
advance or Treasury Hills to be combined wiih note issue exiiansion as season 
progresses and money conditions harden. 

As regards Home Treasury position, existing balances will probably suflioo till 
towards end of January, on tin- assumption that they will not bo further strengthened 
bv remittances. 

8. Telegram from Vlecrog, Finance Dejuirlment, dated i)lh tjeloher I!):!’). 

With reference to your telegram dated 21th Sejitembcr, Ivxchange, we note that 
you accijpl, provision as governing our rmnittance jailicy for the time being, that 
e.xcliange should not be allowed to rise above gold import point on basis of bv. InL, 
and it is not our wish to anticipate policy which should be pursued in the busy season 
later. We do d(‘precate, however, projKisal to allow exchange to move to \it.6J.^d. 
This ligure is somewhat aliove the aidiial gold point, and we are convinced that our 
action would be misunderstood by market and would be regarded as a chaugc of 
jiolicy, and the effect almost certainly would be an avalanche of sterling sales in 
anticipation. Sinci' onr last lelegrani position has altered somewhat, lacently we 
have not had to inirclaisc large amounts of sterling, and we anticipate that our 
balance at the bank on lOtli instant will be Ks. 8 crores, loss the rupee cost of any 
further sterling jmrchase.s. Moreover, we ex|ic(:t the demand for money will begin 
earlier than usual cnviiig mainly to the early sinisoii for cotton, and bank rate 1ms 
already bemi raised to 5 per cent. We think it likely that we may be able to 
postpone till the end of October any expansion of currency. It will, therefore, not 
be likely that expansion of currency will coincide wifh very easy money conditions. 
It is jiossible at the same time that it may be convenient to combine policy jiroposcd 
by us with Ways and Means advances from the bank latiu’ on. We will bear this 
Iio.ssibility in mind and watch situation. 

9. Telegj'am from Secrelarti of Stole lo Viceroy, Finance DejmrtmenI , 
dated bull March I920! 

Pronounced weakening of exchange recently makes it desirable that wo should be 
pri'pared for possibility that exchange may decline to lower gold point as deleriniiied 
(>ii basis of 18(1. gold rupee, wliicdi may presumably be taken at .l». telegraphic 
in present conditions. 

2. liccmit policy of holding upper limit of c.\'changc .it 1«. 0,'‘,j(/. was directed 
towards the establishment of an etjuilibrium between external and internal prices, 
which would facilitate stabilisation of rupee at la. 6J. gold. 1 recognise inconvenience 
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of Government having to intervene active!}' to maintain tlic lower limit of oxclian^o 
at a time wlien the Currency Commission is sitting, l)ut when ( iovernmenl deciiled to 
peg Jipper limit of exchange tin*, inconvenience of positive control was aeccpl('d 
delinitely. Result has been an expansion of currency which it. may he m'cossary to 
draw olf if exchange rtdapscs to lower gold point hy salt? of rev<n-s(\s. Yon will agree 
that this shonld, if possible, ho avoided as the sale of reverses wonld he open to 
much public misunderstaiidiug and inisivpvesentatiou. 1 suggest, therefore, for 
considerjition, whether before this stage is reached some contraction of noh; issue 
shonld not, with a view to stilTeniiTg niarkcl in fndia, ho ellVctcd fortliwith against 
re-transfer to 'I'ro'asury of part of sterling securities earmarked this wint(‘r to currency 
reserve. 1 shall ho glad to receive at an ojirly ilalo an appreciation of exchange 
prospects and your recommendations on above matters. 


APPENDIX 99. 


Letter from Messrs. Thomas Duff & Co., Ltd., Calcutta, to the Joint 
Secretaries to the Royal Commission on Indian Currency and 
Finance, dated the 5th January 1926. 


AYc arc in receipt of letter No. 697, dated .‘iOlh idtimo, and in reply to same 
detail hclow tlie tignnw of increases granted since the year lOl.’J to the wag(?s <jf our 
work(>rs, together with the moiith-s and yeans in which siice('ssive iiiercasos were 
granted ; — 


cent, of increase. 

10 per cent. - 
lU per cent. - 
;i0 ])cr coiit. - 
10 pi.-r cent. - 


^lonth. 

^’car. 


.May 

1918. 


Seplciuher 

1911) 

20 

.laniiary 

1920 

40 

Oclolier 

1920 

oO 


•imt. above' jire-war. 


A “ Ivhoraki ’’ payment has also la'cn made for some years and this special 
remuneration was '<anetionod to make up, to some e.xtent, for jiitt* mills having to 
resort to a working week of four days oidy. This “ Khoraki ” payment automatically 
ceases when the mills arc in a position to iucreas(! output. 


The details of “ Khoraki ” pai<l and the <latcs when started are as under 


Ajiril 191!). 


Api'il l!)2l. 


.\niias. 

Shifters - - - • - .‘5 

Workers drawing h*ss than 10 annas per day - 1 

Workers drawing more than 10 annas Imtlc.ss 
than Re. 1 per day - - - - 6 

Workers drawing more than Re. 1 per day - 8 


Aiuia.s. 

i 

t; 

8 

10 


125i0 


I’ 519 55i/S69 1125 7.2(i [t.O.P.] 
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